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DEB?

The l a rge  amount o f  general  revenue a p p ro p r ia te d  f o r  c a p i t a l  e x ­
p e n d i t u r e s  in A la ska  has been a d d i t i o n a l  t o  con v e n t io n a l  c a p i t a l  f i n a n c i n g  
th rough  bond i s s u a n c e .

S i n c e  S t a t e h o o d  was a ch i e ve d  in  1957, A la sk a  has i s s u e d  $ 1 . 13  b i l l i o n  
in General  O b l i g a t i o n  bonds .*  O f  th e  $810 m i l l i o n  i s s u e d  dur ing  th e  p a s t  ten  
y e a r s ,  42% has been *or t r a n s p o r t a t i o n  p r o j e c t s  and 29% f o r  s c h o o l s  ( i n c l u d i n g  
the  U n i v e r s i t y  o f  A1

Table 8. Functional Distribution of General Obligation Bonds Issued Since 1972a

(Thousands of Dollars)

J
Transportation $343,211
Schools (incl. Univ. of Alaska) 235,835
Natural Resource Management & Parks 77,965
Water & Sewer - 70,890

Health & Housing 43,515
Fire Protection & Correctional Facilities 38.214

Total $809,630
^Including $200,000,000 issue dated April 1, 1982.
Includes airports, highways, roads, ferries, flood control 
structures, port facilities and small boat landings.

Sources: State of Alaska, A n n u a l’Financial Report (Fiscal 1931)
^nd Official Statement, February 26, 1982.

S t a t e  agency i s s u e s  o u t s t a n d in g  dur ing  the p a s t  t h r e e  y e a r s  are 
i t e m iz e d  in Table  9.** A l l  o f  the  agency i s s u e s  are s e l f - s u p p o r t i n g  e x c e p t  
f o r  the  S t a t e  Housing  A u t h o r i t y  Lease  Revenue Bonds,  f o r  which deb t  s e r v i c e  
i s  paid e n t i r e l y  from S^ a te  r e n t a l  a p p r o p r i a t i o n s ,  and the  U n i v e r s i t y  o f  
A la sk a  Revenue Bonds,  some o f  which are n om ina l l y  s e r v i c e d  from s t u d e n t  f e e s  
and c harge s  bu t  which are a l s o  s u p p o s e d  by S t a t e  a p p r o p r i a t i o n s  f o r  general  
o p e r a t i o n s  o f  th e  U n i v e r s i t y .

♦Inc lud ing  the  most  r e c e n t  $200 m i l l i o n  G 0.  bond dated A p r i l  1 ,  1982.

♦♦"Stand-alone" i s s u e s  o f  the  A la ska  I n d u s t r i a l  Development  A u t h o r i t y ,  bonds 
i s s u e d  by the  A la sk a  S t a t e  Hous ing A u t h o r i t y  f o r  bousing  and urban renewal 
p r o j e c t s ,  and c e r t a i n  o t h e r  agency bond i s s u e s  are no t  i n c lu d e d  in  Table 9. 
See Table  9 f o o t n o t e s  ^or d e t a i l s .
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Table 9. State of Alaska State-Related Bonds Outstanding FY 1980-FY 1982a
(Thousands of Dollars)

Projected
June 30, 1980 June 30, 1981 April 30, ..982 June 30, 1'

General Obligation $631,723 $701,178 $846,783b $842,413
International Airports Revenue Bo nd s0 29,460 28,270 27,059 26,985
Alaska State Housing Authority Lease Revenue Bonds 78,550 73,015 67,125 67,125
University of Alaska Revenue^Bonds 22,251 21,363 20,360 20,305'
Alaska Housing Flusnce Corp. 618,065 1,220,240 1,763,570 1,902,975
Alaska Municipal Bond Bank Authority ^ 48,478 63,832 124,804s 122,189
Alaska Industrial Develcpment Authority - 17,640 74,900 74,900
Alaska Medical Facility Authority 12,000 11,715 11,410 11,410
Alaska Power Authority 35,000 35,000 85,000 85,000-

Total $1,475,527 $2,172,253 $3,021,011 $3,153,302

3
.State of Alaska fiscal year ends June 30.

^Includes $200,000,000 issue dated April 1, 1982. No further G.O. Issues are expected during FY 1982.
Payable solely from gross revenues of the Anchorage and Fairbanks International Airports. Of the amount 
currently outstanding, $8.7 lillion remains in escrow exclusively for the benefit of the Series E 
Revenue Bonds.
Lease ’’evenue Bonds of the Alaska State Housing Authority are serviced through annual lease rental appropriations 
by the State. Proceeds of these bonds are used to construct or purchase public buildings which are operated and 
maintained by the State as tenant. Title to the properties passes to the State as the bonds mature. Legal 
authority for the issuance of additional State lease rontal debt, however, has been repealed and further 
issuance is dependent upon subsequent enabling legislation. In addition to Lease Revenue Bonds, ASHA issues 
revenue bonds for low and middle income housing and urban renewal projects, none of which are obligations 
of the State.

eAs of June 30, 1982, University of Alaska Revenue Bonds will be distributed among specific programs as follows: 
Anchorage Campus Student Center $4,680,000
Anchorage Energy Utility System 665,000
Fairbanks Campus Housing 8,010,000
University of Alaska Heating Corporation 6,950,000

Debt service on these bonds may be i.-iid from appropriations by the State to the University for general operating 
purposes. In addition to the above issues, the University also has outstanding $2,077,632 in FHA-insured 
notes, the proceeds of which were used to construct faculty/student housing that is self-supporting.

State appropriations to the AHFC totalled $828 million in FYdl and 82. These appropriations included 
pledged coverage of two special mandatory redemptions necessitated by withdrawal of Federal tax-exempt status 
of the bond issues consequent to passage of the Mortgage Subsidy Bond Tax Act of 1980 (the "Ullman Bill") by 
the U.S. Congress. The remainder of the appropriated amount was authorized for overcollateralization of 
certain AHFC bond issues in order to allow the purchase of residential mortgages 3t below market interest 
rates. In addition to this assistance, the State has debt service reserve and insurance fund deficiency 
make-up arrangements for several AHFC issues. These arrangements, however, have never been utilized. The 
AHFC ie authorized to issue up to $592 million additional bonds during FY 1982 and a like amount each year 

thereafter until superceded by further legislation.
^Includes $26.4 million Coastal Enerr. / Impact Program Bonds sold to the U.S. Department of Commerce, proceeds 
of which are lnaied to Alaskan municipalities in conformity with the Federal Coastal Zone Management Act of 
1972. (The entire amount has been committed, but only $19.2 million has thus far been disbursed by the U.S. 
Treasury.) Total outstanding indebtedness of the Alaska Municipal Bond Bank may not exceed $150 million, as 

.prescribed by the lank's original authorizing legislation.
Only includes general obligations of AIDA ("Umbrella Program" bond issues). In addition, since its inception 
in 1967, AIDA has financed 15 "stand-alone" projects under its Revenue Bond Program, aggregating $120.5 
million in low-cost loons to private Alaskan companies. As of August 31, 1981, A I D A 1s loan portfolio had a 
total unamortized principal balance of $142.1 million. In FY 1981, the State legislature appropriated to AIDA 

an additional portfolio of $166 million in small business loans previously held by the Scate Treasury.
.AIDA is authorized to Issue up to $400 million additional bonds each year until superceded by further Legislation. 
The Medical Facility Authority may issue up to $52 million additional bonds or bond anticipation notes during 
the remainder of FY 1982 or during FY 1983, but as of che date of this report issuance plans are nor yet firm. 
Legislation in July, l'18l, appropriated this sum to the Alaska Department of Revenue co form a special bond 
guarantee account to secure such bonds and any unused portion of the appropriation lapses back tc che 

General Fund after June 30, 1983.
^The Power Authority issued $35 million G.O. bonds co finance the Swan Lake hydroelectric project and $50 million 
variable rate demand notes towards financing the Lake Tyee hydroelectric project. A further bond issue of 
up to $120 million may possibly be forthcoming before Che end of FY 1982, for completion of the Terror Lake 
project on Kodiak Island.

Sources: State of Alaska, Annual Financial Report, various dates; State and agency official
statements, various dates; and private communication with State and agency officials.
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•d G.O. and agency debt.

State G.O. bonds, Alaska State Housing Authority lease revenue bonds and 
University of Alaska revenue bonds.

Sloody's state median.

Sources: U.S. Bureau of Che Census, Governmental Finances 1979-80 (1981)
and Table 8, above.

As a p r o p o r t i o n  of  total S t a t e  r ev e n u e ,  d e b t  servic;. r e q u i r e m e n t s  

in Fiscal 1981 d r o p p e d  to an a l l - t i m e  lo w  of  2 . 3 %  (Table 11). P r i o r  to 1980 

the r e l a t i o n s h i p  of d e b t  s e r v i c e  to r e v e n u e  r a n g e d  b e t w e n  4%  a n d  10%. Oil 

p r i c e  d e c o n t r o l  c o u p l e d  w i t h  the e n o r m o u s  rise in p r o d u c t i o n  t h a t  a c c o m p a n i e d  

the c o m m i s s i o n i n g  of  the T r a n s  A l a s k a  P i p e l i n e  g r e a t l y  e n h a n c e d  r e v e n u e s  r e l a t i’e 

to debt, b ut r t r e n t  w e a k e n i n g  of  p e t r o l e u m  p r i c e s  —  n ot a s la c k  in A l a s k a n  o i T 

o u t p u t  —  m a y  c au s e  this d e b t  r a t i o  to rise.

B e B 'C w iS * ft8 ! liC «  'A
($Millions) 

Total Revenues 
($Millions)

179 -  FYf;l-9.83'
. ,■

$ 58.9 

1497 

ir.9%.

$ 76.2 $ 97.7

2929 4232

£&%%> _ 308*

FY «a r

$102.4

4336

2«Wfc*-

FY 8 3 

$141.7 

4134 

3.4%

Estimates provided in Che Alaska Executive Budget Fiscal 1983.

Sources: State of Alaska Annual Financial Report (Fiscal Years

1980 and 1981) and Alaska Executive 3udget Fiscal 1983.
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With  c o n t i n u e d  p ru d en t  i n v e s t m e n t  o f  Permanent Fund a s s e t s ,  c o n ­
s t i t u t i o n a l  c o n s t r a i n t s  on S t a t e  e x p e n d i t u r e s ,  and th e  e s t a b l i s h e d  p a t t e r n  
o f  t r a n s f e r r i n g  money from th e  General  Fund t o  t h e  Permanent  Fund when o i l  
p r i c e s  are  h i g h ,  p r o s p e c t s  f o r  p ro longed  A la sk an  f i s c a l  s t a b i l i t y  appear 
t o  be good.- General  O b l i g a t i o n  bond m a t u r i t i e s  a re  t im ed  t o  match p r o j e c t e d  
d e p l e t i o n  o f  c u r r e n t  p e t ro leu m  s o u r c e s ,  and by t h a t  t ime  new p e t ro leu m  and 
non -p e t ro leu m  minera l  r e s o u r c e s  a re  l i k e l y  t o  have been de ve lo pe d .  The o n l y  
small  c l o u d  on th e  h o r i z o n  i s  t h e  p o s s i b i l i t y  t h a t  bo th  i n t e r e s t  r a t e s  and 
o i l  p r i c e s  m igh t  f a l l  in  the  near  te rm — both  e v e n t s  d e v o u t l y  hoped f o r  in 
the  Lower 48 — in  which  c a s e  A la sk a n  Permanent Fund e a r n in g s *  and General  
Fund Revenues would be s i m u l t a n e o u s l y  d e p re s s e d .

*The Permanent Fund i s  h e a v i l y  i n v e s t e d  in s h o r t  term s e c u r i t i e s ,  which 
m in im i ze s  the  p o t e n t i a l  f o r  c a p i t a l  g a in s  as i n t e r e s t  r a t e s  f a l l .





(

I f  we d o n ' t  b e g in  to a d d r e s s  t h e  i s s u e s  of our lo ng- term  need s  and

OUR EVER-INCREASING BONDED INDEBTEDNESS., WE W ILL NOT NEED TO WORRY 

ABOUT CONTROLLING CRIME ;  PROVIDING BETTER ROADS OR MANY OTHER 

ISSUES AND SOCIAL PROGRAMS WE SPEAK ABOUT TODAY, We W ILL NOT HAVE 

TO WORRY ABOUT IT ,  BECAUSE WE W ILL HAVE LOST THE A B IL ITY  AND THE

REVENUES TO DO SOMETHING ABOUT IT ,  THE LEGACY WE ARE PROVIDING OUR

OUR OWN PAST TAXES W ILL BE INS IGN IF ICANT IN COMPARISON,

The t o t a l  bonded  d e b t  of t h e  St a t e  of Al a s k a  and  i t s  a g e n c ie s  in  1 9 8 1 ,

WAS OVER 2 B ILL ION  DOLLARS, THE INTEREST WE W ILL ULTIMATELY PAY ON 

THE MATURITY OF THIS DEBT W ILL AMOUNT TO ANOTHER 2 , 5  MILLION DOLLARS,

And y e t  we c o n t in u e  to in v e s t  i n  p r o j e c t s  and  f a c i l i t i e s  w h ic h  s er v e

THE IMMEDIATE NEEDS OF CONSTITUENTS WITHOUT PROVIDING A FIRM BASE
A

FOR SUSTAINED GROWTH, We HAVE GRABBED FOR THE IMMEDIATE GRATIFICATION 

WHILE PLUNGING OURSELVES AND OUR CHILDREN INTO LONG-TERM DEBT,

Someone  w i l l  h av e  to pay  t h e  P i p e r ,

i
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(2) are included in the list of permissible investments in (g) of this 
section.

(m) Certificates of deposit or the equivalent instruments which are 
not of a quality that may be readily sold in a secondary market at prices 
reflecting fair value must be secured by a pledge as collateral of invest­
ments authorized for the Alaska permanent fund under (g)(1), (2), (8), 
or (12) —  (17) of this section, which investments have value o.t least 
equal to the face value of the certificate of deposit. The b&aid may 
require substitution of collateral, in order to ensure continued 
satisfaction of the requirements set out * this subsection. (§ 5 ch 18 
SLA 1980; am §§ 5 —  7 ch 81 SLA  1982)

E ffe c t o f  am endm ents. —  The 1982 
amendment, effective Ju ly  1 ,1 9 8 2 , in sub­
section (g), substituted "contained in this 
section" for "in (h ) and (i) o f th is section" 
and inserted "at such competitive national 
market rates or prices as are applicable to 
each investment on ly" in the introducto y  
language, rewrote paragraphs (3 ) —  ( ( )  
and (16), substituted "Federal Veterans 
Administration" for "Federal Veterans 
Association”  in paragraph (13), and added 
paragraphs (17) —  (20). The amendment 
also rewrote subsection (i ) and added sub­
section (m).

E d ito r ’s notes. — Section 9, ch. 18, SLA 
1980 provides: 'TRANSIT ION . The com­
missioner o f revenue shall transfer the 
A laska permanent fund to the A laska 
Permanent Fund Corporation established 
by this act after request fo r transfer is 
made by the board o f trustees o f the corpo­
ration. Notwithstanding AS 37.10 .065(a) 
[now repealed], the commissioner o f reve­
nue may invest the money in the A laska 
permanent fund in the investments de­
scribed in AS 37.13.120(g) subject to the 
lim itations o f AS 37.13.120(h) and (i.).”

Sec. 37.13.130. G ain s and lossns.
Repealed by § 13 ch 81 SLA  1982, effective July 1, 1982.

Ed ito r's  notes. — The repented section 
derived from 5 5, ch. 18, SLA 1980.

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

E ffec t o f  am endm ents. -  - The 1982 
amendment, e ffectiv j Ju ly  1, 1982,
rewrote this section.

311
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M E M O R A N D U M

TO: R e p r e s e n t a t i v e  M i t c h  A b o o d

F R O M :  D a v i d  Tea-1 '

R e s e a r c h  S t a f f

RE: Ronrie'j I n d e b t e d n e s s

R e s e a r c h  R e q u e s t  N u m b e r  8 2 - 1 7

T h i s  m e m o r a n d u m  a d d r e s s e s  y o u r  q u e s t i o n s  p e r t a i n i n g  to  t h e  e x t e n t  of 

A l a s k a ' s  b o n d e d  i n d e b t e d n e s s  and w a y s  of r e d u c i n g  t h a t  d e b t .  Ue h a v e  

r e q u e s t e d  a d d i t i o n a l  i n f o r m a t i o n  on t his t o p i c  a n d  w ill u p d a t e  t h i s  

p r e l i m i n a r y  r e s p o n s e  w h e n  che i n f o r m a t i o n  is r e c e i v e d .

O u t s t a n d i n g  D ebt

Total S t a t e  b o n d s  o u t s t a n d i n g  as of d u n e  30, 1°81 w e r e  S 2 . 1 2 R  b i l l i o n .  

T h i s  total i n c l u d e s  general o b l i g a t i o n  b o n d s ,  r e v e n u e  b o n d s ,  a n d  a g e n c y  

o b l i g a t i o n s .  The Annual F i n a n c i a l  R e p o r t  for fiscal y e a r  19R1 c o n t a i n s  

a d e t a i l e d  a c c o u n t  ( r e p r o d u c e d  in p a r t  as an a t t a c h m e n t  to  t h i s  m e m o r a n­

dum) cf  o u t s t a n d i n g  debt. A n o t h e r  r e c e n t  p u b l i c a t i o n  of t h e  D e p a r t m e n t  

of A d m i n i s t r a t i o n ,  R o n d e d  Debt, a n d  Deb t  S e r v i c e , a l s o  c o n t a i n s  m u c h  

i n f o r m a t i o n  on this s u b j e c t .  Carol H o r o s  has b o t h  of t h e s e  p u b l i c a t i o n s  

so t h i s  m e m o r a n d u m  p r e s e n t s  o n l y  a h r i e f  s u m m a r y  of S t a t e  deht.

Denr-.ral O b l i g a t i o n  R o n d s .  As  of J u n e  3D, 1981, t h e  S t a t e  of A l a s k a  had 

S 7 n ].. 1 mil lion in general o b l i g a t i o n  b o n d s  o u t s t a n d i n g .  No n e w  h o n d s  

h a v e  b e e n  a u t h o r i z e d  or  i s s u e d  s i n c e  t h a t  d a t e ,  h ut 'taDD m i l l i o n  in 

b o n d  a n t i c i p a t i o n  n o t e s  w e r e  i s s u e d  on D e c e m b e r  ID, ]°Rl. N ot e s  a r e  

g e n e r a l l y  i s s u e d  p r i o r  to a bon d  i s s u e  and p r o c e e d s  f r o m  t h e  bon d

i s s u e  a r e  u s e d  to r e p u r c h a s e  t he n o t e s .  T he n o t e s  in q u e s t i o n  a r e  

d u e  April 16, 1 9 82. P o n d s  a r e  e x p e c t e d  to he i s s u e d  o n  April 1.

R e v e n u e  R o n d s .  In a d d i t i o n  to general o b l i g a t i o n  h o n d s ,  t h e  S t a t e  has 

i s s u e d  bonds s e c u r e d  by a p l e d g e  of g r o s s  r e v e n u e s  d e r i v e d  f r o m  t h e

o p e r a t i o n  of t h e  i n t e r n a t i o n a l  a i r p o r t s  at A n c h o r a g e  a n d  F a i r b a n k s .  

T h e  i n t e r e s t  and p r i n c i p a l  on  t h e s e  h o n d s  is to he p a i d  fro m  airport, 

o p e r a t i n g  r e v e n u e s .  C u r r e n t  o u t s t a n d i n g  b a l a n c e  of r e v e n u e  b o n d s  is

S I 9 mi 1 1 ion.
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Agency Obligations. A number of agencies have a legal existence 
independent of the State and have the authority to issue bonds of their 
ov/n. The Alaska Housing Finance Corporation had issued Si.22 billion 
(87 percent) of the total $1,408 billion in agency bonds outstanding on 
June 30, 1981. Other agencies with bonded debt are listed in an attach­
ment. to this memorandum. Ronds of these agencies are s'elf-liquidating. 
That is, both principal and interest are payahle from earnings derived 
from user charges.

Beth the Alaska Housing Finance Corporation (A^FC) and the Alaska Indus­
trial Development Authority (AIDA) have issued bonds since June 30, loqi 
and both agencies have plans for future bond issues. The AHFC now has 
$1,722 million outstanding and recently postponed a $60 million issue 
due to market conditions. The AHFC has a specialist on contract to 
determine bonding policy. The AIPA has issued an additional $57 million 

of debt and now has $74 million outstanding. The AIDA is heginning 
the process for an additional issue, but the amount and date have not 
been set.

Roth agencies said that there is no formal coordination of bond issues, 
hut stated that informal communication and coordination does occur. 
To the best of my knowledge, other agencies have not issued additional 
debt since June 3D, 1981 and have no plans to issue debt in the near 
future.

Reduction of Deht

As discussed with Carol Horos, the National Conference of State Legis­
latures (NCSL) recently held a conference on bonding, ken Kirkland, 
of the NCSL, will send us a copy of the proceedings of that conference 
as soon as the report is printed, 'ie will forward t-he report to you 
when it is received.

Mr. Kirkland mentioned that most states appear to be attempting to 
increase, not reduce, bonded indebtedness. He provided thp names of 
four states which he felt might aid our research on ways to reduce 
debt. Deb Pomeroy contacted those states to determine what actions 
had been taken. Her summary of discussions with personnel in the four 
states follows.

Oregon. A law passed in 1981 requires the Oovernor to recommend biennial 
maximum general obligation bonding levels and requires the Legislature 
to determine maximum bonding levels for each 1 'ogram for each fiscal 
year. According to a report prepared hy the the Oovernor's Rnnded neht 

Advisory Panel, the law was proposed primarily in response to a market 
saturation problem which was increasing the cost of borrowing. A copy 
of the Oregon law is attached to this memorandum and the report, of the 
advisory panel is enclosed.
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New Jersey. The State Constitution requires that 1) all bond issu< 
approved by voters; 2) bonds be authorized for a single project warn 
specific objectives delineated; and 3) the ways and means of repaying 
the bonded debt be specified. The third requirement is usually net by 
designating certain tax revenues as the means of repayment. Recause 
the State limits the amount of increase in both state and local income 
taxes, the level of bonded indebtedness is limited in an indirect 
manner. As an aside, the State also controls the bonding powers of 
municipalities and state agencies. Additional detail is being sent to 
this agency and will be forwarded to you when it is received.

Mary!and. The Maryland Legislature created a Capital Debt Affordability 
Committee consisting of personnel from various state agencies. The 
Committee considers revenue projections and current debt levels and 
recommends a limit on bond issues for the upcoming year. The legislature 
has so far followed the recommendations of the Committee.

Maryland is considering two other options which are briefly described 
below. The report by the Capital Debt Affordability Committee discusses 
these options in detail. A copy has been requested and will be forwarded 
to you upon receipt.

1) Surplus funds will be used to reduce debt by cancel linq bond 
issues and paying cash for capital projects or by dppositing 
surplus cash in the annuity fund to pay off outstanding debt.

2) Bonded debt will be eliminated by gradually shifting to a "pay as 
you go" basis over the next 1.5 years. (Fifteen years is the 
maturity of Maryland honds.) Currently, appropriations to retire 
debt are roughly equivalent r.o authorization for new debt. By 
appropriating an additional 1/15 of this amount each year, hooded 
debt would he eliminated in 15 years.

Massachusetts. Massachusetts has not imposed limits on bonded debt 
nor do they intend to take specific action to limit future bond issues. 
The State is simply attempting to remove authorized hut unissued bonds 
from the books.

The options discussed above appear to he f e a s i b l e  means of reducing 
bonded indebtedness in Alaska. I f  you have any questions about the 
mate.-ial in this memorandum, please feel free to call.

Attachments
Enclosure



STATE OF ALASKA

At the general election held on November A, 1980, the people 

authorized $289.7 million oE new bond issues. The total of $289.7 

m i l lion was the largest amount authorized in any year since Alaska 
became a State in 1959.

On July 1, 1980 the State issued $125.0 million of general obligation 
bonds. This was, by far, the largest single issue of general obligation 

bonds in the history of Alaska. The bonds bear an effective interest 

rate of 5.767. and, in keeping with current policy on the life of new 

issues, mature serially from July 1, 1981 to July 1, 199G with-an 
average life of 5.5 years. The practical effect of current policy on 

the life of new issues is that when proven reserves of o i 1 re exhausted, 
the State will be debt-free.

In addition to general obligation bonds, the State has issued 

bond3 secured by a pledge of gross revenues derived from the operations 
of the international airports at Anchorage and Fairbanks. Also,, a 

number of agencies that have a legal existence independent of the 

State have issued their own obligations. Bonds of these agencies are 

self-liquidating —  principal and interest are payable from earnings 
derived from user charges.

The following schedule is a summary of outstanding State and 

agency obligations as of June 30, 1981.

Interest to Total Debt 

Bonds Maturity on Service to
Outstanding 0/S Bonds Maturity

Type of Bonds (Millions) (Millions) (Millions)

State General Obligation Bonds 

State International Airports
$ 701.1 $ 268.5 $ 969.6

Revenue Bonds 19.0 11.7 30.7

Bonds of State Agencies 

Alaska Housing Finance

•

Corporation $1,220.2 $2,102.9 $3,323.1
Municipal Bond Book Authority 63.8 52.3 116.1
Alaska State Housing Authority 

Alaska Industrial Development
73.0 26.1 99.1

Auf’ "irity 17.6 26.A AA.O
U n i v L j i t y  of Alaska 21. A 1A.A 35.8
Other 11.8 11.8 23.6

Total, State. Agencies $ 1 ,A07.8 $2,233.9 $ 3 ,6A1.7

Total, All Bonds $2,128.0 $2,51A.0 $A,6A2.0

Source; Alaska Annual Financial Report for fiscal year 1981
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-OREGON LEG ISLA T IVE  ASSEM BLY-1981 Regular Session

B-Engrossed

House Bill 3146
Ordered by the Senate July 3 

(Including Amendments by House May 19 
and by Senate June 2-1 and July 3)

Sponsored by COMM ITTEE ON HOUSING  AND URBAN  DEVELOPM ENT (at the request o f Governor's Bonded Debt
Advisory Panel)

S U M M A R Y
The following summary is not prepared by the sponsors o f the measure and is not a part o f the body thereof subject to 
consideration by the Legislative Assembly. It is an editor's brief statement o f the essential features o f the measure.

R equ ire s  G ov e rn o r  t o  recom m end  biennial m ax im um  general ob ligation  bonding level. R equ ires G ov e rn o r  
to  a llo ca te  m axim um  bonding level am ong p rogram s fin anced by  b onds . R equ ires G ove rn or to  subm it 
recom m enda tion  and G o v e rn o r ’s a llo ca tion  to  Leg isla tive A ssem b ly  w ith G ov e rn o r ’s budget. R equ ires  
Leg is la tiv e  A ssem b ly  t o  determ ine m ax im um  bond ing level fo r  ea ch  program  fo r each  fiscal year.

R equ ire s  sta te agency au tho rized  to  issue general ob ligation  bonds to  report to  G ov e rn or biennially on  
agency  plans fo r  issuing bonded  indebtedness.

S e ts  am oun ts a llo ca ted  fo r  general ob liga tion  bonds that m ay be issued during the 1981-1983 b ienn ium . 
Sets to ta l m ax im um  fo r  all state agencies at $ 1 ,8 9 8 ,2 0 0 ,0 0 0 .

A llow s Em ergen cy  B o a rd  to  m od ify  au th o rized  bond iss» ance am oun ts w ithin program  designation , 
betw een  program  designation o r  as to  the tota l am oun t o f  general ob ligation  bonds au thorized  by Leg is la tiv e  
A ssem b ly  fo r  the bienn ium .

E x em p ts refunding bonds from  p rov is ion s o f  A c t .
P roh ib its in terest rate in crease ab ov e  6 .9  percen t f o r  vete ran s ’ loans granted on o r  a fte r M ay  2 7 , 1971, w ith 

in terest rate orig inally set a t 5 .9  percen t. P roh ib its  in terest rate in crease ab ove  8 .2  percen t fo r  veterans ' loans 
gran ted a fte r January I , 1981, w ith orig inal rate o f  7 .2  percen t. P roh ib its interest rate in crease ab ov e  8 .9  
p ercen t fo r  v e te ran s ’ lo an s , fo r  acqu is ition  o f  a  m ob ile  hom e o r  hou se b oa t , granted afte r M ay  27 , 1971, w ith 
orig inal rate o f  7 .9  percen t. A llow s D ire c to r  o f  V eteran s ' A ffa irs  to  fix  variable interest rates at rate g rea ter 
than specified  lim its to  extent necessa ry  to  av o id  invoking certa in  constitu tional p rov isions.

R equ ires d ire c to r  to  reserve am oun t o f  requested  loan in O regon  W a r V eteran s ’ Fund [ b e f o r e  n o t i f y i n g  

a p p l i c a n t  o f  l o a n  a p p r o v a l  a n d \  b e fo re  m aking a loan com m itm en t.
D ec la re s  em ergen cy , e ffe c tiv e  July 1, 1981.

A  B I L L  F O R  AN  A C T
Relating  to  b on d s ; creating  new p rov is ion s ; am ending O R S  4 0 7 .0 ,? ;r .n d  declaring an em ergency .
Be It Enacted by the People of the State of Oregon.’

S E C T IO N  1. T h e  Leg isla tive A ssem b ly  finds that incurring o f  state debt by sale o f  bonds sh ou ld  be 
ju je c te d  to  the sam e p rocess  o f  execu tiv e  recom m endation s and legislative approva l as the p rocess  by w h ich  

(he sta te biennial budget is recom m ended and app roved .
S E C T IO N  2 . (1 ) T h e  G ov e rn o r shall recom m end to  the Leg islative A ssem bly  fo r  each  biennium , beginning 

July 1, 1983, by fisca l y ea r , the total m axim um  bonding level fo r  all state program s fo r  which general obligation  
bonds a rc  au th o rized . In making the recom m enda tion s , the G ov e rn o r shall seek the advice o f  the O regon  
Investm en t C oun c il on the total m aximum  bonding level fo r  each  biennium  by fiscal year. T h e  c o u n c il’ s ad v ice  
shall b e  given at fi time requested by the G ov e rn or and -.nail be based on the coun c il’ s review  o f  ava ilab le  
econ om ic  and financial data fo r  the sta te . A lte r  review ing the coun c il's  a d v ice , the G ov e rn or shall present the 
tota l m axim um  bonding level fo r  each  program  to the Leg isla tive A ssem bly  as part o f  the G ov e rn o r ’ s budget 
a long w ith the figures adv ised  by the c o u n J I . T h e  Leg islative A ssem bly  shall then determ ine the m axim um  
bonding level fo r  ea ch  p rogram  fo r  each  fisca l year.

NOTE: Matter in bold luce in an amended section is new; matter f italic and bmcketra1 is existing law to be omitted;
complete new sections begin with SECTION.
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1 (2 ) F o r  biennia beginning on and a fte r  July 1, 1983, each  state agency au thorized  to  issue general ob ligation
2 bonds shall report to  the G ov e rn o r  biennially on  a  date determ ined by the G ov e rn or on  agency p lans fo r  issuing
3 bonded  indebtedness during the com in g  bienn ium . T h e  agency shall include any know ledge it has on  refunding
4 ou tstand ing indebtedness during the fo llow ing biennium  o r  thereafter.
5 S E C T IO N  3 . F o r  the 1981 -1983  b ienn ium , the fo llow ing  am oun ts are a llo ca ted  fo r  general ob liga tion  bonds
6 o f  this sta te  that m ay b e issued during the biennium  as fo llow s :
7
8
9

Program  Designation 1981-82 1582-83 1981-83

10 G E N E R A L  O B L IG A T IO N  B O N D S
11 G enera l Fund  O b ligations
12 F o restry  D ep t . (A r t . X I -E ) S 0 S 0 S 0
13 D ep t, o f  H ig h e r E du ca tion
24 (A r t . X I -G ) 0 0 0
15 D ep t, o f  E du ca tion  (A r t . X l -G ) 0 0 0
16 P ow e r D eve lopm en t B on d s
17 (A r t . X I -D ) 0 0 0
18 D ep t, o f  Env ironm en tal Q ua lity
19 (A r t . X I -H ) 2 0 ,0 0 0 ,0 0 0 3 0 .0 00 .0 0 0 5 0 .0 0 0 ,0 0 0
20 C orrec tion a l Facilities - 7 5 ,0 00 ,00 0 7 5 ,0 0 0 .0 0 0
21 D ed ica ted  Fund O b ligations
22 D ep t, o f  V eteran s ' A ffa irs
23 (A r t . X J -a ; 7 5 0 ,0 0 0 ,0 0 0 8 0 0 ,0 0 0 ,0 0 0 1 ,5 5 0 ,0 0 0 ,0 0 0
24 D ep t, o f  H ighe r Edu ca tion
25 (A r t . X I -F ( l ) ) 2 8 ,6 1 0 .0 0 0 2 8 ,6 10 ,0 0 0 5 7 ,2 2 0 ,0 0 0
26 H ighw ay  D iv ision  (A r t . X I (7 ) ) - - -
27 D ep t, o f  C om m e rce , H ousing
28 D iv ision  (A r t . X I-J ) 3 0 ,0 0 0 .0 0 0 3 0 ,0 00 ,0 0 0 6 0 ,0 0 0 ,0 0 0
29 W a te r R esou rces D ep t.
30 (A r t . X I - I ) 1 2 .0 00 ,000 14 ,000 .000 2 6 ,0 0 0 ,0 0 0
31 D ep t, o f  Energy (A r t . X I-J ) 3 5 .0 0 0 ,0 0 0 4 5 .0 00 .0 0 0 8 0 ,0 0 0 ,0 0 0
32 T o ta l G eneral
33 Obligation  Bonds S 8 7 5 .6 l0 .0 0 0 S l ,0 2 2 ,6 l0 ,0 0 0 $ 1 ,8 9 8 ,2 2 0 ,0 0 0
34

*>’4

K
35 S E C T IO N  4 . (1 ) T h e  bond  issuance am oun ts au tho rized  by this A ct may be m od ified  by the Em ergency
36 B o a rd  w ithin program  designation , betw een p rog ram  designation o r  as to  the total am oun t o f  general obligation
37 bonds au tho rized  by the Leg isla tive A ssem b ly  fot the b ienn ium .
38 (2 ) N oth ing  in this A ct app lies to  refunding bonds au tho rized  o r  requ ired  under any state general obligation
39 bond  program .
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1 (3 ) T h e  p rov is ion s o f  section  3 o f  this A c t relating to  bonds issued under A rtic le  X I -G  o f  the O regon
2 C on stitu tion  are  con trolling ove r any g rea ter am oun t that may be app rop ria ted  th ere fo r ex cep t as the am oun t
3 set fo rth  in section  3 o f  this A c t is su b je c t to  m od ifica tion  under th is se ction .
4 S e c t ion 5. O R S  4 07 .0 7 2  is am ended to  read :
5 4 0 7 .0 7 2 . ( I )  T h e  d ire c to r , w ith the a d v ic ' f  the com m ittee , will p eriod ica lly , during the term  o f  the lo an ,
6 f ix  the variab le in terest rates to  be  pa id  by  utv. app lican t, taking in to con sidera tion  the curren t value o f  the
7 m on ey , the so lven cy  o f  the loan p rog ram , an d  the ra tes ’ e f fe c t on  ve te ran s . I f  the d ire c to r , a fte r con siderin g
8 the fa c to rs  sp ec ified  in this section , determ ines tha t there is an e con om ic  need fo r  a  h igher rate o f  in terest on
9 lo an s m ade fo r  tne acqu is ition  o f  m ob ile  h om es and h ou seb oa ts , the d ire c to r  shall f ix  the r a t e o l  in terest f o r  th e

10 acqu is ition  o f  a  m ob ile  hom e o r  h ou seb oa t a t not h igher than tw o percen t m ore p e r annum  than the b as ic  rate
11 es tab lished  by  th is section .
12 (2 ) Except as prov ided in subsection (3) of this section :
13 (a ) T h e  rate  o f interest on loans granted on o r  a fte r M ay  2 7 , 1971 , and n 'g in a lly  set a t five and nine-tenths
14 percen t p e r  annum  shall not be increased to  m ore than six and nine-tenths percen t p er annum .
15 (b ) T h e  rate o f interest on loans granted on o r  a fte r January  1, 1981 , and originally set at seven and tw o-tenths
16 percent p e r  annum  shall not be increased to m ore than eight and two-tenths percent per annum .
17 (c ) T h e  rate o f Interest on a  'oan granted on o r  after M ay  2 7 , 1971 , fo r  the acquisition of a m obile hom e o r
18 houseboat originally set at seven and nine-tenths percent per annum shall not be Increased to  m ore than eight and
19 .iine-tenths percent p er annum .
20 (3) T h e  d ire c to r may fix the variable interest rates to be paid by the applican t at a ra le  greater than  the rates
21 described in subsection (2 )  o t  this section , but only to the extent necessary to avoid invoking the provisions of
22 section 4 , A rticle X I -A  of the O regon Constitu tion .
23 S E C T IO N  6 . S ec tion  7 o f  th is A c t is ad d ed  to  and m ade a part o f  R S  4 0 7 .0 1 0  to ‘107 .210.
24 S E C T IO N  7 . (1 ) W hen  the d ire c to r  determ ines that an a pp lican t’s loan may be app roved  in a c co rd an ce  w ith
25 O R S  4 0 7 .0 1 0  to  4 0 7 .2 1 0 , the d ire c to r , b e fo re  m aking a loan com m itm en t, shall ret ervc an am ount o f  m oney  in
26 the O regon  W a r  V e te ran s ’ Fund equa l to  the am oun t requested  by the app lican t to be u s td  on ly fo r  paym en t to
27 . the app lican t w h ich  shall be set a s id e  in the D irec t C om m itm en t R ese rve A ccoun t .
28 (2 ) M on ey s in the O regon  W a r  V e te ran s ’ Fund D irec t C om m itm en t R ese rve  A ccoun t shall be reserved  as
29 loan p ro ceed s  f c r an app lican t under subsection  (1 ) o f  thi«, s e e th n  and shall not be used fo r any o th e r p u rp ose
30 un less the app lican t can ce ls the app lica tion  fo r  the loan p rio r to  receip t o f  the loan p roceed s .
31 S E C T IO N  8 . T h is  A c t being necessary  fo r  the im m ediate p reserva tion  o f  the public peace , hea lth  and
32 sa fe ty , an em ergency is dec la red  to  ex ist, and this A c t takes e ffe c t July I, 1981.

•C*.
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La s t  y e a r ,  t h e  cost  of our  d e b t  s e r v ic e ,  w h ic h  i s  t h e  pa y m en t s  for

PRINCIPAL AND INTEREST, AMOUNTED TO 9 7 .6  M ILLION DOLLARS, THIS IS 

THE SUM WE PAY TO REDUCE OUR BONDED DEBT. EVERY YEAR, A PERCENTAGE 

OF OUR GENERAL UNRESTRICTED REVENUE GOES TO HELP PAY OFF OUR DEBT

s e r v i c e .  And e v e ry  y e a r  t h a t  p e r c e n t a g e  g e t s  s m a l l e r .  In 1975,

9% OF OUR REVENUES WENT TOWARDS RETIRING OUR BONDED INDEBTEDNESS.

La s t  y e a r ,  we  only  t a r g e t e d  2 . 6 %  of our w e a l t h  to pay  o ff  our d e b t .

We s p e n t  9 7 .6  m i l l i o n  to h e l p  r e t ir e  our d e b t ,  w h i l e  sptNfrTNe*289  m il l i o n

IN NEW BONDS IN THE SAME YEAR, TO BRING US INTO EVEN GREATER DEBT.

T h e  q u e s t i o n  i s  —  d o  w e  s t o p  i t ,  b e f o r e  i t  s t o p s  u s ?



ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

Poucfi Y , State Capitol 
Juneau, Alaska 99811 

(907) 465-3991

March  23,  1982

MEMORANDUM

TO :  R e p r e s e n t a t i v e  T e r r y  G a r d i n e r

FROM: D a v id  Tea l  ^
R e s e a r c h  S t a f f

R E :  Genera l  O b l i g a t i o n  Bonds
R e s e a r c h  R e q u e s t  Number 82 -74

C l i f f o r d  Groh s u b m i t t e d  a r e q u e s t  on y o u r  b e h a l f  f o r  a graph showing  
r e a l  p e r  c a p i t a  g row th  i n  g e ne ra l  o b l i g a t i o n  bonds i s s u e d  by t h e  s t a t e  
o f  A l a s k a .  A f t e r  a b r i e f  d i s c u s s i o n  w i t h  C l i f f ,  t h e  r e q u e s t  was expanded 
t o  i n c l u d e  s e v e r a l  g r a p h s .

A l l  f i v e  o f  t h e  e n c l o s e d  ■'raphs a re  on a p e r  c a p i t a  b a s i s  and show 
money v a l u e s  i n  1970 d o l l a  ", The Anchorage  consumer  p r i c e  i n d e x  
( C P I )  was u sed  t o  c o n v e r t  nominal d o l l a r  v a l u e s  t o  1970 d o l l a r s .  The 
CP I  and s t a t e w i d e  p o p u l a t i o n  f o r  each  y e a r  a re  shown in  t h e  t a b l e  
b e lo w .  A b r i e f  e x p l a n a t i o n  o f  each  graph  f o l l o w s  t h e  t a b l e .

F i s c a l
Yea r

Anch o ra ge  o t a t e w i d e
CP I  P o p u l a t i o n

1970
1971
1972
1973
1974
1975 
197''
1977
1978
1979
1980
1981

10 7 .3
1 1 1 . 5
1 1 4 . 4  
1 1 6 . 9
1 2 3 .8
1 4 0 .0
15 7 .4
167 .6  
17 7 .3
1 9 4 .8
211.8
232 .0

302,580
3 1 1 . 2 0 0  
j 24,000
330.000
344.000
38 3 .10 0  
4 1 0 ,7 0 0
4 1 3 . 1 0 0
4 0 3 .1 0 0  
400 ,600  
40 1 ,8 5 0
422.200

S o u r c e :  A l a s k a  D e par tm en t  o f  L a b o r ,  R e se a r c h  and A n a l y s i s  3/82



Representative Gardiner
March 23, 1982
Page 3

Graph 4 :  Genera l  O b l i g a t i o n  Bonds O u t s t a n d i n g . Real p e r  c a p i t a  bonded
i n d e b t e d n e s s  i n c r e a s e d  s t e a d i l y  ( e x c e p t  f o r  s l i g h t  d e c l i n e s  in  
1974 and 1976 )  t h r o u g h o u t  t h e  1 9 7 0 ' s .  A d e c l i n e  in  p o p u l a t i o n  
d u r i n g  1978 and 1979 was p a r t  o f  t h e  re a so n  f o r  t h e  p e r  c a p i t a  
i n c r e a s e  i n  t h e  1970  d o l l a r  v a l u e  o f  bond* o u t s t a n d i n g  d u r in g  
t h o s e  y e a r s .  P o p u l a t i o n  i n c r e a s e s  d u r i n g  1980 and 1981  a re  
p a r t i a l l y  r e s p o n s i b l e  f o r  t h e  d e c l i n e  i n  rea l  p e r  c a p i t a
bonded d e b t  d u r i n g  t h e  p a s t  two y e a r s .  The 1970 d o l l a r
v a l u e  o f  bonded d e b t  was $768 p e r  c a p i t a  in  1 9 8 1 .

Graph 5 :  Debt  S e r v i c i n g  C o s t s  o f  O u t s t a n d i n g  Genera l  O b i i g a t i o n  Bonds
I s s u e d  by t h e  S t a t e  o f  A l a s k a . Graph 5 shows t h e  amount each 
A l a s k a n  wouTd have  p a i d  ( i n  1970 d o l l a r s )  i n  o r d e r  t o  r e t i r e  
a l l  g e n e ra l  o b l i g a t i o n  bonds  o u t s t a n d i n g  i n  each  y e a r .  As  
n o t e d  i n  t h e  d e s c r i p t i o n  o f  graph  2 ,  a l l  coupon payments  a re  
a t t r i b u t e d  t o  t h e  y e a r  o f  bond i s s u e  so  t h e  amount  i s  somewhac 
o v e r s t a t e d .

. * * *

As  d i s c u s s e d  w i t h  C l i f f ,  t h e  m os t  u s e f u l  p r e s e n t a t i o n  o f  a s e t  o f  num­
b e r s  depends  t o  a l a r g e  e x t e n t  on t h e  i n t e n d e d  u se  o f  t h e  d a t a .  I
would  be happy t o  d i s c u s s  t h e  above  da ta  o r  i t s  p r e s e n t a t i o n  a t  y o u r  
c o n v e n i e n c e .

E n c l o s u r e s



DEBT SERVICING COSTS FOR G.O. BONDS, STATE OF ALASKA, 1970- 1981

PER CAPITA IN 1970 DOLLARS
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6.0. BONDS OUTSTANDING, STATE OF ALASKA, 1970 - 1981

PER CAPITA IN 1970 DOLLARS
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DEBT SERVICING COSTS FOR G.O. BONDS, STATE OF ALASKA, 1970-1981

PER CAPITA IN 1970 DOLLARS
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GRAPH 5
DEBT SERVICE ON OUTSTANDING G.O. BONDS,. STATE OF ALASKA, 1970 - 1981

PER CAPITA IN 1970 DOLLARS
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ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

Pouch Y. State Capitol 
Juneau, Alaska 99811 

(907) 465-3991

A p r i l  22 ,  1982

MEMORANDUM

TO: R e p r e s e n t a t i v e  G a r d i n e r

FROM: D a v id  Tea l  R e s e a r c h  S t a f f
Deb Pomeroy ,  R e s e a r c h  A i d e

RE:  Bonded Debt
R e s e a r c h  R e q u e s t  Number 3 2 - 1 0 9

You r e q u e s t e d  g ra p h s  sh ow in g  t h e  p e r  c a p i t a  d e b t  s e r v i c i n g  c o s t s  ( i n  
1982 d o l l a r s )  o f  o u t s t a n d i n g  bonds i s s u e d  by t h e  S t a t e  o f  A l a s k a  and by 
m u n i c i p a l i t i e s  w i t h i n  t h e  s t a t e .  T h r e e  t y p e s  o f  S t a t e  bonds  were c o n ­
s i d e r e d  i n  t h i s  a n a l y s i s .

G e n e ra l  O b l i g a t i o n  Bonds a re  backed  by t h e  f u l l  f a i t h ,  c r e d i t ,  
and r e s o u r c e s  o f  t h e  S t a t e .  Genera l  o b L g a t i o n  bonds  must  be 
a u t h o r i z e d  by l e g i s l a t i o n  f o r  c a p i t a l  im p ro ve m e n t s  and be r a t i f i e d  
by t h e  e l e c t o r a t e .

I n t e r n a t i o n a l  A i r p o r t s  Revenue  Bonds a re  s p e c i a l  o b l i g a t i o n s  o f  
t h e  S t a t e .  They  a r e  p a y a b le  From and s e c u r e d  by a f i r s t  l i e n  on 
g r o s s  r e v e n u e s  d e r i v e d  from o p e r a t i o n s  o f  t h e  A n c h o ra g e  and F a i r ­
banks  I n t e r n a t i o n a l  A i r p o r t s .

A ge n cy  Bonds a r e  i s s u e d  by a number o f  a g e n c i e s  t h a t  have  a l e g a l  
e x i s t e n c e  i n d e p e n d e n t  o f  t h e  S t a t e .  The A l a s k a  H o u s i n g  Fin/ince 
C o r p o r a t i o n  i s  r e s p o n s i b l e  f o r  a b o u t  90 p e r c e n t  o f  bonded  d e b t  n e l d  
by S t a t e  a g e n c i e s .  A g e n c y  d e b t  i s  s e l f - l i q u i d a t i n g ;  p r i n c i p a l  and 
i n t e r e s t  a re  pay>ible from e a r n i n g s  d e r i v e d  from u s e r  f e e s .

A l t h o u g i i  m u n i c i p a l i t i e s  may i s s u e  b o t h  g e n e r a l  o b l i g a t i o n  and re v e n u e  
b o n d s ,  I was u n a b le  t o  f i n d  a s o u r c e  w h i c h  c o u l d  p r o v i d e  a g g r e g a t e  i n f o r ­
m at ion  on 1 )  t h e  d e b t  s e r v i c i n g  c o s t s  f o r  m u n i c i p a l  g e n e r a l  o b l i g a t i o n  
b o n d s ;  2)  t h e  amount o f  m u n i c i p a l  r e ve n u e  bonds o u t s t a n d i n g ;  o r  3)  d e b t  
s e r v i c i n g  c o s t s  f o r  m u n i c i p a l  r e v e n u e  b o n d s .  T h i s  i n f o r m a t i o n  c o u l d  
p r o b a b l y  be o b t a i n e d  from t h e  m u n i c i p a l i t i e s ,  b u t  Gregg E r i c k s o n - -  
s p e a k in g  f o r  C l i f f  G ro h ,  o f  y o u r  s t a f f - - s u g g e s t e d  t h a t  t h e  e f f o r t  would 
n o t  be w o r t h w h i l e  a t  t h i s  t i m e .

i
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T h e r e  were  s i m i l a r  d a t a - g a t h e r i n g  p ro b lem s  w i t h  bonds i s s u e d  by S t a t e  
a g e n c i e s .  Gregg  E r i c k s o n  s u g g e s t e d  g ra p h in g  d a ta  o n l y  f o r  y e a r s  a f t e r  

971,  wh ich  i s  when r e p o r t s  on a g e n c y  bonds were i n c o r p o r a t e d  i n t o  
vn e  S t a t e ' s  annual  f i n a n c i a l  r e p o r t .  Due t o  d a ta  p ro b le m s  and as  a. 
r e s u l t  o f  my c o n v e r s a t i o n  w i t h  Gregg  E r i c k s o n ,  y o u r  r e q u e s t  f o r  g raphs  
was m o d i f i e d  s l i g h t l y .  The  a t t a c h e d  g ra ph s  a re  d e s c r i b e d  b r i e f l y  
be low .

Graph 1 shows  t h e  a g g r e g a t e  amount  o f  S t a t e  g e n e ra l  o b l i g a t i o n  b o n d s ,  
a i r p o r t  r e v e n u e  b o n d s ,  and S t a t e  a ge n cy  bonds o u t s t a n d i n g  i n  t h e  y e a r s  
1972 t h r o u g h  1 9 8 1 .  Nominal  v a l u e s  were  c o n v e r t e d  t o  1982 d o l l a r s  by
a p p l y i n g  a f a c t o r  b a se d  t h e  A nch o ra ge  con su m e r  p r i c e  i n d e x  ( C P I ) .  The 
p e r  c a p i t a  v a l u e s  shown in  t h e  g raph  were  o b t a i n e d  by d i v i d i n g  t h e  1982 
d o l l a r  v a l u e s  by s t a t e w i d e  p o p u l a t i o n  i n  each  y e a r .  A l l  v a l u e s  in  
graph  1 (and in  t h e  o t h e r  a t t a c h e d  g r a p h s )  appear  i n  t a b l e s  a t t a c h e d
t o  t h i s  memorandum.

Graph 2 shows p e r  c a p i t a  d e b t  s e r v i c i n g  c o s t s  ( i n  1982 d o l l a r s )  asso- .  
c i a t e d  w i t h  t h e  bonded d e b t  shown in  graph 1 .  D e b t  s e r v i c e  i n c l u d e s  
b o th  p r i n c i p a l  and i n t e r e s t  p a y m e n t s .  A s  em p h as i z e d  i n  my memorandum 
o f  March  23 ,  1982 ( r e s e a r c h  r e q u e s t  number 8 2 - 7 4 )  on t h e  s u b j e c t  o f
bonded d e b t ,  t h i s  t r e a t m e n t  o f  d e b t  s e r v i c i n g  c o s t s  i m p l i c i t l y  a ssumes
t h a t  t ' l  p r i n c i p a l  and i n t e r e s t  paym ent s  a r e  made in  t h e  y e a r  shown 
r a t h e r  th an  s p r e a d  i n t o  t h e  f u t u r e .  In an economy c h a r a c t e r i z e d  by 
i n f l a t i o n ,  t h i s  t r t ' a t m e n t  o v e r s t a t e s  c o n s t a n t  ( 1 9 8 2 )  d o l l a r  o b l i g a t i o n  
b e c a u s e  payments  w i l l  be made in  t h e  f u t u r e  when t h e  d o l l a r s  a re  w o r th  
l e s s .  In a d d i t i o n ,  p o p u l a t i o n  growth  would  d e c r e a s e  t h e  p e r  c a p i t a  
repaym en t  r e q u i r e d  t o  r e t i r e  t h e  d e b t .

The e f f e c t  o f  a t t r i b u t i n g  f u t u r e  paym en t s  t o  c u r r e n t  t i m e  p e r i o d s  i s  t o  
i n c r e a s e  a e b t  s e r v i c i n g  c o s t s  in  e a r l y  y e a r s  r e l a t i v e  t o  d e b t  s e r v i c i n g  
c o s t s  i n  l a t e r  y e a r s .  T h a t  i s ,  t h e  t r u e  t r e n d  i s  s t e e p e r  th a n  i s  
i n d i c a t e d  by graph  2 .  T h i s  e f f e c t  i s  a c c e n t u a t e d  by t h e  r e c e n t  t r e n d  
to w a rd  s h o r t e r  m a t u r i t y  i s s u e s .  The prob lem c o u l d  be c o r r e c t e d  by 
c o n s i d e r i n g  t h e  t i m i n g  o f  p aym en t s  a s  w e l l  a s  t h e  amount  o f  p a y m e n t s ,  
b u t  some a s s u m p t i o n s  would  be r e q u i r e d  t o  c o m p l e t e  an a n a l y s i s .  I f  you 
w i s h ,  I would  be happy t o  d i s c u s s  t h e  c o m p l e x i t i e s  o f  t h i s  i s s u e  w i t h  
you  o r  y o u r  s t a f f .

Graph 3 shows t h e  p e r  c a p i t a  amount  ( i n  1982 d o l l a r s )  o f  m u n i c i p a l  
g enera l  o b l i g a t i o n  bonds o u t s t a n d i n g  i n  t h e  y e a r s  1972 t h r o u g h  1 9 8 1 .  
N o t e  t h a c  m u n i c i p a l  r e ve n u e  bonds a re  n o t  i n c l u d e d  in  t h e  f i g u r e s  and 
t h a t  s t a t e w i d e  p o p u l a t i o n  i s  u s e d  t o  o b ta T n  p e r  c a p i t a  v a l u e s .

You may be i n t e r e s t e d  i n  t h e  a t t a c h e d  t a b l e  w h ich  shows  t h a t  m u n i c i p a l  
g e n e ra l  o b l i g a t i o n  d eb t  has  i n c r e a s e d  f a s t e r  i n  r e c e n t  y e a r s  th an  has 
g enera l  o b l i a a t i o n  d e b t  i s s u e d  by t h e  S t a t e .  M u n i c i p a l i t i e s  had $ 1 .0 9i



Representative Gardiner
April 22, 1982
Page 3.

b i l l i o n  o u t s t a n d i n g  on J u l y  1 ,  1 9 8 1 ,  compared t o  $ 7 0 1 .2  m i l l i o n  i n  
g e n e r a l  o b l i g a t i o n  d e b t  i s s u e d  by t h e  S t a t e .

The S t a t e  has  ado p te d  a p o l i c y  o f  s h o r t - t e r m  i s s u e s  i n  r e s p o n s e  t o  c u r ­
r e n t  market  c o n d i t i o n s ,  b u t  w i t h o u t  f u r t h e r  s t u d y  o f  t h e  t e r m s  o f  
s a l e ,  i t  i s  i m p o s s i b l e  t o  d e t e r m i n e  w h e th e r  m u n i c i p a l i t i e s  have ado p te d  
t h e  same a p p r o a c h .  The p o t e n t i a l  r i s k  f o r  m u m c i o a l  i t i e s  i s  s u b s t a n ­
t i a l ,  and t o  t h e  e x t e n t  t h a t  m u n i c i p a l  d e b t  i s s u e s  a re  s c h o o l  bonds 
(w h ich  a re  p a r t i a l l y  p a i d  by t h e  S t a t e ) ,  t h e r e  i s  some c a u s e  f o r  c o n c e r n  
by t h e  S t a t e .

Graph 4 shows t h e  sum o f  m u n i c i p a l  g e ne ra l  o b l i g a t i o n  bonds  and a l l  S t a t e  
bonds o u t s t a n d i n g ,  and graph  5 shows s e p a r a t e  c u r v e s  f o r  m u n i c i p a l  
g e n e ra l  o b l i g a t i o n  b o n d s ,  S t a t e  g enera l  o b l i g a t i o n  b o n d s ,  and a l l  S t a t e  
bonds  o u t s t a n d i n g  in  ea ch  y e a r  f rom  1972 t h r o u g h  1 9 8 1 .  As  i n  t h e  g ra ph s  
d i s c u s s e d  p r e v i o u s l y ,  a l l  l i n e s  d e p i c t  p e r  c a p i t a  amounts  i n  1982 d o l ­
l a r s .

* * *

As  a l w a y s ,  t h e  a ge n cy  e x t e n d s  an o f f e r  t o  p e r f o r m  a d d i t i o n a l  work o r  t o  
d i s c u s s  t h e  m a t e r i a l  p r e s e n t e d  w i t h  you  o r  y o u r  s t a f f .

A t t a c h m e n t s
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GRAPH 2

DEBT SERVICE ON OUTSTANDING BONDS— STATE OF ALASKA
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GRAPH 5

BONDS OUTSTANDING— STATE OF ALASKA 
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BONDS OUTSTANDING AND DEBT SERVICE REQUIREMENTS 
State or' Alaska 1972 - 1981 

($ in m i l l ions  unless otherwise noted)

GEN OBLIGATION STATE AGENCY AIRPORT REVENUE ALL BONDS PER CAP. 1982$2
Fiscal
Year Outs.

Debt
Service Outs.

Debt
Service Outs.

Debt
Service Outs.

Debt
Service

CPI
Adj.

Popu­
lation* Outs.

Debt
Service

72 $238.9 $375.0 $ 66.0 $ 115.8 $ 15.2 $ 29.4 $ 320.1 $ 520.3 2.18 324.0 $2,154 $3,501

73 274.6 434.6 81.6 138.4 23.4 44.0 379.6 616.9 2.13 330.0 2,450 3,982

74 293.1 469.0 147.0 262.8 23.0 42.2 463.1 774.0 2.01 344.0 2,706 4,522

75 392.5 660.0 272.2 504.1* 33.2 62.2 697.7 1,226.4 1.78 383.1 3,242 5,698

76 462.9 767.0 267.5 514.4* 32.7 59.5 763.1 1,340.9 1.58 410.7 2,936 5,158

77 530.0 846.4 319.7 633.5 32.1 56.7 881.8 1,536.8 1,49 413.1 3,178 5,543

78 596.2 906.3 508.2 1,063.7 20.9 36.5 1,125.4 2,006.4 1.41 403.1 3,937 7,018

79 670.5 9/7.7 602.1 1,283.3 20.3 34.5 1,292.9 2,295.5 1.28 400.6 4,131 7,335

80 631.7 902.6 767.4 1,666.3 19.7 32.6 1,418.8 2,601.5 1.18 401.8 4,166 7,639

81 701.2 969.6 1,407.8 3,641.7 19.0 30.7 2,128.0 4,642.0 1.07 422.2 5,393 11,764

*estimated.
^Population is in thousands.
2per Capita f igures are not in m i l l io n s .

Source: House Research Agency 4/82



MUNICIPAL AND STATE BONDS OUTSTANDING 
State of Alaska 1972 - 1981

Mun. Bonds Per Capita Municipal & State Per Capita 
Fiscal Outstanding ( in 1982 Bonds Outstanding ( in  1982 
Year ($ M i l l ions )  do l la rs )  (S M i l l ions )  do l la rs )

72 $ 262.2 $ 1,764 $ 582.3 $ 3,918

73 271.5 1,752 651.1 4,203

74 312.2 1,824 775.3 4,530

75 351.4 1,633 1,049.1 4,875

76 420.8 1,619 1,183.9 4,555

77 519.6 1,874 1,401.4 5,055

78 545.2 1,907 1,670.6 5,844

79 768.5 2,456 2,061.4 6,587

80 827.1 2,429 2,245.9 6,595

81 1,091.0 2,7b5 3,219.0 8,158
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Juneau, Alaska 99811 
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March 29, 1983

MEMORANDUM

To: Representative Barbara lacher

From: Leonard Steinberg, Research Sta1

Re: D is t r ibu t ion  of Permanent Fund Dividends to Mun ic ipa l i t ies
Research Request 83-23 -- Final Report

Bob Harris of your s ta f f  requested a summary of f ind ings regarding our 
ana lys is  of the f isca l  impacts of HB 164. The ana lys is ,  describing 
how much money would be d ist r ibuted to mun ic ipa l i t ies  and unincorpo­
rated communities, was del ivered to your o f f ice  on March 8. The d is­
cussion below b r ie f l y  describes the analysis and h igh l igh ts  i t s  major 
f i  ndi ngs.

Description of Analysis

HB 164 would d is t r ibu te  the real earnings of the Permanent Fund to every 
mun ic ipa l i ty  and unincorporated community of greater than 25 on a per 
capita bas is .  According to HB 164, the d ist r ibuted Permanent Fund 
earnings could only be used to create local permanent funds; i . e . ,  
l o c a l i t i e s  could only invest and not spend the Permanent Fund earnings 
they receive. However, each year ,  mun ic ipa l i t ies  and unincorporated 
communities could spend 75 percent of t h e i r  funds' interest income.

The ana lys is  we performed answered three questions: f i r s t ,  how much
money would be d istr ibuted to mun ic ipa l i t ies  and unincorporated communi­
t i e s ;  second, what would be the s ize of each local permanent fund; and 
t h i r d ,  how much much money would be ava i lab le  for spending from the 
earnings of the community permanent funds.

These questions were addressed for every f isca l  year 1984-1990. How­
ever,  the answers to these questions are h igh ly  dependent on estimates 
of future in terest and i n f l a t i o n  rates. Therefore, in  add it ion to a 
most l i k e l y  scenario that projects a future interest rate of 10 percent 
and a ‘future . in f la t ion  r a t '  of 6 percent,-we also analyzed two other 
interest and i n f l a t i o n  rate combinations. One a lternat ive contained 
the f a i r l y  high interest and i n f l a t i o n  rate levels of 13 and 10 percent 
respect ive ly ,  ^nd the second a lternat ive contained re la t ive ly  low 
interest and i n f l a t i o n  rate levels of 6 and 4 percent respectively . 
I t  is  worth not ing ,  however, that the real rate of return (the d i f f e r ­
ence between the interest and i n f l a t i o n  rate) varies from 4 percent
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un'der the most l i k e l y  scenario to 3 percent under the high interest 
and i n f l a t i o n  rate scenario to 2 percent under the low interest and 
i n f l a t i o n  rate scenario .

Summary of Findings

The amount of money each community receives is  based on i t s  population. 
Communities receive the i r  largest share of Permanent Fund earnings, 
have th e i r  largest fund balances, and have the most money ava i lab le  
for spending under the most l i k e l y  scenario of a 10 percent interest 
rate and 6 percent i n f l a t i o n  rate.

Increasing the interest and i n f l a t i o n  rates to 13 and 10 percent 
respectively actua l ly  decreases the Permanent Fund earnings d istr ibuted 
to communities and decreases the size of local fund balances. These 
phenomena occurs because the Permanent Fund's in f la t ion-proo f ing  mecha­
nism retains more money to compensate for lost purchasing power as 
the real rate of return f a l l s  from 4 to 3 percent. However, because 
the amount of money ava i la b le  for spending from the local permanent 
funds is  affected so le ly by interest rates , the amount of money 
ava i lab le  for spending under the higher in terest and i n f l a t i o n  rates 
remains almost the same as under the more l i k e l y  rates of 10 and 6 
percent interest and i n f l a t i o n .

Under the low interest and i n f l a t i o n  rates of 6 and 4 percent respec­
t i v e l y ,  the amount of money ava i la b le  for spending in future years , 
future fund balances, and the d is t r ibu t ions  from the Permanent Fund 
are a l l  substant ia l ly  less than under the other interest and in f l a t io n  
rate scenarios.

Examples

Under the scenario of 10 percent interest and 6 percent i n f l a t i o n ,  
Anchorage would receive $36 m i l l i o n  in FV84, increasing every year to 
$99 m i l l i o n  in FY 90. At the end of FY90, Anchorage's permanent fund 
would be approximately $500 m i l l i o n  and Anchorage would have approxi­
mately $28 m i l l i o n  do l la rs  ava i lab le  for spending in FY9D.

Under the high interest and i n f l a t i o n  rate scenario,  Anchorage's fund 
balance at the end of FY90 would f a l l  to $369 m i l l i o n  though i t  would 
s t i l l  have approximately $28 m i l l i o n  do l la rs  to spend in that f isca l  
year .  Under the low interest rate scenario, Anchorage's fund balance 
would f a l l  to $286 m i l l i o n  and have only $10.5 m i l l i o n  to spend.

The pattern of dec l in ing  funds repeats i t s e l f  in the same proportions 
for communities of a l l  s izes .  For example, the Matanuska-Susitna 
Borough (population 13,746),  would have a fund balance of $39 m i l l i o n
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in  FY90 and have $2.2 m i l l i o n  ava i la b le  fo r spending under the most 
l i k e l y  in terest  and i n f l a t i o n  rate scenario.  Under the high interest 
and i n f l a t i o n  rate scenario , the fund balance would f a l l  to $29 m i l l i o n  
but the- amount ava i lab le  to'spend would remain at about $2.2 m i l l i o n .  
Under the lower interest and i n f l a t i o n  rate scenarios, the FY90 fund 
balance would f a l l  to $22.5. m i l l i o n  and the amount ava i lab le  to spend 
would drop to $833,000.

S im i l a r l y ,  in  FY90 the City of Palmer (populat ion 2 ,141) ,  would have a 
fund balance of $6 m i l l i o n  and have $349,000 ava i lab le  for spending 
under the most l i k e l y  interest and i n f l a t i o n  rate scenario. Under the 
high in terest and in f l a t io n  rate scenario the fund balance would f a l l  
to $4.5 m i l l i o n  but the amount ava i lab le  for spending would remain 
near ly the same at $345,000. Under the lower interest and in f l a t io n  
rate scenario the fund balance would f a l l  to $3.5 m i l l i o n  and the 
an.ount ava i la b le  to spend would f a l l  to $130,000.

F i n a l l y ,  even very small Cv ;nmu.ii t i  es, such as Tenakee Springs (popula­
t ion  138) would experience the same trends. In FY90, Tenakee Springs 
would have have a fund bala ice of $395,000 and have $22,500 ava i lab le  
for spending under the most 1‘ke ly  interest and i n f l a t i o n  rate scenario. 
Under the high interest and • . i f l a t i o n  ate scenario, Tenakee Springs 
would have a fund balance of $292,000 and have about $22,000 ava i lab le  
fo r  spending in FY90. Under the lower interest and i n f l a t i o n  rate 
scenario , Tenakee Springs would have a fund balance of $225,100 in 
FY90 and have $8,000 ava i lab le  to spend in  that year.

*  *  *  *

We hope th is  summary is  he lp fu l .  Please le t  us know i f  you have any 
add it iona l  questions.

LS
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House of Representatives 
Committee on Community & Regional Affairs
Representative Lacher

Staff

March 9, 1983 

HB164

The following data pertaining to the Alaska Permanent Fund was provided 
by the Department of Revenue/Research to the House Research Agency. The

information is dated 1-6-83.
0 ,

The following assumptions apply to the forecast indicated below:

- use 30th percentile of probabilities of income

- 6% inflation

- .1024% earnings

- 4% real late of return

Fiscal Perm Total Inflation Available for

Year Fund Interest Proofing Appropriati on

1984 3,943.75 (mid-year)

4,203.06 403.84 252.2 151.66 (end-year)

1985 4,481.66

4,769.25 458.92 285.6 173.30 (end-year)

1986 5,072.55

5,384.84 519.43 23.1 196.34 (end-year)

1987 6,058.34

6,436.59 586.89 363.5 222.39 (end-year)

1988 6,814.83

7,236.93 659.11 408.9 250.22 (end-year)

1989 7,659.03

8,090.78 741.06 459.5 281.52 (end-year)

1990 8,522.52 828.50 511.40 317 15



The following data from the previous mentioned source, again uses the 

30th percentile of probabilities, 10% interest return, and 6% inflation. 

The first column is State population estimates developed from Bureau of 

Census data. • The second column is the projected dividend payment per 

person, in current dollars, under existing law. The third column is the 

individual dividend payment in 1981 dollars.

**********************************************************************

I II III

1983 444.33 $1000.00 $881.68

1984 464.33 365.51 • 304.02

1985 484.68 251.06 197.00

1986 505.38 333.51 246.89

1987 526.44 409.06 285.67

1988 547.85 448.55 295.52

1989 569.61 489.82 304.45

1090 591172

(thousands)

530.34 310.98

* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *



Box 1210 602 Railroad Avenue 
Cordova, A laska 99574 
Phone: (907) 424-3237

or 424-3238

March 23, 1983

James A. Poor 
M ayor

Representative Barbara Locher 
Pouch V
Juneau, Alaska 99811

Perry D. Lovett, 
Manager

Donna M . Sherby, 
C lerk I T reasurer

Dear Representative*
Council M e m b e r *  

Richsrd Grotf 

H. J. K o pchak 

Garry Purvis 

Jot Gunderson 

Phyllis D a y  

Oliver Osborn

I received your le t te r  regarding HB 164 which you 
introducted to d is t r ibu te  Alaska permanent fund income 
to mun ic ipa l i t ies  and unincorporated communities and 
repeal ing the permanent fund d iv ident program.

I took your le t te r  to the City Council meeting held 
las t  Monday, and they unanimously voted to support 
your b i l l .

The-general comments were that these funds would then 
stay w ith in  the community and benefi t everyone, plus 
supporting the State revenue and municipal assistance 
programs.

Perry D. Lovett 
City Manager

cc: Representative Peter Goll
Representative Richard E l ia ron '



Box 53 
.. Willow, A l a s k a  

March 11, 1983

Hon. Barbara Lacher 
House of Representatives 
P o u c h  V
Juneau, A l a s k a  99811 

D e a r  Mrs. Lacher*

I understand the House is presently cons i d e r i n g
various bills on the D i v i d e n d  Program, and if not too late, 
m y  h u s band and I would like to be numbered among those favor­
ing its repeal. Letters to the Anchorage News seem to be 
p r e d o m i n a n t l y  for the program, but most of the people we've 
b e e n  talking to favor repeal, as we do. I must admit they 
are over ^0, and some of our younger friends are the ones 
who want to keep the checks coming, and I believe a vote of 
the people would favor k e e p i n g  the program, but that doesn't 
m e a n  it's the best a n s w e r  to the problem. F e w  peo p l e  are 
g o i n g  to refuse a  handout, and as a former president once 
said, the average voter is incapable of c o n sidering the 
public goord above his own. I believe this m o n e y  belongs to 
the state as a whole and not to the people individually.

Second subject* Other benefits for A l a s k a”'*, such
as the P i o n e e r  Home and t h e .L o n g e v i t y  Program, n o w  m e n t i o n e d  
in the News as un d e r  scrutiny by the Legislature also.
Th e s e  programs benefit older people with reduced incomes 
w h e n  they m o s t  need help, and I know several people who stay 
in A l a s k a  because of them. I think they are far more import­
ant than the D i v idend P r o g r a m  and I hope the L e g islature will 
find a w a y  to continue them that satiaries the law.

Third* I hope if and when che matt e r  arises you will
all remember that p o o r  old W i l l o w  still needs a n e w  co m m u n i t y  
building.^ The present one is a fire-trap, and we have no fire 
dep a r t m e n t  either. If a n y  place could use a little help in 
this regard, Willow sure could.

Sincerely,

M a r y  Lee Mayfield
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907.46S-3800

M E M O R A N D U M F e b r u a r y  9, 1983

S U B J E C T :

TO:

FROM:

D i s t r i b u t i o n s  to m u n i c i p a l i t i e s  and 
u n i n c o r p o r a t e d  c o m m u n i t i e s  
(Work O r d e r  ’’Jo. 13-0609)

R e p r e s e n t a t i v e  B a r b a r a  L a c h e r

L i n n  H. A s p e r  
L e g i s l a t i v e  C o u n s e l

Y o u  h a v e  a s k e d  for a s e c t i o n a l  a n a l y s i s  of y o u r  W o r k  O r d e r  
No. 13-0609, r e l a t i n g  to d i s t r i b u t i o n s  of A l a s k a  p e r m a n e n t  
f u n d  i n c o m e  to m u n i c i p a l i t i e s  a n d  u n i n c o r p o r a t e d  
c o m m u n i t i e s .

* S e c t i o n  1 a m e n d s  AS 3 7 . 1 3 . 1 4 5  to d e l e t e  r e f e r e n c e s  to the 
r e i n v e s t m e n t  of the u n d i s t r i b u t e d  i n c o m e  a c c o u n t  in the 
fund, b e c a u s e  y o u r  p r o p o s a l  c a l l s  for all o f  the 
u n d i s t r i b u t e d  i n c o m e  to b e  d i s t r i b u t e d  to m u n i c i p a l i t i e s  and 
u n i n c o r p o r a t e d  c o m m u n i t i e s .  S o m e  m a y  b e  r e t a i n e d  f or the 
b e n e f i t  of i n d i v i d u a l  m u n i c i p a l i t i e s  o r  u n i n c o r p o r a t e d  
c o m m u n i t i e s ,  b u t  the i n c o m e  f r o m  such r e t a i n e d  m o n e y  w i l l  b e  
c r e d i t e d  to the n a m e d  c o m m u n i t i e s  r a t h e r  t h a n  to the 
u n d i s t r i b u t e d  i n c o m e  account.

* S e c t i o n  2 c o n t a i n s  a m e n d m e n t s  to AS 37.13 that,'are 
n e c e s s a r y  to p r o v i d e  a d i s t r i b u t i o n  m e c h a n i s m  for t h e  A l a s k a  
p e r m a n e n t  f u n d  income. P r o p o s e d  AS 3 7 . 1 3 . 1 4 7  r e q u i r e s  
d i s t r i b u t i o n  of p a r t  of the p e r m a n e n t  fund i n c o m e  to 
m u n i c i p a l i t i e s .  D e t e r m i n a t i o n  o f  the a m o u n t  of the a n n u a l  
d i s t r i b u t i o n  to a m u n i c i p a l i t y  is m a d e  b y  m u l t i p l y i n g  the 
total a m o u n t  to be d i s t r i b u t e d  b y  a f r a c t i o n  r e p r e s e n t i n g  
the r a t i o  o f  the p o p u l a t i o n  of the m u n i c i p a l i t y  to the t o t a l  
p o p u l a t i o n  of e n t i t i e s  t h a t  are e l i g i b l e  for d i s t r i b u t i o n s .  
P o p u l a t i o n  is c a l c u l a t e d  on the same b a s i s  set out in
AS 2 9 . 8 8 , 0 1 5 ,  T he p o p u l a t i o n  o f  a c i t y  t h a t  is e l i g i b l e  for 
its o w n  d i s t r i b u t i o n  and t h a t  is w i t h i n  a b o r o u g h  is 
e x c l u d e d  in c a l c u l a t i n g  the p o p u l a t i o n  of the b o r o u g h .  A  
m u n i c i p a l i t y  that  rece  ̂ .ves 3. d i s t r i b u t i o n  f r o m  the A l a s k a  
p e r m a n e n t  f u n d  m u s t  i n v e s t  the m o n e y  a n d  t h e n  r e i n v e s t
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25 p e r c e n t  of the e a r n i n g s ,  u s i n g  t h e  r e m a i n i n g  75 p e r c e n t  
f o r  m u n i c i p a l  p u r p o s e s .  A  m u n i c i p a l i t y  m a y  c h o o s e  to l eav e 
it s  m o n e y  in the A l a s k a  p e r m a n e n t  f u n d  so t h a t  the 
c o m m i s s i o n e r  of r e v e n u e  c a n  i n v e s t  it for the m u n i c i p a l i t y  
a n d  d i s t r i b u t e  75 p e r c e n t  o f  t h e  i n c o m e  as if the  
m u n i c i p a l i t y  w e r e  i n v e s t i n g  t h e  m o n e y  itself. A  
m u n i c i p a l i t y  m a y  r e c l a i m  its m o n e y  u p o n  p r o p e r  n o t i c e .  A  
m u n i c i p a l i t y  is d e f i n e d  as a g e n e r a l  law o r  h o m e  r u l e  c i t y  
o r  b o r o u g h ,  or a u n i f i e d  m u n i c i p a l i t y .

P r p p o s e d  AS 3 7 . 1 3 . 1 4 8  p r o v i d e s  for d i s t r i b u t i o n s  to 
u n i n c o r p o r a t e d  c o m m u n i t i e s .  U n i n c o r p o r a t e d  c o m m u n i t i e s  are  
t r e a t e d  s o m e w h a t  d i f f e r e n t l y  f r o m  m u n i c i p a l i t i e s  in t h i s  
l e g i s l a t i o n .  A n  u n i n c o r p o r a t e d  c o m m u n i t y  is a g r o u p  of 25 
o r  m o r e  p e o p l e  l i v i n g  as a s o c i a l  u n i t  in the u n o r g a n i z e d  
b o r o u g h .  T h i s  is the d e f i n i t i o n  u s e d  in a p r e v i o u s  
d i s t r i b u t i o n  o f  s tat e m o n e y  in 1981 (Chapter 60, S L A  1981). 
A n  u n i n c o r p o r a t e d  c o m m u n i t y  m a y  o n l y  r e c e i v e  a n d  i n v e s t  its 
m o n e y  if it is an e n t i t y  t h a t  has the l e g a l  c a p a c i t y  to do 
so, as d e t e r m i n e d  b y  the a t t o r n e y  general. If the 
u n i n c o r p o r a t e d  c o m m u n i t y  d o e s  n o t  h a v e  the l e g a l  c a p a c i t y  to 
i n v e s t  the money, or if it d o e s  have the c a p a c i t y ,  b u t  
c h o o s e s - t o  leav e its m o n e y  in the A l a s k a  p e r m a n e n t  fund, the  
c o m m i s s i o n e r  of r e v e n u e  i n v e s t s  the m o n e y  for the c o m m u n i t y  
a n d  d i s t r i b u t e s  75 p e r c e n t  o f  t h e  i n c o m e  f r o m  t h a t  
i n v e s t m e n t  to the  c o m m u n i t y .  P o p u l a t i o n  a n d  a m o u n t s  to be 
d i s t r i b u t e d  are d e t e r m i n e d  in a m a n n e r  s i m i l a r  to t h a t  
e s t a b l i s h e d  for m u n i c i p a l i t i e s .

* S e c t i o n  3 r e p e a l s  the p e r m a n e n t  fund d i v i d e n d  d i s t r i b u t i o n  
p r o g r a m  in o r d e r  to m a k e  A l a s k a  p e r m a n e n t  fund i n c o m e  
a v a i l a b l e  for the d i s t r i b u t i o n s  to m u n i c i p a l i t i e s  a n d  
u n i n c o r p o r a t e d  c o m m u n i t i e s .

* S e c t i o n  4 is a t e c h n i c a l  a m e n d m e n t  to t e r m i n a t e  the 
d i v i d e n d  f u n d  n o w  u s e d  to p a y  p e r m a n e n t  fund d i v i d e n d s .  
P r o v i s i o n s  are m a d e  in t h i s  s e c t i o n  a n d  in * Sec. 5 to 
i n s u r e  that p e r s o n s  e l i g i b l e  for 1982 p e r m a n e n t  fund  
d i v i d e n d s  w i l l  r e c e i v e  t h o s e  d i v i d e n d s .

* S e c t i o n  6 d e l e t e s  a c r o s s - r e f e r e n c e  in T i t l e  09 o f  the 
A l a s k a  S t a t u t e s  to the p e r m a n e n t  fund d i v i d e n d  d i s t r i b u t i o n  
pr o g r a m .

* S e c t i o n  7 p r o v i d e s  for an i m m e d i a t e  e f f e c t i v e  date.

LHA: i.jb
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RE:
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March 9, 1983 

HB164

Room 104 
State Capitol 

Juneau, Alaska 99811
Pouch V  

Juneau, Alaska 99811

The following data pertaining to the Alaska Permanent Fund was provided 
by the Department of Revenue/Research to the House Research Agency. The 

information is dated 1-6-83.

The following assumptions apply to the forecast indicated below:

- use 30th percentile of probabilities of income

- 6% inflation
- ,10?42 earnings

- 4% real rate of return

Fiscal Perm Total Inflation Available for
Year Fund Interest Proofing Appropriation

1984 3,943.75 (mid-year)
4,203.06 403.84 252.2 151.66 (end-year)

1985 4,481.66

4,769.25 458.92 285.6 173.30 (end-year)

1986 5,072.55
5,384.84 519.43 323.1 196.34 (end-year)

1987 6,058.34

6,436.59 586.89 363.5 222.39 (end-year)

1988 6,814.83

7,236.93 659.11 408.9 250.22 (end-year)

1989 7,659.03
8,090.78 741.06 459.5 281.52 (end-year)

1990 8,522.52 828.50 511.40 317.15
**************************************



The following data from the previous mentioned source, again uses the 
30th percentile of probabilities, 10% interest return, and 6% inflation. 

The first column is State population estimates developed from Bureau of 

Census data. The second column is the projected dividend payment per 

person, in current dollars, under existing law. The third column is the 
individual dividend payment in 1981 dollars.

**********************************************************************
I 17. III

1983 444.33 $1000.00 $881.68

1984 464.33 365.51 304.02

1985 4*4.68 251.06 197.00

1986 505.38 333.51 246.89

1987 526.44 409.06 285.67

1988 547.85 448.55 295.52

1989 569.61 489.82 304.45

1090 591.72

(thousands)
530.34 310.98

* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *



HOUSE OF REPRESENTATIVES 
RESEARCH AGENCY

Pouch Y , State Capitol 
Juneau, A laska 99811 

(907) 465-3991

March 29, 1983

MEMORANDUM

Research Request 83-23 —  Final Report

Bob Harr is of your s t a f f  requested a summary of f ind ings  regarding our 
ana lys is  of the f isca l  impacts of HB 164. The ana ly s is ,  descr ib ing 
how much money would be d is t r ibu ted  to m un ic ip a l i t ie s  and unincorpo­
rated communities, was de l ivered to your o f f ic e  on March 8. The d is­
cussion below b r ie f l y  describes the analys is and h igh l i g h ts  i t s  major 
f i n d in g s .

Descr ipt ion of Analysis

HB 164 would d is t r ibu te  the real earnings of the Permanent Fund to every 
m un ic ip a l i t y  and unincorporated community of greater than 25 on a per 
cap ita  basis .  According to HB 164, the d ist r ibuted Permanent Fund
eacnings could only be used to create loca l  permanent funds; i . e . ,
l o c a l i t i e s  could only invest and not spend the Permanent Fund earnings
they receive. However, each yea r ,  mun ic ipa l i t ies  and unincorporated 
communities could spend 75 percent of t h e i r  funds' interest income.

The ana lys is  we performed answered three questions: f i r s t ,  how much
money would be d is t r ibu ted  to m un ic ip a l i t ie s  and unincorporated communi­
t i e s ;  second, what would be the s ize of each local permanent fund; and 
t h i r d ,  how much much money would be ava i la b le  fo r spending from the 
earnings of the community permanent funds.

These questions were addressed fo r  every f isca l  year 1984-1990. How­
ever ,  the answers to these questions are h igh ly  dependent on estimates 
of future interest and i n f l a t i o n  rates. Therefore, in  add it ion to a 
most l i k e l y  scenario that projects a future interest rate of 10 percent 
and a ’future . in f la t io n  rate of 6 percent ,1 we also analyzed two other 
i n te res t  and i n f l a t i o n  rate combinations. One a l te rna t ive  contained 
the f a i r l y  high interest and i n f l a t i o n  rate levels of 13 and 10 percent 
respect ive ly ,  and the second a l te rna t ive  contained re la t iv e ly  low 
in te res t  and i n f l a t i o n  rate leve ls  of 6 and 4 percent respect ive ly .  
I t  is worth not ing ,  however, that the real rate of return (the d i f f e r ­
ence between the interest and i n f l a t i o n  rate) varies from 4 percent
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under the most l i k e l y  scenario to 3 percent under the high interest 
and i n f l a t i o n  rate scenario to 2 percent under the low in terest  and 
i n f l a t i o n  rate scenar io .

Summary of Findings

The amount of money each community receives is  based on i t s  population. 
Communities receive t h e i r  largest share of Permanent Fund earnings, 
have t h e i r  largest fund balances, and have the most money ava i lab le  
fo r  spending under the most l i k e l y  scenario of a 10 percent interest 
rate and 6 percent i n f l a t i o n  rate.

Increas ing the in te res t  and in f l a t io n  rates to 13 and 10 percent 
respect ive ly ac tua l ly  decreases the Permanent Fund earnings d istr ibuted 
to communities and decreases the size of local fund balances. These
phenomena occurs because the Permanent Fund's in f la t ion-p roo f ing  mecha­
nism reta ins more money to compensate for lost purchasing power as 
the real rate of return f a l l s  from 4 to 3 percent. However, because 
the amount of money ava i la b le  for spending from the local permanent 
funds is affected so le ly  by interest rates, the amount of money 
ava i la b le  for spending under the higher interest and i n f l a t i o n  rates 
remains almost the same as under the more l i k e l y  rates of 10 ana 6
percent interest and i n f l a t i o n .

Under the low in te res t  and i n f l a t i o n  rates of 6 and 4 percent respec-' 
t i v e l y ,  the amount of money ava i lab le  for spending in .uture years ,
future fund balances, and the d is t r ibu t ions  from the Permanent Fund 
are a l l  substantia l ly- less than under the other interest and i n f l a t i o n  
rate scenarios.

Examples

Under the scenario of 10 percent interest and 6 percent i n f l a t i o n ,
Anchorage would receive $36 m i l l i o n  in FY84, increasing every year to 
$99 m i l l i o n  in FY 90. At the end of FY90, Anchorage's permanent fund 
would be approximately $500 m i l l i o n  and Anchorage would have approxi­
mately $28 m i l l i o n  do l la rs  ava i la b le  for spending in  FY90.

Under the high in te rest  :  ;'J i n f l a t i o n  rate scenario,  Anchorage's fund 
balance at the end of FY90 would f a l l  to $369 m i l l i o n  though i t  would 
s t i l l  have approximately $28 m i l l i o n  do l la rs  to spend in  that f isca l  
yea r .  Under the low interest  rate scenario, Anchorage's fund balance 
would f a l l  to $286 m i l l i o n  and have only $10.5 m i l l i o n  to spend.

The pattern of dec l in in g  funds repeats i t s e l f  in the same proportions 
for communities of a l l  s izes .  For example, the Matanuska-Susitna 
Borough (populat ion 13 ,746) ,  would have a fund balance o f  $39 m i l l i o n
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in  FY90 and have $2.2 m i l l i o n  ava i la b le  fo r  spending under the most 
l i k e l y  in te res t  and i n f l a t i o n  rate scenario . Under the high interest 
and i n f l a t i o n  rate scenario ,  the fund balance would f a l l  to $29 m i l l i o n  
but the amount ava i la b le  to spend would remain at about $2.2 mi 11 ion. 
Under the lower in terest  and i n f l a t i o n  rate scenarios, the FY90 fund 
balance would f a l l  to $22.5 m i l l i o n  and the amount ava i lab le  to spend 
would drop to $833,000.

S im i l a r l y ,  i n  FY90 the City of Palmer (populat ion 2 ,141) ,  would have a 
tund balance of $6 m i l l i o n  and have $349,000 ava i la b le  for spending 
under the most l i k e l y  i n t e ^ s t  and i n f l a t i o n  rate scenario . Under the 
high in te res t  and i n f l a t i r . .  rate scenario the fund balance would f a l l  
to $4.5 m i l l i o n  but the ount a va i la b le  fo r  spending would remain 
near ly the same at $345,Obu, Under the lower interest and in f l a t io n  
rate scenario the fund balance would f a l l  to $3.5 m i l l i o n  and the 
amount a v a i l a b ly  to spend would f a l l  to $130,000.

F i n a l l y ,  even very small communities, such as Tenakee Springs (popula­
t ion  138) would experience the same trends. In FY90, Tenckee Springs 
would have have a fund balance of $396,000 and have $22,500 ava i lab le  
fo r  spending under the most l i k e l y  interest and i n f l a t i o n  rate scenario. 
Under the high in terest and i n f l a t i o n  rate scenario,  Tenakee Springs 
would have a fund balance of $292,000 and have about $22,000 ava i lab le  
fo r  spending in  FY90. • Under the lower in te rest  and i n f l a t i o n  rate 
s cena r io  Tenakee Springs would have a fund balance of $t26,000 in 
FY90 and have $8,000 ava i la b le  to spend in  that year .

*  *  *  *

We hope th is  summary is  he lp fu l .  Please le t  us know i f  you have any 
add it iona l  questions.

LS
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The Honorable Barbara Lacv er 
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Juneau, Alaska 99811

Dear Representative L a c h e r f  ’( \ * __

m -I  have read your  ̂ lett’er.^and HB-164 with, great i n t e r e V t ^ ^ ^ e T d e v e  that the four 

points covered in your^'letter are adequately addressed in^the bill. Passage of 

HB-164 would, in •rayy'^pinion, be a service-'to the resLderi'£s\>f^ihska for 
several reasonr. Rirst^rtj^would approve, the-.lmage^of . Alaska Srg ̂ nre eyes of 

rest of the'country. T3ie\Tdistributxbn: of^ $l',.d00i’checks".-w%as a m ^ p r  mistake from 

a practical rand' political;'staadpbinfev-'Second*p'i^ wouldVjtak" the N^srrri^nent Fund 

Program out- of the political..'arena. I f  is my "Understanding, that Nform^r Gov. 
Hammond saw'one of the us'es^o/ the P e rm an e nfc-^Fqnd'<?ro'gram as the ^ g i n n i n g  o 
a 1 n r a l  ^ayTlfl< !P . Ymir-rfln -nar.h . is  v p r v  s i t r n ' T ' a r * i n  th a tr H R A l6 4  c

y r M r

o e c i o e  n o w  , u n e - x e r m a n e n u  inu . m o n e y  w a s  ji-.jmg v s y ' u a e u . ..•

E a c h  cournunitfy:".has•.d i f f e r e n t .heeds...’at -differenfc^tajn^jS.'^Use^pf^^'e j

Per m a n e n t  F u n d  tu. m e’ef,t h o s e c'-heeds— as— e's Cablished^lo^a^iy^-isvextreme ly important

i / t t s m e z S *  ’ ‘  ]
I found HB-164 interesting i h :'anot_her..(a s p e c t . / F o r’thecjjas.t^ few months, TJim 

Troll, Cityl M g r . of . . S g M g a r y s ^  a q d - j‘ h a y e T h e’e n fdis-cus.tiing.'-a similar/ approach 

us i n g  m u n i c i p a l  fundsi>.oUrp4us-munici-pa-t-funds— coui-tf.'be^itvvested to m a x i m i z e
„ t-.-ft.o.) A .ycmp. i  . c. . / . /

their return\with,.thev/ihterest hein^/bsecf^txifupdep^Xtduspecific l^cal /programs 

or services. '•You/raighf;wratf;toK.ccmsider»;|ji‘proviaaonrwhicH'^ou|d allow /a 

municipality t o y T i n v e ^  funds**4n* thg'-Pe’r m a h e n f :.ftundApy/gran
saute provisions--

— i *  h wa.
cc: Alaska Municipal League

Rober.tr s . Jupc
Administrator
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D e a r  R e p r e s e n t a t i v e M l o j i l im s w r

I r e c e i v e d  y o u r  l e t t e r  r e g a r d i n g  HB 164 w h i c h  yo u  
i n t r o d u c t e d  t o  d i s t r i b u t e  A l a s k a  pe rm anen t  f u n d  income 
t o  m u n i c i p a l i t i e s  and u n i n c o r p o r a t e d  c o m m u n i t i e s  and 
r e p e a l i n g  t h e  perm anen t  fu n d  d i v i d e n t  program,

I t o o k  y o u r  l e t t e r  t o  t h e  C i t y  C o u n c i l  m e e t i n g  h * : d  
l a s t  Monday ,  and t h e y  u n a n i m o u s l y  v o t e d  t o  s u p p o r t  
y o u r  b i l l .

T h e _ g e n e r a l  comments  w ere  t h a t  t h e s e  f u n d s  w o u l d . t h e n  
s t a y  w i t h i n  t h e  com m uni ty  and b e n e f i t  e v e r y o n e ,  p l u s  
s u p p o r t i n g  t h e  S t a t e  r e v e n u e  and m u n i c i p a l  a s s i s t a n c e  
p r o g r a m s .

P e r r y  D. L o v e t t  
C i t y  Manager

c c :  R e p r e s e n t a t i v e  P e t e r  G o l l
R e p r e s e n t a t i v e  R i c h a r d  E l i a s o n
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February 9, 1983

MEMORANDUM

To: Representative Barbara Lacher

From: Leonard Steinberg, Research Staf

Re: D is t r ibu t ion  of Permanent Fund Dividends to Mun ic ipa l i t ies
Additional Information -- Research Request 83-23

During our meeting on the afternoon of February 4, you requested 
add it iona l  information on how to c l a r i f y  the Permanent Fund language 
in AS 37.13 140 and 145. The information I obtained from Jim Rhode 
of the Alaska Permanent Fund, M i l t  Barker of the D iv is ion of Leg is la­
t ive  Finance, and Lynn Asper of the D iv is ion of Legal Services is  
summarized below.

Jim Rhode

Jim Rhode has been involved in Alaska Permanent Fund le g i s la t io n  since 
the Fund's inception and is  now the Permanent Fund Corporation's Re­
search and L43ison O ff icer .  Mr. Rhode f i r s t  c l a r i f i e d  that the Fund's 
Board of Trust'es has not been and w i l l  not be concerned with how to 
spend the Fund s earnings. According to Mr. Rhode, the Trustees recog­
nize that the ex is t ing  language is  confusing and the i r  intent has 
been to attempt to c l a r i f y  the law during the next l e g i s l a t i v e  session. 
However, because of the le g i s la tu re 's  considerable interest in the 
Fund th is  l e g i s la t i v e  session, the Permanent Fund Corporation may 
support c l a r i f y i n g  le g is la t io n  th is  year after a l l .

Mr. Rhode described the Corporation's preference for an ent ire rewrite 
of AS 37.13.140 and 145 c lea r ly  o u t l in in g  the uses of Permanent Fund 
income. Mr. Rhode has suggested thu jross income, excluding unreal­
ized gains and losses, be used as the s ta r t in g  point from which is  
subtracted: (1) the cost of operating the Permanent Fund Corporation, 
and; (2) the amount to be reinvested necessary to compensate for 
i n f l a t i o n .  According to Mr. Rhode, the funds remaining should be 
transferred to the undistributed income account and be ava i lab le  
fo r  d i s t r i b u t i o n .  Mr. Rhode has suggested that these po l ic ies  be 
written in  c lear and nontechnical language and substituted for sections 
140 and 145.

Currently there is  some debate w ith in  the Permanent Fund Corporation 
as to whether or not the undistr ibuted income account can be used for
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in f la t io n-p roo f in g .  Jim Rhode argues that only i f  these funds are 
ava i la b le  fo r  in f la t ion-proo f ing  dur ing years when i n f l a t i o n  exceeds i n ­
come w i l l  the real value of the Permanent Fund be maintained. Despite 
Mr. Rhode's arguments, other knowledgeable ind iv idua ls  associated with 
the Permanent Fund Corporation disagree with his in terpretat ion of 
ex is t ing  law. Mr. Rhode supports c l a r i f i c a t i o n  of the State's po l icy 
on th is  issue.

Jim Rhode also supports the ex is t in g  law's procedures fo r  determining 
the amount of money ava i lab le  for d is t r ib u t io n  on the basis of a f ive- 
year average. Mr. Rhode feels that smoothing out the spending of the 
Fund's real earnings w i l l  reduce the danger of d ipp ing into the i n f l a ­
t ion-proof ing mechanism and Fund p r inc ipa l  fo r  add it ional money.

Mr. Rhode did not have spec if ic  language to suggest at th is  t ime. How­
ever , I asked Mr. Rhode to respond to subst itut ing  "of the annual trans­
fers and i n t- .’est income to the undistr ibuted income account11 in pi ace 
of "net income" a f te r  the word ‘‘average" in  the second sentence of 
section 140. Mr. Rhode stated that th is  is  a less complete rewrite 
than he would l i k e  to see, but that i t  essent ia l ly  accomplishes the 
purpose of c l a r i f y i n g  the l e g i s l a t i o n .

M i l t  Barker"

M i l t  Barker has been with the D iv is ion of Leg is lat ive  Finance for many 
years and is a recognized expert in  the areas of pub l ic  f inance , budget­
in g ,  and revenue forecast ing .  Mr. Barker commented that repealing AS
43.23 w i l l  go a long way toward c l a r i f y i n g  the ex is t ing  law regarding 
Permanent Fund income. Mr. Barker also recommends a total rewrite of 
sections 140 and 145 of AS 37.13.

M i l t  Barker suggests de f in ing  the income av .v iab le  for spending from 
the Fund as the Fund's real income. I f  poss ib le ,  Mr. Barker suggested 
de f in ing  real income according to the gu ide l ines establ ished by the 
FASB, the Financial  Accounting Standards Board. (The FASB is the na­
t iona l  organization that def ines what are genera l ly  accepted accounting 
procedures.) I have asked Mr. Gerald Wi lkerson, Director of the 
D iv is ion  of Leg is lat ive  Audit ,  to look into the FASB's gu ide l ines for 
def in ing  real income and w i l l  report these guidel ines to you as soon 
as they are a va i la b le .

is
Mr. Barker also suggested e l im ina t ing  the undistributed income account 
and a l lo ca t in g  the real income e i ther  to a spec if ic  program or a l lowing 
i t  to go back into the general fund. I asked Mr. Barker to comment on 
Jim Rhode's assertion that the undistr ibuted Income account should be 
ava i la b le  for in f la t ion-p roo f ing  during years when i n f l a t i o n  exceeds 
real income. Mr. Barker stated that an undistributed income account
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is not necessary to f u l l y  in f la t ion-proo f  the Fund. According to Mr. 
Barker, h is proposal , which defines income only as real income, would 
carry forward into a subsequent year any real loss ,  and earnings in 
subsequent years would be used to erase that loss .

Lynn Asper

I spoke with Mr. Lynn Asper of the Hi vis ion of Legal Services about the 
ex ist ing  law in  sections 140 and 145. Mr. Asper agreed that the ex is t­
ing law is  very d i f f i c u l t  to understand. Mr. Asper declined to o f fer 
spec i f ic  suggestions for c l a r i f y i n g  the law because he f e l t  unprepared 
to do so without add it iona l  review.

I asked Mr. Asp^r to comment on subst itut ing "of the annual transfers 
and interest incume to the undistr ibuted income~~account" in place of 
the phrase "net wortTTTT a f te r  the word ^average11 in  section 140. Mr. 
Asper noted that th is  a l te ra t ion  would c l a r i f y  the f i r s t  part of the 
sentence but the la s t  par., of the sentence would remain unclear .  After 
further d iscussion, I suggested the deletion of the phrase, "net income 
of the corporation for the f isca l  year just  ended plus" a f te r  the word 
"exceed" and Mr. Asper said such a de let ion ,  in combination with the 
previously mentioned subst i tu t ion ,  would c l a r i f y  the sentence and the 
intent o fThe section.

*  *  *  *

lie hope th is  information is he lpfu l to you. We plan to prepare the 
project ions of Permanent Fund earnings and the funds ava i lab le  for 
spending w ith in  the next two weeks. Any add it ional information we 
obtain on c l a r i f y in g  the law w i l l  be passed on to you promptly. Please 
let us know i f  we can be of further assistance.

LS
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February 4, 1983

MEMORANDUM

To: Representative Barbara Lacher

From: Leonard Steinberg,  Research Staff

Re: D is t r ibu t ion  of Permanent Fund Dividends to Mun ic ipa l i t ies
Research Request 83-23

Bob Harris of your s ta f f  requested a section-by-section analysis of the 
proposed le g is la t io n  en t i t led  "An Act provid ing for the d is t r ibu t ion  of 
Alaska permanent fund income to m un ic ip a l i t ie s ;  and provid ing for an 
effect ive date," Add i t io na l ly ,  we have been requested to ca lculate the 
earnings which would be ava i lab le  to mun ic ipa l i t ies  under the proposal 
for the next four years . This memorandum provides the sectional ana ly­
s is ;  the earnings ca lcu lat ions w i l l  be provided in a subsequent memo­
randum.

The proposed l e g i s l a t i o n ' s  interact ion with ex is t ing  law may be unclear 
in certain sections. Our in terpretat ion of the interact ion between 
the proposed l e g i s l a t i o n  and ex is t ing  law is  discussed below. Addi­
t i o n a l l y ,  photocopies of the relevant sections of ex ist ing law are 
attached for your review.

We estimate that the earnings calculat ions can be completed by hand and 
del ivered with in one week for no more than 10 to 12 communities. A l­
te rnat ive ly ,  w ith in  two weeks we can calculate the earnings for a la rger  
number of communities with the use of a computer. Please let us know 
which of these a l ternat ives you pre fe r .

Section 1 of the proposed l e g i s l a t i o n ,  which amends A,,S. 37 .13.145, is 
intended to " in f la t ion-proof" the Alaska Permanent Fund and provides 
for the d ispos it ion  of the Fund's income. Under the proposed l e g i s l a ­
t io n ,  the in f la t ion-p roo f ing  mechanism in the ex is t ing  statute is re­
tained; Section 1 requires that a portion of the income su f f ic ien t  to 
compensate for i n f l a t i o n  be transferred to the pr inc ipa l  in order to 
maintain the Fund's real value or purchasing power.

Under ex ist ing law and in the proposed l e g i s l a t i o n ,  the income that 
remains a fter in f la t ion-p roo f ing  is  transferred to the Undistr ibuted 
Income Account (UIA).  The effect ive language i s ,  "The balance of the

Section 1
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net income as defined in AS 37 .13 .14Q sha l1 be transferred to the 
undistr ibuted income account in the Alaska permanent fund." The proposed 
le g i s la t i o n  adds to the end oF'the ex ist ing sentence quoted above, 
"for annual d is t r ib u t io n  under AS 37.13.147 and 37.13.148.

The proposed 1e g is la t io n 's  new language may be ambiguous. The language 
could be interpreted to mean that the total  income transferred to the
UIA each year is  to be d is t r ibu ted  annually .  A l te rna t ive ly ,  the lan­
guage could be interpreted to mean that only the five-year average of 
income is annually d ist r ibuted in  conformance with section 14(1.

Lynn Asper, the Legal Services attorney that drafted the le g i s la t io n  
to ld  me that i t  was his intent ion to retain the five-year averaging 
requirement of section 14(1. This intent ion can be c l a r i f i e d  with the 
add it ion of the words "according to the five-year averaging formula of 
AS 37.13.140 and" between "d istr ibut ion" and "under" on l ines -HT and 
2 8 1 page 1 of the proposed l e g i s l a t i o n .  21
zx~
Though the proposed l e g i s la t io n  refers to section 140, the meaning f 
those references may be ambiguous because sections 140 and 145 do ..ot
work well together.  For example, section 140 states that the income
ava i lab le  for d is t r ib u t io n  is  the f ive-year average of net income. 
However, section 145 does not transfer net income to the undistributed 
income account but transfers net income minus the income necessary to 
offset i n f l a t i o n .  The result is that section 140 makes fa r  more income 
ava i lab le  for d is t r ib u t io n  than is  ever transferred to the undistributed 
income account. Mr. David Rose and Mr. Jim Rhode, both with the 
Alaska Permanent Fund Corporat ion, agreed that i t  is  d i f f i c u l t  to 
determine the meanings of sections 140 and 145 as they are current ly 
w r i t ten .  However, Mr. Rose pointed out that the averaging of the 
amount of money ava i la b le  for d is t r ibu t ion  from the UIA moderates 
f luctuat ions that might occur i f  the amount of money ava i la b le  for 
d is t r ibu t ion  is  based on annual transfers to the undistr ibuted income 
account. Section 140 could be c l a r i f i e d  with an amendment de let ing 
"net income" after the word "average." and subst itut ing "of the annual 
transfers and interest income to tne undistr ibuted income account."

Section 2

Section 2 of the proposed l e g i s la t io n  amends AS 37.13 by adding two new 
sections 147 and 148 e n t i t l e d ,  "Distr ibut ion To Mun ic ipa l i t ies" and 
"D istr ibut ion To Unincorporated Communities."

Sec. 37.13.147 DISTRIBUTION TO MUNICIPALITIES. Subsection (a) states 
that a port ion o f  the money transferred to the undistributed income 
account shal l  be annually d is t r ibu ted  to or invested for the m un ic ip a l i­
t ies  of the state . The word port ion may be read in numerous d i f fe ren t
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ways inc lud ing :  (1) a port ion of the amount transferred to the UIA; or 
(2) a portion of what is  ava i lab le  for d is t r i b u t io n .  Subsection (a) 
a lso refers to d is t r ib u t in g  money that is transferred to the UIA rather 
than money that is  ava i la b le  for d is t r ibu t ion  from the UIA, casting 
doubt once again on whether a l l  of the funds transferred to the UIA 
are to be d istr ibuted or only some portion of those funds, presumably 
the portion ava i lab le  fo r  d is t r ibu t ion  according to section 140.

Legal Services attorney Lynn Asper indicated to me that "portion" was 
intended to refer to the d iv id in y  up of the funds between mun ic ipa l i­
t ies  and unincorporated communities. However, this point has already 
been made in section 145 where i t  says the funds are to be annually 
d ist r ibuted under sections 147 and 148 which includes both mun ic ipa l i­
t ie s  and unincorporated communities. Add it iona l ly ,  Mr. Asper previously 
indicated that he intended only the five-year average to be ava i lab le  
fo r  d is t r i b u t io n .

As "portion" may not be necessary and may be interpreted as ambiguous, 
i t  may be desirable to delete th is  term from the proposed le g i s l a t i o n .
Subsection (a) may be further c l a r i f i e d  by de let ing the term "trans­
ferred" -and subst itu t ing  the term "avai lable for d is t r ibut ion" so that 
the sentence would read, "The money that is ava i lab le  for d is t r ibu t ion  
in the undistributed income accoun t . . . . "

Subsection (b) out l ines a population-based formula for determining how 
much of the tota l  amount ava i lab le  for d is t r ibu t ion  is to be made a v a i l ­
able to each m un ic ipa l i t y .  The formula d istr ibutes the funds on a per 
capita basis .  Population f igures to be used are predominantly those 
developed by the U.S. Bureau of the Census. One issue in  subsection 
(b) that may be ambiguous, however, is  the meaning of "e l ig ib le"  in  
the phrase "A person who is e l i g i b l e  to v o t e . . . , "  This issue is
discussed in  further deta i l  in  Research Request 83-41, "Effect of 
Population Counting Method in SSKP 42" which you w i l l  receive very
soon.

Subsection (b) also provides for funds to be d istr ibuted to boroughs 
on a per capita basis .  The d is t r ibu t ion  formula subtracts the popula­
t ion  of each c i ty  located w ith in  the boundaries of the borough from 
the tota l  population of that borough. The effect of the provis ion is 
to avoid double counting of ind iv idua ls  that l i v e  in both a c ity  and a 
borough. The population of unincorporated communities with in a borough 
do not have to be subtracted from the borough population because unin­
corporated communities as defined in subsection (e) can ex ist only in 
the unorganized borough.

Subsection ((.) establ ishes that the funds received by mun ic ipa l i t ies  
under th is  law are to be invested under the same gu idel ines that aoply
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to Alaska Permanent Fund investments. Subsection (c) also states 
that 25 percent of the earnings from those investments sha l l  be re­
invested; the remaining 75 percent of the earnings may be used fo r  any 
municipal purpose.

Subsection (d) al lows mun ic ipa l i t ie s  to- leave the i r  funds with the 
Permanent Fund Corporation to be invested in the name of the m un ic ip a l i­
ty .  Under th is  opt ion ,  the Permanent Fund Corporation is  required to 
d is t r ibu te  to the mun ic ipa l i t ies  choosing th is option 75 percent of 
the income earned on the funds invested in the name of the mun ic ipa l i ty  
involved, which can then be spent for any municipal purpose. Twenty- 
f ive  percent of the income earned must be reinvested by the Permanent 
Fund Corporation in the funds managed in the name of m un ic ip a l i t ie s .  
Mun ic ipa l i t ies  are also al lowed to withdraw the i r  funds from the Per­
manent Fund's management with 90 days notice.

Subsection (e) defines mun ic ipa l i ty  as a general law or home ru le c i t y ,  
a general law or home rule borough, or a un if ied  mun ic ipa l i ty  organized 
under the laws of Alaska. An unincorporated community i s  defined as an 
unincorporated place in the unorganized borough in  which 25 or more per­
sons reside as a social u n i t .

Sec. 37.13.148 DISTRIBUTION TO UNINCORPORATED COMMUNITIES. Subsection 
"(a) establ ishes that a portion of the money transferred to the undis­
tr ibuted income account sha l l  be annually d istr ibuted to or invested 
fo r unincorporated communities oc the state .  The comments made ear­
l i e r  on section 147 (a) also apply to subsection (a) of section 148.

Subsection (b) outl ines a population-based formula for determining how 
much of the total  amount ava i la b le  for d is t r ibu t ion  is  to he made a v a i l ­
able to each unincorporated community. The formula d ist r ibutes  the 
funds on a per capita bas is .  The popi^at ion of unincorporated communi­
t ies  is to be determined by the latest f igures of the U.S. Bureau of the 
Census.

Subsection (c) provides for the d is t r ibu t ion  of funds to unincorporated 
communities i f  the attorney general determines that communities have 
the lega l capacity to invest the money received. I f  the attorney general 
determines that an unincorporated community does not have the legal 
capacity to invest the funds to which i t  is  en t i t le d ,  then the funds 
are to be invested in the name of that community by the Permanent Fund 
Corporation. Those communities ent i t led  to receive th e i r  funds may 
opt to have the i r  funds invested for them by the Permanent Fund Cor­
porat ion .  In a l l  cases, the investments must fo l low the gu ide l ines 
establ ished for Permanent Fund investments; 25 percent of the earnings 
must be reinvested and 75 percent of the earnings are a v a i la b le  to 
be spent for any municipal purpose.
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Subsection (d) provides the same de f in i t ions  of munic ipa l i ty and unin­
corporated community as in  subsection (e) of section 147.

Section 3

Section 3 of the proposed le g i s la t i o n  repeals AS 43.23, the Alaska Per­
manent Fund Dividend program.

Section 4

Section 4 of the proposed l e g i s l a t i o n  transfers money and other assets 
held in the dividend fund, except for what is  needed to pay 1982 
d iv idends,  to the und istr ibuted income account of the Alaska permanent 
fund.

Section 5

Section 5 of the proposed le g i s la t i o n  makes the repeal of the dividend 
program retroactive to January 1, 1983.

Section 6

Section 6 of the proposed l e g i s l a t i o n  deletes references to l i s t s  of 
persons who f i l e d  for Alaska permanent fund dividends from the ex is t ing  
law describing, how to develop a l i s t  of potentia l ju rors fo r  t r i a l s .

Section 7

Section 7 of the proposed l e g i s la t io n  provides for the new law to take 
effect immediately in  accordance with AS 01 .10 .070(c) .

We hope th is  information is he lp fu l  to you. Please let us know i f  we 
can be of further assistance.

LS

Attachment
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MEMORANDUM

To: Representative Barbara Lacher

From: Leonard Steinberg, Research S'

Re: D is tr ibut ion  of Permanent Fund Dividends to Mun ic ipa l i t ies
Additional Information —  Research Request 83-23

During our meeting on the afternoon of February 4 ,  you requested
addit ional information on how to c l a r i f y  the Permanent Fund language 
in AS 37.13.140 and 145. The information I obtained from Jim Rhode 
of the Alaska Permanent Fund, M i l t  Barker of the D iv is ion of Leg is la­
t ive  Finance, and Lynn Asper of the D iv is ion of Legal Services is 
summarized below.

Jim Rhode

Jim Rhode has been involved in Alaska Permanent Fund l e g i s l a t i o n  since 
the Fund's inception and i s  now the Permanent Fund Corporation's Re­
search and Liaison O ff ice r .  Mr. Rhode f i r s t  c l a r i f i e d  that the Fund's 
Board of Trustees has not been and w i l l  not be concerned with how to 
spend the Fund's earnings. According to Mr. Rhode, the Trustees recog­
nize that the ex is t ing  language is confusing and th e i r  intent has 
been to attempt to c l a r i f y  the law during the next l e g i s l a t i v e  session. 
However, because of the le g i s la t u re ' s  considerable interest in  the 
Fund th is  l e g i s la t i v e  session, the Permanen; Fund Corporation may 
support c la r i f y in g  le g i s la t io n  th is  year afte ' a l l .

Mr. Rhode described the Corporation's preference for an ent i re  rewrite
of AS 37.13.140 and 145 c le a r ly  ou t l in in g  the uses of Permanent Fund
income. Mr. Rhode has suggested that gross income, excluding unrea l­
ized gains and losses, oe used as the s ta r t ing  point from which is  
subtracted: (1) the cost of operating the Permanent Fund Corporation, 
and; (2) the amount to be reinvested necessary to compensate for 
i n f l a t i o n .  According to Mr. Rhode, the funds remaining should be 
transferred to the undistr ibuted income account and be ava i lab le  
fo r  d is t r ib u t io n .  Mr. Rhode has suggested that these po l ic ies  be 
written in c lear and nontechnical language and subst ituted for sections 
140 and 145.

Currently there is  some debate w ith in  the Permanent Fund Corporation 
as to whether or not the undistr ibuted income account can be used for
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is  not necessary to f u l l y  in f la t ion-proo f  the Fund. According to Mr. 
Barker, his proposal ,  which defines income only as real income, would 
carry forward into a subsequent year any real loss , and earnings in  
subsequent years would be used to erase that loss .

Lynn Asper

I spoke with Mr. Lynn Asper of the D iv is ion of Legal Services about the 
ex ist ing law in  sections 140 and 145. Mr. Asper agreed that the ex is t­
ing  law is  very d i f f i c u l t  to understand. Mr. Asper declined to offer 
spec if ic  suggestions for c l a r i f y i n g  the law because he f e l t  unprepared 
to do so without add it iona l  review.

I asked Mr. Asper to comment on subst itut ing “of the annual transfers 
and interest income to the undi s t r i  buted income "account11 1n place of 
the phrase "net wortTT"’ a f te r  the word "average11 in  section 140. Mr. 
Asper noted that th is  a l te ra t io n  would c la r i f y  the f i r s t  part of the 
sentence but the la s t  part of the sentence would remain unclear.  After 
further discuss ion , I suggested the deletion of the phrase, “net income 
of the corporation fo r  the f isca l  year just  ended plus" a f te r  the word 
"exceed" and Mr. Asper sa id  such a de let ion ,  in combination with the 
previous ly mentioned subst i tu t ion ,  would c l a r i f y  the sentence and the 
intent of the sect ion.

*  *  *  *

We hope th is  information is  he lpfu l  to you. We plan to prepare the 
projections of Permanent Fund earnings and the funds ava i la b le  for 
spending w ith in  the next two weeks. Any add it iona l  information we 
obtain on c l a r i f y in g  the law w i l l  be passed on to you promptly. Please 
le t  us know i f  we can be of further assistance.

LS
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in f la t io n-p roo f in g .  Jim Rhode argues that only i f  these funds are 
ava i lab le  fo r  in f la t ion-proo f ing  during years when i n f l a t i o n  exceeds i n ­
come w i l l  the real value of the Permanent Fund be maintained. Despite 
Mr. Rhode's arguments, other knowledgeable ind iv idua ls  associated with 
the Permanent Fund Corporation disagree with h is interpretat ion of 
ex ist ing law. Mr. Rhode supports c la r i f i c a t io n  of the State's po l icy 
on th is  issue.

J in  Rhode a lso supports the ex is t ing  law's procedures for determining 
the amount of money ava i lab le  for d is t r ibut ion  on the basis of a f ive- 
year average. Mr. Rhode feels that smoothing out the spending of the 
Fund's real earnings w i l l  reduce the danger of d ipp ing into the i n f l a ­
t ion-proof ing mechanism and Fund pr inc ipa l  for add it iona l  money.

Mr. Rhode did not have spec if ic  language to suggest at th is  time. How­
ever, I asked Mr. Rhode to respond to subst itut ing "of the annual trans­
fers and interest income to the undistributed income account" in place 
of "net income'1 a f ter  the word "average" in the second sentence of 
section 140. Mr, Rhode stated that th is  is a less complete rewrite 
than he would l i k e  to see, but that i t  essent ia l ly  accomplishes the 
purpose of c l a r i f y i n g  the l e g i s l a t i o n .

M i l t  Barker

M i l t  Barker has been with the D iv is ion of Leg is lat ive Finance for many 
years and is a recognized expert in  the areas of pub l ic  f inance , budget­
in g ,  and revenue forecast ing .  Mr. Barker commented that repealing AS
43.23 w i l l  go a long way toward c la r i f y in g  the ex is t ing  law regarding 
Permanent Fund income. Mr. Barker also recommends a total rewrite of 
sections 140 and 145 of AS 37.13.

M i l t  Barker suggests de f in ing  the income ava i lab le  fo r spending from 
the Fund as the Fund's real income. I f  possib le ,  Mr. Barker suggested 
def in ing  real income according to the guidel ines establ ished by the 
FASB, the F inancia l  Accounting Standards Board. (The FASB is the na­
t iona l  organization that defines what are genera l ly accepted accounting 
procedures.) I have asked Mr. Gerald Wilkerson, Director of the 
D iv is ion  of Leg is la t ive  Audit,  to look into the FASB's gu idel ines for 
def in ing real income and w i l l  report these guidel ines to you as soon 
as they are ava i la b le .

Mr. Barker also suggested e l im ina t ing  the undistributed income account 
and a l lo ca t in g  the real income e ither to a spec if ic  program or a l low ing 
i t  to go back into the general fund. I asked Mr. Barker to comment on 
Jin Rhode's assertion that the undistributed income account should be 
ava i lab le  fo r  in f la t ion-proo f ing  during years when i n f l a t i o n  exceeds 
real income. Mr. Barker stated that an undistributed income account
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D i s t r i b u t i o n s  to m u n i c i p a l i t i e s  and 
u n i n c o r p o r a t e d  c o m m u n i t i e s  
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Y o u  have a s k e d  for a s e c t i o n a l  a n a l y s i s  o f  y o u r  W o r k  O r d e r  
No. 13-0609, r e l a t i n g  to d i s t r i b u t i o n s  o f  A l a s k a  p e r m a n e n t  
fund in come to m u n i c i p a l i t i e s  a n d  u n i n c o r p o r a t e d  
commun i t i e s .

* Section 1 a m e n d s  AS 3 7 . 1 3 . 1 4 5  to d e l e t e  r e f e r e n c e s  to the 
r e i n v e s t m e n t  of the u n d i s t r i b u t e d  income a c c o u n t  in the 
fund, b e c a u s e  y o u r  p r o p o s a l  c a l l s  for all o f  the 
u n d i s t r i b u t e d  i n c o m e  to be d i s t r i b u t e d  to m u n i c i p a l i t i e s  a n d  
u n i n c o r p o r a t e d  c o m m u n i t i e s .  S o m e  m a y  be r e t a i n e d  for the 
b e n e f i t  of i n d i v i d u a l  m u n i c i p a l i t i e s  or u n i n c o r p o r a t e d  
c o m m u n i t i e s ,  b u t  t he i ncom e f r o m  such r e t a i n e d  m o n e y  w i l l  be 
c r e d i t e d  to the n a m e d  c o m m u n i t i e s  r ather t h a n  to the 
u n d i s t r i b u t e d  i n c o m e  accou nt.

* Section 2 c o n t a i n s  a m e n d m e n t s  to AS 37.13 t h a t  are 
n e c e s s a r y  t o  p r o v i d e  a d i s t r i b u t i o n  m e c h a n i s m  for the A l a s k a  
p e r m a n e n t  fun d income. P r o p o s e d  AS 3 7 . 1 3 . 1 4 7  r e q u i r e s  
d i s t r i b u t i o n  of p a r t  of the p e r m a n e n t  fund i n c o m e  to 
m u n i c i p a l i t i e s .  D e t e r m i n a t i o n  of the a m o u n t  of the a n n u a l  
d i s t r i b u t i o n  to a m u n i c i p a l i t y  is made by m u l t i p l y i n g  the 
t otal a m o u n t  to be d i s t r i b u t e d  by a f r a c t i o n  r e p r e s e n t i n g  
the ratio o f  the p o p u l a t i o n  of the m u n i c i p a l i t y  to the t o t a l  
p o p u l a t i o n  of e n t i t i e s  that are e l i g i b l e  f o r  d i s t r i b u t i o n s .  
P o p u l a t i o n  is c a l c u l a t e d  on the same b a s i s  set out in
A S  29.88.015. The p o p u l a t i o n  of a city t h a t  is e l i g i b l e  for 
its own d i s t r i b u t i o n  and that is w i t h i n  a b o r o u g h  is 
e x c luded in c a l c u l a t i n g  the p o p u l a t i o n  of the b o r o ugh. A 
m u n i c i p a l i t y  that r e c e i v e s  a d i s t r i b u t i o n  f r o m  the A l a s k a  
p e r m a n e n t  fun d m u s t  i n vest the m o n e y  and t h e n  r e i n v e s t
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25 p e r c e n t  o f  t h e  e a r n i n g s ,  u s i n g  the r e m a i n i n g  75 p e r c e n t  
f o r  m u n i c i p a l  p u r p o s e s .  A  m u n i c i p a l i t y  m a y  c h o o s e  to leave 
its m o n e y  i n  the A l a s k a  p e r m a n e n t  fund so t h a t  the 
c o m m i s s i o n e r  of r e v e n u e  c a n  i n v e s t  it for t h e  m u n i c i p a l i t y  
a n d  d i s t r i b u t e  75 p e r c e n t  of che i n c o m e  as if the 
m u n i c i p a l i t y  w e r e  i n v e s t i n g  t h e  m o n e y  itself. A  
m u n i c i p a l i t y  m a y  r e c l a i m  its m o n e y  u p o n  p r o p e r  notice. A  
m u n i c i p a l i t y  is d e f i n e d  as a g e n e r a l  l a w  o r  h o m e  r u l e  city 
or  b o r o u g h ,  or a u n i f i e d  m u n i c i p a l i t y .

P r p p o s e d  A S  3 7 . 1 3 . 1 4 8  p r o v i d e s  for d i s t r i b u t i o n s  to 
u n i n c o r p o r a t e d  c o m m u n i t i e s .  U n i n c o r p o r a t e d  c o m m u n i t i e s  are 
t r e a t e d  s o m e w h a t  d i f f e r e n t l y  f r o m  m u n i c i p a l i t i e s  in this 
l e g i s l a t i o n .  A n  u n i n c o r p o r a t e d  c o m m u n i t y  is a g r o u p  of 25 
o r  m o r e  p e o p l e  l i v i n g  as a s o c i a l  u n i t  in the u n o r g a n i z e d  
b o r o ugh. T h i s  is t he d e f i n i t i o n  u s e d  in a p r e v i o u s  
d i s t r i b u t i o n  of s t a t e  m o n e y  in 1981 (Chapter 60, S L A  1981). 
A n  u n i n c o r p o r a t e d  c o m m u n i t y  m a y  o n l y  r e c e i v e  a n d  i n v e s t  its 
m o n e y  if it is a n  e n t i t y  t h a t  has the l e g a l  c a p a c i t y  to do 
so, as d e t e r m i n e d  b y  th e a t t o r n e y  general. If the 
u n i n c o r p o r a t e d  c o m m u n i t y  does  n o t  h a v e  the l e g a l  c a p a c i t y  to 
i n v e s t  t h e  m o n e y ,  o r  if it d o e s  h a v e  the  c a p a c i t y ,  b u t  
c h o o s e s  to l e a v e  its m o n e y  in the A l a s k a  p e r m a n e n t  fund, the 
c o m m i s s i o n e r  of r e v e n u e  i n v e s t s  the m o n e y  for the c o m m u n i t y  
a n d  d i s t r i b u t e s  75 p e r c e n t  of the i n c o m e  f r o m  that 
i n v e s t m e n t  to t h e  c o m m u n i t y .  P o p u l a t i o n  a n d  a m o u n t s  to be 
d i s t r i b u t e d  are d e t e r m i n e d  in a m a n n e r  s i m i l a r  to t h a t  
e s t a b l i s h e d  for m u n i c i p a l i t i e s .

* S e c t i o n  3 r e p e a l s  the p e r m a n e n t  fund d i v i d e n d  d i s t r i b u t i o n  
p r o g r a m  in o r d e r  to m a k e  A l a s k a  p e r m a n e n t  fund i n c ome 
a v a i l a b l e  f o r  t h e  d i s t r i b u t i o n s  to m u n i c i p a l i t i e s  and 
u n i n c o r p o r a t e d  c o m m u n i t i e s .

* S e c t i o n  4 is a t e c h n i c a l  a m e n d m e n t  to t e r m i n a t e  t h e  
d i v i d e n d  f u n d  n o w  u s e d  to pay p e r m a n e n t  f u n d  divid e n d s .  
P r o v i s i o n s  a r e  m a d e  in t h i s  s e c t i o n  a n d  in * Sec. 5 to 
i n s u r e  t h a t  p e r s o n s  e l i g i b l e  for 1982 p e r m a n e n t  fund 
d i v i d e n d s  w i l l  r e c e i v e  t h o s e  d i v i d e n d s .

* S e c t i o n  6 d e l e t e s  a c r o s s - r e f e r e n c e  in T i t l e  09 o f  the 
A l a s k a  S t a t u t e s  to the p e r m a n e n t  fund d i v i d e n d  d i s t r i b u t i o n  
program.

* S e c t i o n  7 p r o v i d e s  for an i m m e d i a t e  e f f e c t i v e  date.

L H A : I j b
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February 16, 1983

The K o n o/able Barb a r a  Lacher 
R epr e s e n t a t i v e  
Alaska State Legislature 
P o u c h  V
Juneau, Ala s k a  99811

This is in r e s ponse to your m e m o r a n d u m  dated February 9
w h i c h  asked the q u e stion w h e t h e r  the Metlakatla Indian Community 
and A l a s k a  Native v i l l a g e s  w o u l d  be eligible for distribution of 
m o n e y  under H.B. 164.

Section 37.13.148(a) of H.B. 164 provides for d i s­
tribution of money to "unincorporated communities". Section 
37.13.148(d) defines " u n i n c orporated community" to m e a n  "a place 
in the unorg a n i z e d  borough, not incorporated as a municipality, 
in w h i c h  25 or more persons reside as a social unit".

This is to advise you that the M e t lakatla Indian C o m m u­
nit y  and Alaska Native villages in w h i c h  25 or more persons r e­
side as a social unit are wit h i n  the definition of " u n i n c o r p o r a t­
ed community" of section 37.13.148(d). Further, there is no r e a­
son under state law for excluding the Metlakatla Indian Community 
or A l a s k a  Native v i l lager from benefits under the statute. It 
has b e e n  the consistent position of this office that the state 
may provide grants to Alas k a  Native villages so long as the grant 
recipients do not discriminate on the basis of race in the a d m i n­
istration of the grant. See 1981 Inf. Op. Att'y Gen. (April 27, 
J-66-335-81. You m a y  also w i s h  to consider a waiver of sovereign 
immunity by the Alaska Native village and the M e t l a k a t l a  Indian

Re: House Bill 164

Dear Representative Lacher

03. C 5L H
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Community as a condition of the distribution of m o n e y  in order to 
avoid any p r o b l e m  w i t h  enforcement of the grant of money. See 
Native Village of Eyak v. GC C o n t r a c t o r s , A l a s k a  Supreme Court, 
N o . 2601 (January 14, 1983).

Very t r u l y .y o u r s ,

NORMAN C. G O R SUCH 
A T T ORNEY GENERAL

By:
B'.obert E. Price 
A s s istant A t t o r n e y  Cfeneral

REP/jb
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March 3, 1983

MEMORANDUM

To: Representative Barbara Lacher

From: Leonard Steinberg, Research Staff , . .

Re: D is tr ibut ion of Permanent Fund Dividends to Munic ipa l i t ies
Research Request -- Additional Information

On February 9 you requested add it ional information on how to c la r i f y
the statutory provisions for reta in ing and d is t r ibu t ing  Permanent
Fund earnings. Additional discussions I have had with Dave Rose and
Jim Rhode of the Permanent Fund, and Gerald Wilkerson of the Div is ion 
of Leg is lat ive Audit, are summarized below.

Comments by Dave Rose

Alaska Statute 37.13.145 requires the use of a "nat iona l ly recognized 
index" in determining the in f la t ion-proo f ing  requirements of the Per­
manent Fund. However, Mr. Rose pointed out that there is consider­
able var iat ion between indexes and the law does not specify which 
index is to be used. Last year,  for example, the consumer price index 
for Anchorage, as calculated by the U.S. government, was about one-half 
the national consumer price index. Mr. Rose recommends requir ing that 
the same index be used for in f la t ion-proo f ing  that the State chooses 
to use for i t s  index-based spending; in part icu la r  he suggested chat 
the Permanent Fund use the same index that is used for Alaska's new 
spending l im i t  which is s im i la r ly  required to use a federal index
to determine the in f la t io n  rate.

M'. Rose also discussed the adv isab i l i t y  of retain ing the five-year
averaging mechanism to smooth out the spending of Permanent Fund 
earnings. He noted that Fund managers are more comfortable with 
smooth as opposed to e r ra t ic  spending because they fear that errat ic  
spending w i l l  threaten the in teg r i ty  of the Fund.

Last, Mr. Rose commented on the vagueness of the law concerning the
use of the undistr ibuted income account (UIA) for in f la t ion-proo f ing .  
Currently there are two schools of thought on this issue; one group 
interprets the law so as to al low use of UIA for in f la t ion-proof ing
and the other school reaches the opposite conclusion. Dave Rose would 
prefer to be able to use the UIA for in f la t ion-proof ing  but, regardless 
of the po l icy decis ion, supports new le g is la t ion  to c l a r i f y  this issue.
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Comments by Jim Rhode

Mr. Rhode expressed concern that HR 164 could result in substantial 
economic in e f f ic ie nc ie s .  He raised three issues related to small- 
scale versions of the Permanent Fund. F i r s t ,  the set-up and trans­
action costs associated with any investment are re la t iv e ly  more costly 
fo r  small investments than for large investments. Second, the small 
funds would lack the a b i l i t y  of larger funds to d ivers i fy  and maximize 
the balance of ris.k and return. Last, investor inexperience could 
result in poor fund performance. Jim Rhode would he happy to discuss 
HB 164 with you at any time; he can be contacted at 465-2350.

Comments by Gerald Wilkerson

As mentioned in my memorandum to you of February 9, Gerald Wilkerson, 
Director of the Div is ion of Leg is lat ive  Audit, has prepared excerpts 
from Accounting Standards by the Financial Accounting Standards Roar* 
(FASB) related to the de f in i t ion  of real income. A copy of th is  ma­
te r ia l  is enclosed with th is memorandum.

The FASR material indicates that there are accounting methods which 
ref lect the real value of monetary assets in terms of purchasing power. 
Though addit ional analysis m be necessary, i t  appears that the 
Permanent Fund's f inanc ia l  statements could ref lect both the impact of 
in f l a t io n  and d ist ingu ish between nominal and real income with the use 
of the FASB accounting gu ide l ines .

Additional Observations

I spoke with Rob Harris of your o f f ice  regarding the fact that HR 164 
does not specify the timing of payments to munic ipa l i t ies  or when the 
mun ic ipa l i t ies  can use the ir  interest income. The amount of money 
ava i lab le  for municipal spending in future years is affected by whether 
payments occur during the f isca l  year in which they are earned or only 
at the conclusion of the f isca l  year. HB 164 as i t  is currently written 
could be interpreted e ither way. In accordance with Bob Harris ' sug­
gest ion, our projections of the amount of money that w i l l  be ava i lab le  
fo r  d is t r ibu t ion  and spending w i l l  be based on the conservative assump­
tions that Permanent Fund earnings are d istr ibuted soon after the 
beginning of the State's f isca l  year ,  and that communities w i l l  spend 
75 percent of the earnings from the p r io r  f isca l  year.

*  *  * *

We hope th is information is useful to you. The remaining portion of 
th is research request, project ing the d is t r ibut ions  and earnings of 
funds in various mun ic ipa l i t ies  and communities, w i l l  be sent to you 
as soon as the project is compleced.

LS

Attachments



CHANGING PRICES: REPORTING THEIR SECTION C27
EFFECTS IN FINANCIAL REPORTS

l

Sources: FASB Statement 33; FASB Statement 39; FASB Statement 40;
FASB Statement 41; FASB Statement 46; FASB Statement 54;
FASB Technical Bulletin 79-8; FASB Technical Bulletin 81-4

Summary

This section imhi'B i» ijnm pnn'ilinlj-ln lil iniiTinw
. MMppoiattbto provide in form ation about effects o f  changing 

prices as in their published annual
reports.

The in form ation to be provided fo r the current fiscal year 
includes:
a. Income from  continuing operations adjusted both fo r effects 

o f  general in fla tion and fo r effects o f  specific price changes
b. The purchasing power gain o r loss on net monetary items; 

the current cost o f  inventory and property, plant, and equip­
ment at the end o f  the fiscal year and changes in those 
current costs, and measures o f  net assets based on adjust­
ments fo r general in fla tion  and fo r specific price changes

This section also requires presentation o f  selected financial 
information fo r each o f  the last five years expressed in constant 
dollars. In form ation to be presented in the summary includes net 
sales, dividends and market price per share o f  common stock, the 
excess o f  increases in specific prices over increases in the general 
price level, the gain from  the decline in purchasing power o f  net 
amounts owed, and income from  continuing operations (in the 
aggregate and per share) and net assets adjusted fo r general 
in fla tion and fo r specific price changes.

The inform ation to be provided is to be accompanied by 
explanations o f  its significance in the circumstances o f  the 
reporting enterprise.

[Note: Enterprises that elect to apply Section F60, "Foreign Currency Transla­
tion ," before its effective date should refer to paragraph F 6 0 .153.]
Applicability and Scope

.101 The requirements o f  'i'is section apply to public enterprises [FAS33, *123] 
except fo r investment companies as defined in Section 3 o f  the Investment Com ­
pany Act o f  1940, as amended, [FAS54, ®3] that prepare their primary financial
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statements in U .S . do lla rs and in accordance with U .S . generally accepted 
accounting principles and that have, at the beginning o f  the fiscal year fo r which 
financial statements are being presented, either:

a. Inventories and property, plant, and equipment1 (before-deducting accumu­
lated depreciation, depletion, and amortization) amounting in aggregate to 
more than S I25 m illion

b. Total assets amounting to more than SI b illion (a fter deducting accumulated 
depreciation)

Both amounts shall be measured in accordance with generally accepted account­
ing principles as reported in the prim ary financial statements (consolidated i f 
applicable) o f  the enterprise. (FAS33, 123] [(Refer to paragraphs .501 through 
.504 as to the applicability o f  this section to certain brokers and dealers in securi­
ties.)]

.102 The requirements o f  this section do not apply, during the year o f  a business 
combination accounted fo r as a pooling o f  interests, to an enterprise created by 
the pooling o f  two or more enterprises, none o f  which individually satisfies the 
size test described in paragraph .101. [FAS33, 124]

.103 Nonpubiic enterprises and enterprises that do not meet the size test in para­
graph .101 [arc encouraged] to present the in form ation called fo r by this section. 
I.FAS33, 125]

„ 104 This section does not change the standards o f  financial accounting and 
reporting used fo r the preparation o f  the primary financial statements o f  the 
enterprise. [FA S 33 ,126]

.105 The inform ation required by this section shall be presented as <
in any published annual report that contains the primary 

financial statements o f  the enterprise except that the in form ation need not be pre­
sented in an interim financial report. The in form ation required by this section 
need not be presented fo r segments o f  a business enterprise although such presen­
tations are encouraged. [FA S 33 ,127]

.106 An enterprise that presents consolidated financial statements shall present 
the in form ation required by this section on the same consolidated basis. The 
in form ation required by this section reed not be presented separately fo r a parent 
company, an investee enterprise, o r other enterprise in any financial report that 
includes the results fo r that enterprise in consolidated financial statements. 
[FAS33, 128]

c

c

c

'For the purposes o f this section, except where otherwise provided, inventory and property, plant, and \
equipment shall include land and other natural resources and capitalized leasehold interests but not 
goodwill or other intangible assets. [FAS33, ^23, fn l|
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C27.110

Requirements for Supplementary Information

.107 An enterprise is required to disclose:

--  0 “i -----------  ■7-'----
MMMhnBbMio) (re fer to paragraphs .117 through

6mm*

.124)
< ii 11 T ili'ii ] i i n : n im » i» L ,n i im i  I ih im h ih i i i i I  m n

yam (re fer to paragraphs .125 through .128)
tomb

i i i i m n r ' i i m  iiiniiiiiiig n fiin iiiin n i i [ r , r " , '1. 12 9 ]

.108 An enterprise is required to disclose:

a. In fo rm ation on iw111111 fraw—o i triw rtngppwaflfflts fo r the current fiscal year 
on a «iuuaufatMM*iN«n (re fer to paragraphs . 129 through . 145)

b. The current cost amounts o f  inventory and property, plant, and equipment at 
the end o f  the current fiscal year (refer to paragraph .129)

c. liinifiiamnn>wiilm»')iii)i^i#^la*^mmi'll I'HWiji 'M-niii lluimiuiimntnjujl U'lKPUllls 

o f  inventory and property, plant, and equipment, net o f  in fla tion (refer to 
paragraphs .134 and .135)

T l ’.e increases or decreases in current cost amounts shall n o t  be included in income 
from  continuing operations. [FAS33, 130]

.109 In some circumstances, there may be no material difference between the 
amount o f  income from  continuing operations on a historical cost/constant do lla r 
basis and the amount o f  income from  continuing operations on a current cost 
basis. In those circumstances, the current cost in form ation listed in paragraph 
.108 need not be disclosed fo r the fiscal year concerned, but the enterprise is 
required to state, in a note to the supplementary disclosures, the reason fo r the 
omission o f  the in form ation. [FAS33, 131]

.110 In form ation  on income from  continuing operations (on a historical cost/ 
constant do lla r basis or on a current cost basis) may be presented either in a 
s t a t e m e n t  f o r m a t  (disclosing revenues, expenses, gains, and losses) or in a r e c o n ­
c i l i a t i o n  f o r m a t  (disclosing adjustments to the income from  continuing operations 
that is shown in the primary income statement). Whichever form at is used, such 
in form ation shall disclose, unless they are immaterial, the amounts o f  o r adjust­
ments to cost o f  goods sold, depreciation, depletion, and amortization expense 
and (in the case o f  historical cost/constant do lla r income from  continuing opera­
tions) reductions a f the historical cost amounts o f  inventory, property, plant, and 
equipment to lower recoverable amounts as required by paragraph .122. Formats 
fo r the presentation o f  the supplementary in form ation are illustrated in Exhibits 
149A through 149C. [FAS33, *32]
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.111 I f  depreciation expense has been allocated among various expense categories 
in the supplementary computations o f  income from  continuing operations ( fo r  
example, among cost o f  goods sold and other functional expenses), the aggregate 
amount o f  depreciation expense, on both a historical cost/constant do lla r basis 
and a current cost basis, shall be disclosed in a note to the supplementary in form a­
tion. [FAS33, 133]

.112 An enterprise shall disclose, in notes to the supplementary in form ation:

a. The principal types o f  in form ation used to calculate the current cost o f  inven­
tory, property, plant, and equipment, [FAS33, 134] mineral resource assets, 
[FAS39, 17] cost o f  goods sold, and depreciation, depletion, and amortiza­
tion expense (re fer to paragraph .140)

b. Any differences between (1) the depreciation methods, estimates o f  useful 
lives, and salvage values o f  assets used fo r  calculations o f  historical cost/ 
constant do lla r depreciation and current cost depreciation and (2) the 
methods and estimates used fo r calculations o f  depreciation in the primary 
financial statements (refer to paragraph .142)

c. The exclusion from  the computations o f  supplementary information o f  any 
adjustments to o r allocations o f  the amount o f  income tax expense in the pri­
mary financial statements (re fer to paragraph .133) [FAS33, 134]

(

(

i— . v.-.w •>« »> i l.

.113 An enterprise is required to disclose the follow ing in form ation fo r each o f  its
(refer to paragraphs .146 and .147):

I j i i lm i l i l j i i i  yn iiit, I'iL I 'U l 'f fW
*iUiuiujn dimjj ln jum iim im

(J*JU in  1 ' ' 'w  i i ' "  in i '
(2 ) Income per common share from  continuing operations 

i watewrt fitiiinl ynrnnwd
u  C n \ t  (except fo r individual years in which the in fo rm a­

tion was excluded from  the current year disclosures in accordance with 
paragraph .109)
(■44»frT3«nt< fwwn mMHinnint) np ariu owr
(2 ) Income per common share from  continuing operations 
(■3fr M«< wwn intf*
(4) Increases o r decreases in the current cost amounts o f  inventory and prop­

erty, plant, and equipment, net o f  in fla tion
(in jrn/u. iiiiiiWn

nn ntpm m nm m i ii«i» s
(2) Cash dividends declared per common share
(3) Market price per common share at fiscal year-end

c

MWi UK* ■><aunlrf»»<kn ntn ftr  n il n f  in m r n -  fr m i rnrh
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Changing Prices: Reporting Their C27 .115

Effects in Financial Reports

c

’h i  l i t :
i (re fer to paragraphs .118 and .119). (FAS33, 135] I f  an enterprise 

chooses to state net assets, in the five-year summary, at amounts computed from  
comprehensive financial statements prepared on a historical cost/constant do lla r 
basis o r on a current cost/constant do lla r basis, that fact shall be disclosed in a 
note to the five-year summary (re fer to paragraph .147). [FA S 33 ,136]

114. Enterprises that own mineral reserves other than o il and gas2 shall disclose 
the follovving in form ation3 fo r each o f  their five most recent fiscal years:

a. Estimates o f  significant quantities o f  proved, o r proved and probable (which­
ever is used fo r cost amortization purposes) mineral reserves, other than oil 
and gas, at the end o f  the year, or at the most recent date during the year fo r 
which estimates can be made. I f  estimates are not made as o f  the end o f  the 
year, the disclosures shall indicate the dates fo r which they apply.

b. The estimated quantity, expressed in physical units o r in percentages o f 
reserves, o f  each mineral product that is recoverable in significant commercial 
quantities i f  the mineral reserves included under paragraph .114(a) include 
deposits containing one or more significant mineral products.

c. The quantities o f  each significant mineral produced during the year. I f  the 
mineral reserves included under paragraph ,1 14(a) arc ores that arc milled or 
sim ilarly processed, the quantity o f  each significant mineral product p ro­
duced by the milling o r sim ilar process also shall be disclosed.

d. The quantity o f  significant proved, o r proved and probable, mineral reserves 
purchased o r sold in place during the year.

e. F o r each significant mineral product, the average market price, o r fo r mineral 
products transferred within an enterprise, the equivalent market price p rio r to 
use in a manufacturing process. [FAS39, 113]

f  .115 Enterprises shall provide, in their financial reports, explanations o f  the
i in form ation disclosed in accordance with this section and discussions o f  its signil -

icancc in the circumstances o f  the enterprise. [FA S 33 ,137]

•Quantity disclosures for oil and gas reserves are required by Section O iJ, "O il and Gas Industry."
[FAS 39 ,1 1 3 ,1'n5)
31[i determining the quantities to be reported in con fo rm ity w ith paragraph .114:

a. I f  the enterprise issues consolidated financial statements, 100 percent o f the quan rtie ' a ttribu t­
able to the parent company and 100 percent o f the quantities attributable to its consolidated 
subsidiaries (whether or not wholly owned) shall be included.

b. I f  the enterprise's financial statements include investments that are proportionate!’ consolidated, 
the enterprise's quantities shall include its proportionate share o f the investee's ruan iiiies .

c. i f  the enterprise’s financial statements include investments that arc accounted for by the equity 
method, the investee's quantities shall not be included in the disclosures o f the enterprise's quanti. 
ties. However, the enterprise’s (investor's) share o f the investee's q uan titir, o f reserves shall be 
reported separately, i f  significant. IFAS39,1 I4 |

(/*. format that may be used fo r this presentation is illustrated in paragraph .50 .]
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c

c

.116 The disclosures summarized in paragraphs. 107 through . 115 are required by 
this section. Enterprises are encouraged to provide additional in form ation to help 
users o f  financial reports understand the effects o f  changing prices on the activi­
ties o f  the enterprise. [FA S 33 ,138]

Historical Cost/Constant Dollar Measurements

.^^JJiy j l j l^y j j i j^^ompuUMnf^natiorwmj^a^^

Labo rS ta t i^ ic ^ f th ^J jSJDega r t i ^ ^ ^ ^ ^ rn fAS ^^n ^ r^ ^

.118 An enterprise that presents the minimum historical cost/constant do lla r 
in form ation required by this section shall restate inventory, property, plant, and 
equipment, cost o f  goods sold, depreciation, depletion, and amortization expense 
and any reductions o f  the historical cost amounts o f  inventory, property, plant, 
and equipment to lower recoverable amounts (refer to paragraph .122) in constant 
dollars represented by the average level over the fiscal year o f  the Consumer P ’ice 
Index fo r A ll U rban Consumers. Othe:r financial statement elements need not be 
restated.

^onstanu jgJJjjg . (FA S33 ,140]

119. I f  the level o f  the Consumer Price Index at the end o f  the year and the data 
required to compute the average level o f  the index over the year have not been 
published in time fo r preparation o f  the annual report, they may be estimated by 
referring to published forecasts based on economic statistics o r by extrapolation 
based on recently reported changes in the index. [FA S 33 ,141]

.120 Inventory and property, plant, and equipment (fo r computation o f  the 
amount o f  net assets at the end o f  the current fiscal year fo r inclusion in the five- ( 
year summary o f  selected financial data [refer to paragraph .113 (b )(3 )]), cost o f  
goods so ld , and depreciation, depletion, and amortization expense shall be 
measured at their historical cost/constant do lla r amounts o r lower recoverable 
amounts. Inventories may need to be reclassified as monetary assets at the date o f 
the use on or commitment to a contract (refer to paragraphs .151 and (.505 
through .520]). [FA S33 ,142]

. 1 2 1 M easu rem en ts  o f  h is to r ica l c o s t / c ons tan t  d o l l a r  am oun ts  sha l l  be.CQinPll l i ld

I
4The index is published in Monthly Labor Review. Those desiring prompt and direct inl'onnation may 
subscribe to the Consumer Price Index (CPI I press release mailing list o f the Department o f Labor. 
IFAS33, 539. fn2]
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(o r the level comprehensive financial.
yy^andidjividini^bv^j |y^^£22fi2«i2IIEs22SZSi£Wj£

m e a s u n jm e jn j^ jJ ^ y j^ ^  (that is, the date o f  acquisi­
tion o r t h /  -late o f  any measurement not based on historical cost). Those 
measurements may be restated in base-year dollars fo r inclusion in the five-year 
summary (re fe r to paragraph .146). (FAS33, 143]

.122 I f  it is necessary to reduce the measurements o f  inventory and property, 
plant, and equipment during the current fiscal year from  historical cost/constant 
do lla r amounts to lower recoverable amounts, the reduction shall be deducted in 
the computation o f  income from  continuing operations. (FAS33, 144]

.123 Except as provided in paragraphs .120 through .122 and paragraph .142, the 
accounting n r in c in k s ^ H  in rnmnntint. historical rost/constant do lla r income 
shall he rht- same as lhp[ci‘ nwi.. .-PAt/nmyijnfjl fo lia r
Ujcome. Only the measuring unit is changed. [FAS33, 145]

.124 Inventory, property, p lan :, and equipment, and related cost o f  goods sold 
and depreciation, depletion, and am ortization  expense that are orig ina lly 
measured in units o f  a foreign currency shall first be translated into U .S . dollars in 
accordance with generally accepted accounting principles and then restated in 
constant do lla rs in accordance with the provisions o f  paragraph .121. [FAS33, 
146]

Purchasing Power Gain or Loss on Net Monetary Items

o f wlijc|i <;[ ! 1 ci.p11iiiuiiiiLi.'—wiiliouL.xcjl1 [‘diy^
J'lg^fl^m^servicgji j2£]2£j2i^JjilliilILV- ‘-s-a 1 f ’pn t o  n av  a s n m .n f .m n u :»y j.h f

C h a n g in g  P r ic e s : R e p o r t in g  T h e ir  C27.126
E f je c t s  in  F in a n c ia l R e p o r t s

fm^n^oods^o^emi^ .  ̂ j^onomjcs it jnh^^
l7[JJn^s_j^p^n‘?mirv^ r?rns I dcij>cn d^ c !m I?S irL lC _g cn e ra l purchasing power o f  
m one^a lthou id i_othe j_ fac^ rstj j it t t ^ y j ] y ^ j ^ j j ^  "may
atTccim en '̂ g m f ^ ^  , 147]

.126 ^j^(y y jjy |j ja n d  The
economic significance ot nonmonetary items depends heavily on the value o f  spe­
cific goods and services. Nonmonetary assets include (a) goods held primarily for 
resale o r assets held primarily fo r direct use in providing services fo r the business 
o f  the enterprise, (b) claims to cash in amounts dependent on future prices o f  spe­
cific goods o r services, and (c) residual rights such as goodwill or equity interests. 
Nonmonetary liabilities include (a) obligations to furnish goods or services in 
quantities that arc fixed or determinable svithout reference to changes in prices or 
(b) obligations to pav cash in amounts dependent on future prices o f  specific 
goods o r services. (FASJ3, 148]
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All Guidaj}£ t^m }th<^ lassj£ jc jU i2 jy}£J^ ]fljjce^ jeentem ^asm oneta^
.505 through .520]. [FAS33, 149]

I ,

.128 'nTepurcb^yjyyTOwe^airw jHoss^^^

that presents m T nrehensive s.mnlementnrv finnnHnl statements on a historical 
cost/constant do lla r basis may measure the purchasing po^xJL3ill-Q lJQ 5i_ iD  
averace^or^ ie j^g^^^ant^donaj^oMn^^^^^j^gr^tan^^nars^o^her 
enterprises shall m easure.?^ nnrrhnrino nnww oain nr Inss in nvemee-tnr-rheJ 
^ jyu jto lla rs . An acceptable approximate method o f  calculating the purchasing 
power gain o r loss on net monetary items is illustrated in paragraphs .173 and 
.174. (FAS33, 150]

Current Cost Measurements

.129 The current cost amounts o f  inventory and property, plant, and equipment 
shall be measured as follows:

a. Inventories at current cost o r lower recoverable amount (re fer to paragraphs 
.136 through .145) at the measurement date. [FA S 33 ,151]

b. Property, plant, and equipment [including mineral resource assets] at the cur­
rent cost o r lower recoverable amount (refer to paragraphs .136 through .145) 
o f  the assets’ remaining service potential at the measurement date. (This p ro ­
vision is qualified by paragraph .131 in respect o f  [timberlands and growing 
timber,] income-producing real estate, [and motion picture film s].) [FAS39, 
110]

c. Resources used on partly completed contracts shall be measured at current 
cost o r lower rccove: ib! . amount at the date o f  use on o r commitment to the 
contracts. [FAS33, 1511

.130 An enterprise that presents the minimum in form ation required by this sec­
tion on current cost income from  continuing operations shall measure the 
amounts o f  cost o f  goods sold and depreciation, [FAS33, 152] depletion, [FAS39, 
111] and amortization expense as follows: [FAS33, 152]

a. Cost o f  goods sold shall be measured at current cost or lower recoverable 
amount (refer to paragraphs .136 through .145) at the date o f  sale or at the 
date on which resources arc used on o r committed to a specific contract. 
[FAS33, 152a]

b. Depreciation, depiction, and amortization expense o f  property, plant, and 
equipment [including mineral resource assets] shall be measured on the basis 
o f  the average current cost o r lower recoverable amount (re fer to paragraphs
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.136 through .145) o f  the assets’ service potential during the period o f  use. 
(This provision is qualified by paragraph .131 in respect o f  [timberland:; and 
growing timber,] income-producing real estate, (and motion picture film s],) 
[FAS39, ^11]

Other revenues, expenses, gains, and losses may be measured by such an 
enterprise at the amounts included in the prim ary income statement. An enterprise 
that chooses to present comprehensive financial statements on a current cost/ 
constant do lla r basis may measure the components o f  those statements either in 
average-for-the-year constant do lla rs o r in end-of-year constant do lla rs. (This 
paragraph is qualified by paragraph .145 fo r enterprises that are subject to rate 
regulation o r other form  o f  price con tro l.) [FAS33, 152]

.131 When an enterprise presents in form ation on a current cost basis, it shall 
measure:

a. T i m b e r l a n d s  a n d  g r o w i n g  t i m b e r  and related expenses at either their historical 
cost/constant d o lla r amounts o r at current cost o r lower recoverable 
amounts. [FAS41, 17] This provision, together with the provisions o f  para- 
graph .109, means that an enterprise needs to present in form ation on a 
current cost basis ">nly i f  it has significant holdings o f  inventory, property, 
plant, and equipment apart from  timberlands and growing timber. [FAS40, 
141

b. I n c o m e - p r o d u c i t . g  r e a l  e s t a t e  and related expenses at either their historical 
cost/constant d o lla r amounts o r at current cost o r lower recoverable 
amounts. [FAS41, 17] This provision, together with the provisions o f  para­
graph .109, means that an enterprise needs to present in form ation on a 
current cost basis on ly i f it has significant holdings o f  inventory, property, 
plant, and < quipmcnt apart from  income-producing real estate and certain 
other specia.ized assets. [FAS41, 14]

c. M o t i o n  p i c t u r e  f i l m s  and related amortization expense at either their histori­
cal cost/constant do lla r amounts o r at current cost o r lower recoverable 
amounts. [FA S 46 ,18]

.132 I f  an enterprise estimates the current cost o f  growing timber and timber har­
vested by adjusting historical cost fo r the changes in specific prices, those 
historical costs may either (a) be limited to the costs that are capitalized in the pri­
mary financial statements or (b) include a ll costs that are directly related to 
reforestation and forest management, such as planting, fertilization, fire protec­
tion, property taxes, and nursery stock, whether o r not those costs are capitalized 
in the primary financial statements. [FAS40, 17]

.133 The amount o f  income tax expense in computations o f  current cost income 
from  continuing operations shall be the same as the amount o f  income tax expense 
charged against income from  continuing operations in the primary financial state­
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ments. No « .justments shall be made to income tax expense fo r any timing 
differences that might be deemed to arise as a result o f  the use o f  current cost 
accounting methods. Income tax expense shall not be allocated between income 
from  continuing operations and the increases o r decreases in current cost amounts 
o f  inventory and property, plant, and equipment. [FA S 33 ,154]

Increases or Decreases in the Current Cost Amounts of 
Inventory and Property, Plant, and Equipment

.134 The increases o r decreases in the current cost amounts o f  inventory and 
property, plant, and equipment represent the differences between the measures o f 
the assets at their e n t r y  d a t e s  fo r  the year and the measures o f  the assets at their 
e x i t  d a t e s  fo r the year. E n t r y  d a t e s  means the beginning o f  the year o r the dates o f  
acquisition, whichever is applicable; e x i t  d a t e s  means the end o f  the year or the 
dates o f  use, sale, o r commitment to a specific contract, whichever is applicable. 
F o r the purposes o f  this paragraph, assets are measured in accordance with the 
provisions o f  paragraph .129. [FA S 33 ,155]

.135 The increases o r decreases in current cost amounts o f  inventory and prop­
erty, plant, and equipment shall be repoi ted both before and after eliminating the 
effects o f  general in fla tion . An enterprise that presents comprehensive supple­
mentary statements on a current cost/constant do lla r basis may measure increases 
o r decreases in current cost amounts in average-for-thc-year constant dollars o r in 
end-of-ycar constant do lla rs; other enterprises shall measure those increases or 
decreases in avcragc-for-the-ycar constant do lla rs . An acceptable approximate 
method o f  calculating the increases o r decreases in current cost amounts and the 
in fla tion  adjustment is illustrated in paragraphs .175 through .179. [FAS33, 156]

Information about Current Costs

.136 The current cost o f  inventory owned by an enterprise is the current cost o f  
purchasing the goods concerned o r the current cost o f  the resources required io 
produce the goods concerned (including an allowance fo r the current overhead 
costs according to the allocation bases used under generally accepted accounting 
principles), whichever would be applicable in the circumstances o f  the enterprise. 
[FAS33, 157]

.137 The current cost o f  property, plant, and equipment owned by an enterprise is 
the current cost o f  acquiring the same service potential (indicated by operating 
costs and physical output capacity) as embodied by the asset owned; the sources o f  
in form ation used 'to measure current cost should reflect whatever method o f 
acquisition would currently be appropriate in the circumstances o f  the enterprise. 
The current cost o f  a used asset may be measured:

r
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a. By measuring the current cost o f  a new asset that has the same service poten­
tial as the used asset'» 1 it was new (the current cost o f  the asset as i f  it 
were new) and ded - a allowance fo r depreciation

b. By measuring the v ost o f  a used asset o f  the same age and in the same
condition as the asr . /.-ned

c. By measuring the Cerent cost o f  a new asset with a d ifferent service potential 
and adjusting that cost fo r the value o f  the differences in service potential due 
to differences in life, output capacity, nature o f  service, and operating costs

Current cost may be measured by direct reference to current prices o f  comparable 
assets o r methods such as functional pricing o r unit pricing under which the cur­
rent cost o f  a unit o f  service embodied in the asset owned is measured and the 
current cost per unit is multiplied by the appropriate number o f  service units. 
[FAS33, 158]

.138 [Measurements o f] the current cost o f  inventory and property, plant, and 
equipment located outside the United States should be based on production or 
purchase o f  the asset in whatever location o r market would minimize total cost 
including transportation cost. In some cases, the purchase would be made in the 
United States and current cost would be estimated directly in do lla rs. In other 
cases, current cost would be estimated first in an external market, and that cost 
would be translated into do llars. Such cases may present particular difficulty 
depending upon the availability o f  economic in form ation in the country con­
cerned. E xperim enta l’ on in methods o f  measurement w ill be particu la rly  
necessary in such cases and approximate methods are acceptable in cases o f  d iffi­
culty. [FAS33, 1181]

.139 I f  current cost is measured in a foreign currency, the amount shall be trans­
lated into dollars at the current exchange rate, that is, the rate at the date r f  use, 
sale, o r commitment to a specific contract (in the cases o f  depreciation expense 
and cost o ’ goods sold ) or the rate at the balance sheet date (in the case* o f  inven­
tory and property, plant, and equipment). [FAS33, 159]

.140 Enterprises may use various typ“s o f  in form ation to detcrr.m e the current 
cost o f  inventory, property, plant, and equipment, cost o f  goods sold, and depre­
ciation, depletion, and amortization expense.5 The in form ation may be gathered 
and applied internally o r externally and may be applied to single items o r broad 
categories, as appropriate in the circumstances. The follow ing types o f  in form a­
tion are listed as examples o f  the in form ation that may be used, but they arc n o t  
listed in any order o f  preferability. Enterprises are expected to select types o f
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5Cost o f goods sold measured on a L IFO  basis may provide an acceptable approximation o f cost o f 
goods sold, measured at current cost, provided that the effect o f any de. eases in inventory layers is 
excluded. (FAS33, fn2J
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in form ation appropriate to their particular circumstances, giving due consider­
ation to their availability, reliability, and cost:

a. Indexation
(1) Externally generated price indexes fo r the class o f  goods or services being 

measured
(2) In terna lly generated price indexes fo r the class o f  goods or services being 

measured
b. Direct pricing

(1) Current invoice prices
(2) Vendors’ price lists o r other quotations o r estimates
(3) Standard manufacturing costs that reflect current costs [FA S 33 ,160]

.141 The current cost o f  mineral resource assets is given by current market buying 
prices or by the current cost o f  finding and developing mineral reserves. It is rec­
ognized that no generally accepted approach exists fo r measuring the current 
finding cost o f  mineral reserves. To indicate the effects o f  changes in current cos;.s, 
it may be impracticable to do more than adjust historical cost by an index cr the 
changes in specific prices o f  the inputs concerned. Thar approach may fail to yield 
a close app rox im a tion^  the current cost o f  finding and developing new reserves. 
In recognition o f  this difficulty, the requirements o f  this section are flexible 
regarding the approach used to measure current cost [o f mineral resource assets]. 
The approach may include use o f  specific price indexes, direct in form ation about 
market buying prices, and other statistical evidence o f  the cost o f  acquisitions. 
[FASJ9, 12]

Depreciation Expense

.142 There is a presumption that depreciation methods, estimates o f  useful lives, 
and salvage values o f  assets should be the same fo r purposes o f  current cost, his­
torical cost/constant dollar, and historical cost/nom inal do lla r depreciation 
calculations. However, i f  the methods and estimates used fo r calculations in the 
primary financial statements have been chosen partly to allow fo r expected price 
changes, different methods and estimates may be used fo r purposes o f  current 
cost and historical cost/constant do lla r calculations. [FAS33, 161]

Recoverable Amounts

.143 The term r e c o v e r a b le  a m o u n t  means the current worth o f  the net amount o f  
cash expected to be recoverable from  the use o r sale o f  an asset. I f  the recoverable 
amount fo r a group o f  assets is judged to be materially and permanently lowci 
than historical cost in constant dollars o r current cost, the recoverable amount 
shall be used as a measure o f  the assets and o f  the expense dated with the use 
or sale o f  the assets. Decisions on the measurement o f  as; s at their recoverable
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amounts need not be made by considering assets individually unless they are used 
independently o f  other assets. [FAS33, 162]

«
.144 Recoverable amounts may be measured by considering the net realizable 
values o r the values in use o f  the assets concerned:

a. N e t  r e a l i z a b le  v a lu e  is the amount o f  cash, or its equivalent, expected to be 
derived from  sale o f  an asset net o f  costs required to be incurred as a result o f 
the sale. It shall be considered as a measurement o f  an asset on ly when the 
asset concerned is about to be sold.

b. V a lu e  in  u se  is the net present value o f  future cash flows (including the ulti­
mate proceeds o f  disposal) expected to be derived from  the use o f  an asset by 
the enterprise. It shall be considered as a measurement o f  an asset on ly when 
immediate sale o f  the asset concerned is not intended. Value in use shall be 
estimated by discounting expected future cash flows at an appropriate dis­
count rate that allows fo r the risk o f  the activities concerned. (FAS33, 163]

.145 An enterprise that is subject to rate regulation o r other fo rm  o f  price control 
may be limited to a maximum recovery through its selling prices, based on the 
nominal dollar amount o f  the historical cost o f  its assets. In that situation, 
nom inal do lla r/h is to rica l costs may represent an appropriate basis fo r  the 
measurement o f  the recoverable amounts associated with the assets at the end o f 
the fiscal year. Recoverable amounts may also be lower than historical costs. 
However, cost o f  goods sold and depreciation, depletion, and amortization 
expense shall be measured at historical cost/constant do lla r amounts (in measure­
ments o f  historical cost/constant do lla r income from  continuing operations) or at 
current cost (in measurements o f  current cost income from  continuing operations) 
provided that replacement o f  the service potential provided by the related assets 
would be undertaken, i f  necessary, in current economic conditions; i f  replacement 
would not be undertaken, expenses shall be measured at recoverable amounts. 
[FA S 33 ,164)
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