
City and Borough of Sitka Finance Department

Memo
Thru: Mark Gorman, Municipal Administrator

To: City and Borough of Sitka Assembly

From: Jay Sweeney, Chief Finance and Administrative Officer

Date: July 1,2016

Re: Changes to Sitka General Code Regarding Annual Transfer to the Permanent Fund

Mayor McConnell and Assembly Members,

During its past several meetings, the Investment Committee has also engaged in lengthy discussion
regarding the requirement embedded in the Home Rule Charter ("the Charter, or SMC") to transfer 6% of
the average market value to the Fund annually to the General Fund, and, its effect on limiting the growth
of the corpus of the Permanent Fund.

Per the Charter, the stated purposes of the Permanent Fund are to provide an ever-increasing income
stream to the Sitka General Fund in perpetuity, and, to reduce the tax burdens on the citizens of Sitka
(Section 11.16 SMC). The Charter also, however, mandates that 6% of the average market value of the
Permanent Fund be annually appropriated for transfer to the General Fund. The combined effect of
these provisions however, especially in periods of sustained low investment returns, can lead to the
achievement of the purpose of reducing tax burdens, but at the expense of reducing the income stream
(by transferring too much out of the Permanent Fund.)

Analysis by the Investment Committee noted that, while increasing, the market value of the Permanent
Fund had not maintained Is purchasing power when adjusted for inflation. This was as a result of the
mandated annual 6% transfer being too high. Members of the Investment Committee noted that, had
the transfer of the Permanent Fund been reduced in prior years, the resulting larger corpus of the Fund
would have provided a larger transfer at 4% in FY17 than will actually take place at 6%.

The Investment Committee deliberated for over 6 months on the best way to address the problem of
unsustainably high transfers out of the Permanent Fund. Significant consideration was given to
recommending a Charter amendment. Ultimately, however, the Investment Committee opted to
recommend an annual transfer back to the Permanent Fund to reduce the effective percentage of the

transfer and grow the value of the Permanent Fund to maintain its inflation-adjusted purchasing power.








