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ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

e e
February 6, 1987
MEMORANDUM
TO: Representative Mike Navarre
FROM: Brad Pierce
Legislative Analyst
ATTN: Pat Malone
RE: History of Municipal Assistance and Revenue Sharing

Research Request 87.073

You requested this agency to provide information on the history of the
State Revenue Sharing and Municipal Assistance programs. Specifically,
you wished to know: 1) when these programs started; 2) their goals and
objectives; and 3) how the allocation formulas work.

The information presented in this memorandum comes from three sources:

"State Revenue Sharing Handbook for Municipal Officials", (Alaska
Department of Community and Regional Affairs, various years);

"Governor’s Task Force On State Shared Revenue: Final Report and
Recommendation", (Department of Community and Regional Affairs,
December 9, 1985); and

Conversations with municipal officials--most notably Lee Sharp,
Matanuska/Susitna Borough Attorney and Judy Slajer, Finance
Director, Fairbanks North Star Borough--who were directly involved
in the evolution of these programs.

We discuss each program separately and devote a final section to the
recommendations of the Governor’s Task Force on Shared Revenue and the
implications of changes to the existing programs. )
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State Revenue Sharing

The State Revenue Sharing Program came into being on July 1, 1969 with the
passage of HB 350 (Chapter 95, SLA 1969). Alaska Statute 43.18 contained
the statutes which authorized the program. Originally, Revenue Sharing was
designed to accomplish the following:

1) help ease fiscal problems facing local governments;
2) stabilize or reduce local property tax rates;

3) encourage local governments to provide adequate levels of public
services;

4) inject a measure of budget planning and stability into Tlocal
governments; and

5) improve the allocation of State funds by sharing them with local
governments {(on the assumption that local governments are more in
tune with the needs of the public, and are better able to respond
and provide public goods and services in accordance with taxpayer
preferences).

Under the original Tlegislation, the legislature made annual appropriations
to fund the program. The first-year (FY 70) appropriation was $2 million.
The original Revenue Sharing Program was exclusively a categorical aid pro-
gram. Local governments applied for entitlements under each of five cate-
gories of municipal services (police, fire protection, air or water pollu-
tion, land use planning and road maintenance). Table 1 lists all entitle-
ment categories and their respective rates of reimbursement. Additional
categories were added in later years until the categorical program was
repealed in 1980. As portrayed in Table 1, the program grew quickly from
the original five categories and $2 million budget to 12 categories and a
$26.9 million budget.
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Table 1
The Categorical State Revenue Sharing Program FY 70 and FY 80
Public Service Category 1970 1980
1) Police Protection per capita $5.00 $12.00
Military per capita* 6.00
2) Fire Protection per capita 2.50 7.50
3) Air or Water Pollution per capita 1.00 2.00
4) Land Use Planning per capita 1.00 2.00
5) Parks and Recreation per capita NA 5.00
Military per capita 1.25
6) Transportation Facilities per capita NA 5.00
Military per capita 2.50
7) Road Maintenance per mile 1,000 1,500
8) Ice Roads per mile NA 900
9) Health Services per capita NA 2.00
10) Hospitals per facility > 25 beds NA 75,000
< 10 beds 25,000
per bed 1,000
11) Health Facilities per bed NA 1,000
per facility 4,000
12) Hospital Construction Aid per bed NA 2,500%*
Total Revenue Sharing Appropriation $ 2 million $26.9 million

NA: Not Applicable.

*Entitlements for military residents of public service areas are cal-
culated at a lTower per capita rate.

**Alternatively, five percent of the project cost if over the base
entitlement amount.

% J %* *

Under the original distribution formula, about 75 percent of the funds
appropriated were distributed on a per capita basis, while the remainder
was based on other factors (e.g., miles of maintained public road). The
more eligible services provided or facilities maintained by the community,
the more money a municipality could expect to receive. The Department of
Community and Regional Affairs (DCRA) was responsible for administering the
State Revenue Sharing Program. The most important administrative task was
to determine whether a municipality met the minimum standards to qualify
under any of the service categories. Restrictions were placed on the
amount of the entitlement that could be spent outside of the service area
for which it was computed (e.g., entitlements collected on the number of
persons in a volunteer fire district had to be spent in that district). In
addition, each municipality was required to budget and spend at least 20
percent of the entitlement for a particular service category on providing
that service during the fiscal year in which the entitlement was received.
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In other words up to 80 percent of the State Revenue Sharing funds could be
spent at the discretion of the municipality.

I[f the amount appropriated by the legislature each year was not sufficient
to fully fund the entitlements, all entitlements were reduced in equal
proportion (pro-rated) by whatever amount necessary to bring appropriations
and entitlements into balance. As can be seen in the table presented
above, the Revenue Sharing Program grew rapidly, through population
increases, incorporation of new municipalities, increased road mileage,
additional health facilities and the assumption of new services by munici-
palities. The five original categories were expanded to 12 as the legisla-
ture responded to funding requests for additional public services by munici-
palities. Once they began providing services via State funding, municipali-
ties put increasing pressure on the legislature to fully fund their entitle-
ments as computed by the categorical formulae.

According to DCRA, the implied intent of the original Revenue Sharing
Program was to fncourage municipalities to provide acceptable levels of
public services. The formal legislative intent accompanying the statute
(AS 43.18.030) suggested that "local governments which levy property taxes
reduce those levies in direct proportion to the amount of State aid
received by a local government for a given fiscal year."

In 1977, the legislature broadened the intent language of the State Revenue
Sharing statute. House Bill 89 (effective July 1, 1978) contained intent
language which called for a reduction in both property and sales taxes in
proportion to the amount of State aid received. Two major problems sur-
faced regarding whether the categorical program was actually fulfilling the
legislative intent embodied in the statutes.

First,local tax effort was ignored in the allocation formulae. Those
local governments levying a high tax rate received funding at the same rate
as local governments which provided few or no services through local tax
collections. If local tax effort was not considered in distributing Reve-
nue Sharing funds, then the program could not effectively contribute to
proportionally lowered rates of taxation.

Second, the categorical formulae ignored the ability of a municipality to
pay for public services. Municipalities with high tax bases received fund-
ing at the same rate as those with small or nonexistent tax bases. To pro-
vide the same level of service, a poor municipality would have to put forth
a much greater tax effort. Alternatively, at the same tax effort, a poorer
municipality would have to forego some services or provide them at a much
lower level than a wealthy municipality.

In sum, the "service category" approach to distributing the legislative

appropriation for Revenue Sharing was criticized for biasing the program

toward the wealthy and more populous cities and boroughs. Other problems

emerged from the debate over the two major concerns expressed above. Some

municipal officials questioned why the program had to be so categorical,

1"State Revenue Sharing Handbook for Municipal Officials, January 1983",
Alaska Department of Community and Regional Affairs.
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with the State mandating the services local governments had to provide in
order to receive State aid. They felt that the municipalities should
decide for themselves what services were important to provide in their com-
munities. Another frequently mentioned problem was that the per capita
cost of providing services varies considerably around the state.

The legislature and administration, in consultation with municipal offi-
cials, considered several different plans for revising the Revenue Sharing
Program during the mid-1970s. Their goal was to replace the service cate-
gory formulae with a single formula that would equalize the tax resources
of municipalities. In other words, they wanted a formula that would bene-
fit those local governments that are helping themselves by levying local
taxes, while providing relatively less to municipalities with Tow tax
effort. Additionally municipalities desired a new allocation formula that
guaranteed them at least as much State funding as they received under the
old categorical program.

There was extensive debate over what an equalization formula should include
as local revenue. Distinctions needed to be made between program receipts
and tax effort. Some municipalities provide electrical service or have
publicly funded garbage disposal, while others have these services provided
by the private sector. Some land-rich municipalities receive substantial
amounts of revenue through land sales in lieu of property and/or sales
taxes. According to individuals who were involved in the process, the
determination of exactly which types of locally generated revenue would be
defined as local effort was the most difficult problem to solve in develop-
ing a new revenue sharing formula.

The consensus that emerged from this debate was embodied in HB 192 (Chapter
155, SLA 1980), which repealed and replaced the existing State Revenue Stat-
utes. The new program was drastically different from the old formula.
Nearly all provisions of the municipal services programs that had been
allocated on a per capita basis were replaced with an equalization formula,
though some of the categorical payments (roads, health facilities and hos-
pitals) were retained. The new program also featured a $25,000 (plus area
cost-of-living differential) minimum for all municipalities of over 25
permanent residents. Another feature was a five-year 125 p%rcent hold-
harmless provision for municipalities already in the program. The hold
harmless provision was designed to allow communities time to adjust their
local revenues to their entitlements under the new formula.

2The hold-harmless provision was especially important for Fairbanks,
which was experiencing a post-pipeline decline in population and tax base
in 1980 when the program was passed and continued to received a substan-
tially greater entitlement over time than it would have without the provi-
sion in place. Fairbanks received a $3.5 million Municipal Tax Equaliza-
tion entitlement in FY 85 (under the hold-harmless provision) and $1.48
million in FY 86 (after the provision had been phased out).
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The legislative intent of the program was expressed in the bill as follows:

1) "to improve the revenue raising and distribution system for the
benefit of residents of home rule and general law municipalities by
providing for more equitable allocation of financial resources among
municipalities to improve their fiscal capacities; and

2) to assure that no municipality suffers impoverishment of necessary
public services, relative to other municipalities, because of chance
location of taxable wealth in the state".

Three separate accounts were set up under the new Revenue Sharing Act.
These are listed with their statutory authorization below:

Tax Resources Equalization Account AS 29.88
Miscellaneous Municipal Services Account AS 29.89
Hospital Construction Assistance Account AS 29.90

The legislature appropriated $51.9 million to the State Revenue Sharing
Program for FY 81; $34.9 million to the Tax Equalization Account; $10.2 mil-
lion to the Miscellaneous account; and $6.7 million to the Hospital Con-
struction account. Entitlements were to be paid from each account, and, if
there was money left over in either the Miscellaneous or Hospital Con-
struction account, it was to be placed into the Equalization account.

The steps involved in the calculation of a municipality’s entitlement under
the Tax Resource Equalization Formula are as follows:

1) A1l eligible revenues generated from local sources (e.g., sales tax,
property tax, permits or fees for services, fines and penalties) for
the preceding fiscal year are added together. The resulting figure
is defined as the municipality’s total fiscal effort.

2) The total fiscal effort (which excludes municipal utility revenue,
interest earned on investments, revenue from the sale or lease of
land or equipment, or intergovernmental transfers) is divided by one-
tenth of one percent of the full and true assessed valuation of
property within the municipality. The resulting figure is the
municipality’s millage rate equivalent. This computation compares a
municipality’s fiscal effort relative to its taxable wealth.

3) The millage-rate equivalent 1is multiplied by the municipality’s
population to arrive at an entitlement number. )

4) The entitlement numbers of all municipalities are added together and
each municipality’s entitlement number is divided by the sum to
determine the percentage of the total appropriation each municipal-
ity receives.
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Thus, a municipality’s allocation from the Equalization account increases
when, at a given level of fiscal effort, its population increases or alter-
natively, if its local effort increases and population remains stable. The
relative relationship of these factors between communities determines the
amount received by each.

The Miscellaneous Services Entitlement account retains many of the fea-
tures of the categorical program. The State aid award schedule for this
account is as follows:

1) Road maintenance at $2,500 per mile.
2) Ice road maintenance at $1,500 per mile.

3) Hospital facilities at $1,000 per bed, 1limited to the number of beds
provided for in the construction design of the hospital or $250,000
a hospital for those with 10 or more beds, or $50,000 per hospital
for those with fewer than 10 beds.

4) Health facilities at $2,000 per bed (actually used for patient care)
or $8,000 per health facility.

5) Fire protection at $10 per capita for the population served by the
fire department. Additional grants are made under this section to
facilitate the organization of volunteer fire departments under the
administration of the State fire marshall.

The Miscellaneous Services account provides for each unincorporated commun-
ity of over 25 permanent residents to recieve a $25,000 basic entitlement
to be used for a public purpose. This is designed to encourage the develop-
ment of local governments. A1l Miscellaneous Services entitlements include
area cost-of-living differentials.

Before its repeal by the 1983 1legislature, the Hospital Construction
Entitlement account provided funds for hospital and health facility con-
struction. Projects begun after January 1, 1968 and before July 1, 1980
were eligible if State matching aid for these facilities constituted less
than 25 percent of total project cost. The entitlement account paid the
municipality or other health facility sponsor $2,500 per bed each fiscal
year for the maximum number of beds in the project design or five percent
of the total project cost (whichever is greater). State aid under this
account continued until the municipality or sponsor received an amount,
which when combined with other State construction aid, equalled 25 percent
of the total construction cost. These funds were to be spent only on
project construction.
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Two hospitals were grandfathered into the program under the re%eal legisla-
tion--Central Peninsula in Kenai and Providence in Anchorage. The total
FY 87 appropriation to the Hospital Construction Entitlement account is
$489,960. Central Peninsula has applied to DCRA for approximately $600,000
and Providence for $6.99 million, resulting in prorated payments that will
predominantly go to Providence. Depending on the amount of future
appropriations to this account, this situation could continue for a number
of years.

We have presented a condensed version of the history of the Revenue Sharing
Program and have attempted to iq&]ude all of the major issues and legisla-
tive changes in our discussion. Table 2, found in the next section of
this memorandum includes the appropriations history of the Revenue Sharing
Program.

Municipal Assistance

The Municipal Assistance program (AS 29.60.350) was established to replace
the Gross Business Receipts Program which was repealed on January 1, 1979.
Under the Gross Business Receipts Program, municipalities received an appro-
priation equal to 20 percent of the Gross Business Receipts Tax collected
by the State within the jurisdiction of the municipality. The Municipal
Assistance Program uses the FY 78 Gross Business Receipts Program (the
final year the program was in effect) allocation by community ($10.6 mil-

Tion total) as a base figure, with any additional appropriation to be di-

vided among all municipalities on a per capita basis. Municipal Assist-
ance appropriations are based on the Corporate Income Tax receipts of the
previous fiscal year.

As with the State Revenue Sharing Program, municipal leaders made it very
clear to the legislature that any change to the Gross Business Receipts
sharing program would have to result in payments under a new plan that were
at least equal to those received under the old program. In turn, the legis-
lature wanted assurance that any increase in appropriation would be used
for property tax relief and not to fund more expensive or extravagant pub-
lic services.

3providence Hospital recently won a Tlawsuit against the Department of
Community and Regional Affairs to be included in the program. The
hospital contended (and the State disputed) that their construction
project had begun within the appropriate time frame. g

4There was a clean up of Title 29 in the Alaska Statutes, which repealed
the existing statutes and moved Municipal Tax Resource Equalization to AS
29.60.010-080 and State aid for Miscellaneous Purposes to AS
29.60.100-180. These changes were largely cosmetic and only involved
minor changes in definitions under these programs. Thus, the substance
of the Revenue Sharing program has not changed since 1983.
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The Tlegislature borrowed language from the original Revenue Sharing stat-
utes cited in the previous section to express the intent of the program:
"The intent of this section [AS 29.60.370(b)],is that a municipality that
levies property taxes reduce those levies in reasonable proportion to the
amount of increased State aid received by the municipality."

When the Municipal Assistance program went into effect in FY 80, the
authorizing statute used 10 percent of Corporate Income Tax receipts as a
guideline for what the appropriation level to the program should be. The
1981 legislature repealed the separate accounting method of computing tax-
able income on the oil companies in Alaska and replaced it with modified
apportionment. This change substantially lowered Corporate Income Tax reve-
nues collected by the State and consequently the amount available for dis-
tribution through the Municipal Assistance Program. In recognition of this
situation, the legislature changed the Municipal Assistance statutes to the
present 30 percent appropriation level in the same year.

The language in the present Municipal Assistance was designed to give the
legislature maximum flexibility in determining the appropriate level of
Municipal Assistance funding. The statute reads: "The legislature may
appropriate to the municipal assistance fund during each fiscal year an
amount equal to or greater than 30 percent of the income tax revenue
received by the state under AS 43.20.011(e) (Corporate Income Tax)."

Table 2 shows legislative appropriations for both Revenue Sharing and Mu-
nicipal Assistance. The Corporate Income Tax revenue stream (on which
appropriations to the Municipal Assistance Program are based) is also
portrayed. For FY 86, the legislature chose to fund Municipal Assistance
at the FY 85 level even though Corporate Income Tax revenue declined by a
third between FY 84 and FY 85 (the appropriation level is based on the
previous fiscal year revenues).
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Table 2
Revenue Sharing and Municipal Assistance Appropriations
Revenue Municipal Corporate
Sharing Assistance Income Tax
Fiscal Year ($ thousands) (% thousands) ($ millions)
1970 $ 2,020.0
1971 6,500.0
1972 7,500.0
1973 8,215.0
1974 8,777.0
1975 12,929.3
1976 15,130.1
1977 16,600.4 $ 38.8 GR
1978 18,656.8 $ 10,571.5 41.6 GR
1979 18,688.0 12,114.0 52.8 GR
1980 20,236.0 11,400.0 565.4
1981 51,900.0 56,500.0 894.9
1982 55,707.6 87,947.6 703.7
1983 55,721.0 71,300.0 266.3
1984 57,950.0 70,500.0 304.6
1985 59,950.0 81,306.8 204.6
1986 59,632.2 81,306.8 145.1
1987 estimated 47,897.1 65,858.5
1988 Proposed**  38,401.3 52,686,8

GR - Gross Receipts Tax Sharing.
*Base year for Municipal Assistance entitlement dispersal.

**Governor Cowper’s recommended FY 88 budget includes a 20 percent
reduction in Municipal Assistance and Revenue Sharing entitlements.

Source: "Governor’s Task Force Report on State Shared Revenue", p.
7, 9, and "Revenue Sources FY 1985-88", Alaska Department of
Revenue, March 1986, p. 32.

* * %* *

As the Municipal Assistance appropriations decline--19 percent from FY 86
to FY 87, and a potential 20 percent reduction for FY 88--attention has
been focused on the language in the authorizing statutes. In an era of
declining State revenues, the corollary to property tax relief "in propor-
tion to increased State aid" is property tax increases in proportion to
declining State funding.
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Comparison of Revenue Sharing and Municipal Assistance

State Revenue Sharing and Municipal Assistance are two of the major block
grant type funding programs in Alaska. Other State revenue dispersing pro-
grams (such as educational support programs) are constitutionally man-
dated, while others are tied directly to specific tax sources (Amusement
and Gaming Tax, Aviation Fuel Tax, Electric and Telephone Cooperative Tax,
Liquor License Tax and Fisheries Tax) and shared on the basis of the origin
of tax revenues. Table 3 portrays the geographic distribution of State
operating expenditures (excluding Toan programs) in FY 86 by House election
district (the most recent year for which we have data). Together, Revenue
Sharing and Municipal Assistance accounted for five percent of the flow of
State operating dollars to the local level in FY 86.

We have shown that while Revenue Sharing and Municipal Assistance are both
programs that share State-generated revenues, they differ in their objec-
tives and formulas for allocating funds. The Revenue Sharing Program was
designed to allocate funds in an equitable manner so that local public
services may be provided by municipalities despite inequalities in the
distribution of taxable wealth in the state. The Municipal Assistance
Program was designed specifically as a property tax relief measure.

State Revenue Sharing and Municipal Assistance have become increasingly
important to local governments. Table 4 shows the proportion of the flow
of State operating expenditures that these programs provide to each elec-
tion district . The State Shared Revenue programs as a proportion of the
total flow of State operating funds to election districts range from 10 per-
cent in Kenai-Cook Inlet to a low of 3 percent in the Interior Rivers dis-
trict. A 1983 report issued by the University of Alaska’s Institute of
Social and Economic Research (ISER), entitled "Effects of 0il Revenues on
State Aid to Local Governments in Alaska" (Alaska Review of Social and
Economic Conditions, September 1983, Volume XX, No. 4), indicates that the
Shared Revenue programs have generally been effective in their stated
objectives. Among the findings of this report were: 1) that there had been
an expansion of local government services as indicated by the increase in
Tocal government employment and borough service areas; and 2) growth in
municipal tax bases and increases in State aid generally resulted in a
reduction in municipal property tax rates.

The development of the State Revenue and Municipal Assistance Programs must
be considered in the context of the politics of the late 1970s and early
1980s. Nineteen-seventy-nine marked the beginning of the dollar deluge to
the State treasury from oil revenues and legislators came under great pres-
sure to bring some of the money home to their districts in the form of capi-
tal projects and public services that are taken for granted in other parts
of the country. A rapidly expanding population placed extreme demands on
existing services at the local Tevel. Infrastructure development generated
increased entitlement levels (e.g., new roads and health facilities were
built). There was a national property tax relief movement underway,
typified by the Proposition 13 legislation in California.
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Governor’s Task Force on State Shared Revenue

Governor Sheffield appointed a task force composed of municipal officials,
executive branch administrators responsible for shared revenue programs,
legislators and former government officials, which met for the first time
on May 11, 1984 "to assess the present and future distribution of State-
shared revenues for local governments." The task force examined the fol-
Towing issues in relation to the State Revenue Sharing and Municipal
Assistance Programs:

1) formula modification;

2) increased predictability of entitlements;

3) consolidation of programs;

4) clarification of health facility definition;
5) treatment of unincorporated communities; and
6) raising minimum municipal entitlements.

The final task force report recommended that the formulae for Revenue
Sharing and Municipal Assistance not be changed. It became obvious in
their deliberations that any modification of the entitlement formulas would
result in a redistribution of funds among municipalities (i.e., winners and
losers). This was not acceptable to municipal leaders. Likewise combining
the programs into a single distribution formula would disrupt the accepted
balance of funding among municipalities. As we showed in previous sections
of this memorandum, the present Revenue Sharing and Municipal Assistance
programs have separate goals and objectives. Combining them into a single
program would reopen the debate on many of the issues that took several
years to resolve in the 1970s. The task force was reluctant to do this.

With regard to increased predictability of entitlements, the task force did
recommended legislation and administrative changes to utilize prior year
data in entitlement calculation. House Bill 90, introduced on January 30,
1987, and referred to the Community and Regional Affairs and Finance
Committees, deals with this problem. Governor Cowper’s proposal to pass
bienniel budgets for Revenue Sharing, Municipal Assistance and School
Foundation Funding would go a long way toward increasing the predictability
of the entitlement programs for local government planning.
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Consolidation of programs, clarification of health facility definitions and
treatment of unincorporated communities are issues that have largely been
resolved legislatively (Chapter 74, SLA 1985) in previous sessions. Both
programs are now administered by the Department of Community and Regional
Affairs. Finally, any increase in minimum entitlements would come at the
expense of larger municipalities and thus was not recommended.

* * * %*

I have attempted to paint a broad brush picture of the development of State
Shared Revenue Programs. I have not discussed the administrative
operations of the programs or the technical details involved in calculating
entitlements. The House Research Agency is in the process of transferring
the Revenue Sharing and Municipal Assistance data files from Community and
Regional Affairs to our computer system. We will be able to manipulate
these data for specific requests. For further detail on the Shared Revenue
Programs, I would suggest you call Jim Plasman (4750) at DCRA. Please feel
free to call if you have further questions on this or any other subject.

BP
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