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This legislation would allow some municipalities to increase -- by a vote of the public -- the
residential property tax exemption from the current $10,000 per residence to
$30,000 per residence, or 20% in assessed value per residence, whichever is less. This could
have an indirect effect on state revenues if municipalities increase their residential property
assessment exemption and then increase their overall mill rate to make up for the lost revenue.

Under AS 43.56, the state imposes a 20-mill tax on oil and gas property in the state.  If the
municipality in which the oil and gas property is located also has a property tax, the taxpayer is
allowed a credit for any local taxes before paying the state tax.  For example, assume oil and
gas property valued at $1 million is located in a borough with a 15-mill tax rate.  The taxpayer
would pay $15,000 to the locality.  When it files its state taxes it has an obligation of $20,000
(the 20-mill rate), offset by a tax credit of $15,000, so it would send a check for $5,000 to the
state. Therefore, if the mill rates increase because of this legislation in localities that have
extensive oil and gas production property, oil and gas taxpayers will pay more to the localities
and less to the state.

The projected $714.1 annual cost to the state of this legislation assumes that all of the localities
that already grant the $10,000 residential exemption would increase it to $30,000 and would
want to replace all of the revenues they would lose from the increased exemption.  The $714.1
cost also assumes that the municipalities would use an increased mill rate to replace the lost
revenues -- thereby reducing state oil and gas property tax collections.

However, the $714.1 estimate is a maximum because, in some limited cases, this legislation
could actually result in higher residential property tax payments to municipalities.  Under this
legislation, most municipalities in the state would see the existing $10,000 residential tax
assessment exemption change to $30,000, or a minimum of 20% of a residence's tax
assessment, whichever is less. Because of that change, mobile homes, trailers and small
homes valued at under $50,000 could actually pay higher property taxes under this bill.  For
example, a $40,000 trailer home under existing law could receive a $10,000 tax assessment
exemption, leaving a taxable assessment of $30,000.  But under this legislation, the exemption
would be limited to 20% of the trailer's value, or $8,000.  Instead of paying property taxes on
$30,000 under the existing law, the property owner would pay taxes on $32,000 ($40,000 -
$8,000), resulting in a slightly higher tax payment.

It also should be noted that we have not included the North Slope Borough in our calculations
for this legislation because the borough would be excluded from the option of increasing the
property tax exemption above $10,000 per residence.  Sec. 2 of the bill says a municipality may
not adopt a property tax exemption in excess of $10,000 per residence if the municipality has a
“level of total bonded indebtedness that equals of exceeds $15,000 multiplied by the number of
residents in the municipality.”  The North Slope Borough is the only municipality in Alaska that
exceeds that limit at this time.


