ALASKA STATE LEG SLATURE
SENATE COVMWUNI TY & REGQ ONAL AFFAI RS COW TTEE
January 31, 2001
1:35 p. m

MEMBERS PRESENT

Senat or John Torgerson, Chair
Senat or Al an Aust er man
Senat or Randy Phillips
Senat or CGeorgi ana Lincoln
Senat or Pete Kelly

MEMBERS ABSENT

Al'l Menmbers Present

COW TTEE CALENDAR

ANNUAL REPORT OF THE LOCAL BOUNDARY COWM SSI ON

SENATE BI LL NO. 48

"An Act relating to the determnation of full and true val ue of
t axabl e muni ci pal property for purposes of cal culating funding for
education and certain other prograns; and relating to incorporation
of second class boroughs in the wunorganized borough and to
annexation of portions of the unorganized borough to boroughs and
unified nmunicipalities.”

HEARD AND HELD

PREVI QUS COWM TTEE ACTI ON
SB 48 - No previous action
W TNESS REG STER

Senator Gary W/ ken

State Capitol Building
Juneau, AK 99801-1182
POSI TI ON STATEMENT: Sponsor

Kevin Waring, Chair

Local Boundary Commi ssion

550 W 7th Ave STE 1790

Anchor age, Ak 99501- 3510

POSI TI ON STATEMENT: Gave briefing on Boundary Conm ssion

Al |l an Tesche

SENATE CRA COW TTEE -1- January 31, 2001



Local Boundary Commi ssion

550 W 7th Ave STE 1790

Anchor age, Ak 99501- 3510

POSI TI ON STATEMENT:  Answer ed questions about Boundary Conm ssion
activity

Dan Bockhor st

Staff to the Local Boundary Comm ssion

550 W 7th Ave STE 1790

Anchor age, Ak 99501- 3510

POSI TI ON STATEMENT:  Answer ed questions about Boundary Conm ssion
actions

Vi ¢ Fi scher

P. O Box 201348

Anchor age, AK 99501

PCSI TI ON STATEMENT: Comented on SB 48

ACTI ON NARRATI VE

TAPE 01-1, SIDE A
Number 001

CHAI RMVAN JOHN TORGERSON called the Senate Comunity & Regional
Affairs Conmttee neeting to order at 1:35 p.m Menbers present
were Senators Austerman, Phillips, Lincoln, and Chairnman Torgerson.
The first order of business was the annual report of The Local
Boundary Conmi ssion (LBC). An overview of SB 48 foll owed and then
M. Vic Fischer gave his perspective on the conflicts of SB 48.

CHAI RVAN TORGERSON announced to the tel econference audi ence that
this was a listen-only neeting but that anple opportunity for
public testinony will be provided at a | ater date, including a day
on a Saturday. He asked that any witten testinony be sent to the
comm ttee beforehand at FAX nunber 465-4779. That testinmony wll
becone part of the record. He then invited the chair of the Loca
Boundary Comm ssion forward to introduce hinself and give his
report.

MR. KEVIN WARING Chairman of the Local Boundary Conmm ssion,
t hanked the commttee for the opportunity to speak in person. He
i ntroduced Vi ce-Chairperson, Kathleen Wasserman, from Pelican, the
first Judicial D strict, and Comm ssioner Allan Tesche, from
Anchorage, the Third Judicial D strict. Dan Bockhorst, staff to the
conmi ssion, was al so present.

MR. WARI NG sai d that Nancy Gal stad, of Kotzebue, and Ardith Lynch
of Fairbanks, weren't able to attend the neeting in person.
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SENATOR KELLY arrived at 1:40 p.m

MR. WARI NG began his report saying that the comm ssion had filed
its annual report with the Legislature on January 17, 2001. Each
menber of the House and Senate were provided a copy. The report
addressed three principal areas.

e Chapter 1 provides an overview of the Comm ssion;

e Chapter 2 sunmarizes the Conmi ssion's activities |ast year
al ong wi th pendi ng proposal s; and

e Chapter 3 discusses several inportant public policy issues
concerning | ocal governnent in Al aska.

He said that he woul d speak briefly about the first two topics, in
order to nore fully address the public policy issues in Chapter 3.

MR. WARI NG said that Alaska's Constitution established the Local
Boundary Conmi ssion to ensure that proposals to create cities and
boroughs or alter their boundaries would be dealt with objectively
and froma statew de perspective.

The Conmi ssion's responsibilities include judging proposals for:
i ncorporation of cities and boroughs;

* annexation to cities and boroughs;

e detachnment fromcities and boroughs;

» reclassification of cities;

e dissolution of cities and boroughs; and

e nerger and consolidation of cities and boroughs.

The Conmi ssion has other powers and obligations established in |aw,
including a duty to nmake studies of |ocal governnment boundary
probl ens.

The Comm ssion consists of five nmenbers who are appointed by and
serve at the pleasure of the Governor. One nenber is appointed from
each of Alaska's four judicial districts. The fifth menber is
appoi nted at-large and serves as chair. Menbers are appointed for
overl apping five-year terns. Conmm ssion nmenbers donate their tine
as a public service. They receive no conpensation for the tine
contributed to Comm ssion activities. The Departnment of Conmunity
and Econom c Devel opnent provides staff support to the Conm ssion.

MR. WARI NG went on to say that the Conm ssion net nine tinmes in
2000. To m nimze costs and maxi m ze efficiencies, the Comm ssion
attenpts to deal with nmultiple issues at each neeting and conducts
nmeeti ngs by tel econference whenever possible.
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Col l ectively, the five nmenbers of the Conmm ssion approved proposal s
for:

e incorporation of the City of Adak as a second-class city;
* annexation to the Gty of Palner; and
e annexation to the Gty of Ketchikan.

MR. WARI NG poi nted out that these petitions require no action by
the Legislature. Adak residents will vote at a l|local election on
April 3, 2001 to decide whether or not to incorporate the Cty of
Adak. The City of Palnmer and Gty of Ketchikan annexations were
|l ocal action petitions that were supported by all voters and
property owners in the annexed areas, and so not subject to
| egi sl ative review.

Additionally, a petition to incorporate a Deltana Borough was
submtted in March 2000. However, staff review found that petition
had several deficiencies in formand content. Wth the concurrence
of the Conm ssion, that petition was returned to the petitioner for
revision as provided by | aw

Several inportant proposals are now pendi ng before the Comm ssion.
These include petitions for:

e consolidation of the City of Ketchikan and the Ketchikan
Gat eway Bor ough;

e consolidation of the Gty of Fairbanks and the Fairbanks North
St ar Bor ough;

e consolidation of the City of Haines and the Hai nes Borough
e annexation to the City of Honer;
* incorporation of the Cty of Tal keetna; and

e dissolution of the Cty of Skagway and concurrent
i ncor poration of a Skagway Borough.

MR. WARI NG was pleased to report that for the fourth year in a row
there is no outstanding litigation of any Comm ssi on deci sion.

MR. WARING next turned to five public policy issues that the
Comm ssion raised in its Report to the Legislature. In raising
these issues, the Conmission is fulfilling its duty to address
| ocal governnent boundary probl ens.

These i ssues concern:

 disincentives for borough incorporation and annexation that
are inpeding the devel opnent of |ocal governnent in Al aska,;

e several anbiguities in State law that affect nunicipal
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i ncor porati on, boundary changes, di ssol uti on, and
recl assification;

e the unintended adverse inpact of AHFC s Small Conmunities
Housi ng Loan Program on sone nuni ci pal boundary proposals;

e the lack of common interests within the unorgani zed borough,
not wi t hst andi ng the constitutional requirenent for such;

e and proposed changes to the Conmission's admnistrative
regul ati ons.

MR WARING said that the Conm ssion continues to urge the
Legislature to exam ne and address the substantial disincentives
for borough incorporation and annexati on and has done so since the
1980s. The Legi sl ature and the Comm ssi on have conpl enmentary duties
relating to this issue. Specifically, the Legislature had the
constitutional duty to prescribe procedures and standards for
borough formation. The Conm ssion has the statutory duty to nake
studi es of | ocal governnent boundary probl ens.

MR. WARI NG pointed out that the authors of the |ocal governnent
article of Alaska's Constitution envisioned that organi zed boroughs
woul d be established whenever citizens were ready for and capabl e
of assuming the responsibilities of |ocal governnent. The founders
recogni zed that the Legislature would have w dely divergent
alternatives available to carry out its duty to prescribe nethods
for borough formation. Delegates preferred a voluntary, rather than
conpul sory, approach to borough incorporation. However, they
recogni zed that, to be successful, a voluntary approach nust be
coupl ed with adequate inducenents to establish boroughs. This issue
is addressed in detail on pages 38-40 of the annual report to the
Legi sl ature.

MR. WARI NG said that the Conm ssion | ooks forward to di scussing
t he disincentive issue during the hearing on SB 48.

MR WARI NG said that State statutes are anbi guous on certain issues
common to the broad range of matters that conme before the Loca
Boundary Conmi ssion. These concern:

e nunicipal authority to |l evy property taxes during an initial
period follow ng incorporation, boundary change, dissolution
and reclassification; and

« the effects of incorporation, boundary change, and di ssol ution
on service areas in organized boroughs and the unorgani zed
bor ough.

Regarding the issue of property taxes, there is anbiguity whether a
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muni ci pal governnment that incorporates or changes its boundaries
after January 1 of a particular year is prohibited by AS
29.45.10(a) and AS 29.45.120(a) from levying and collecting
property taxes in the area of change during that cal endar year

This matter 1is addressed in detail on pages 42-44 of the
Comm ssion's annual report. There, the Report al so presents draft
| anguage for legislation to elimnate these anbiguities.

MR WARING noved on to the third issue saying that certain
eligibility provisions in the Al aska Housing Finance Corporation's
Smal | Comunities Housing Assistance program have influenced the
out cone of I npor t ant muni ci pal boundary det erm nati ons.
| ncor poration, annexation, or consolidation may result in |ocal
| oss of eligibility for reduced-interest honme |oans. This prospect
has generated | ocal opposition to sonme proposed boundary changes.
Last sumer, the Commi ssion nmet in a work session wth AHFC staff
regardi ng possible changes to the Small Conmunities Mrtgage
Program to address concerns of the Conmm ssion regarding the
uni ntended effects of that program on proposals for consolidation
of local governnents in Ketchi kan and Hai nes.

The Conmission is aware that Representative WIIlians has introduced
HB 78 to address the concern. The Conm ssion supports that bill as
an interimadmnistrative neans to resolve the concern pernmanently.

MR. WARING said that the fourth issue is to pronote maxi mum conmon
interests within boroughs. He said that, as it has done previously,
the Conmm ssion brings to the attention of the Legislature that the
unor gani zed borough is configured in a manner that does not conform
to Alaska's Constitution. Article X, sec. 3 of the Constitution
provi des that:

The entire state shall be divided into boroughs,
organi zed or unorgani zed. They shall be established in a
manner and according to standards provided by |aw The
standards shall include popul ati on, geography, econony,
transportation, and other factors. Each borough shal
enbrace an area and popul ation with comon interests to
t he maxi num degree possible...

In an effort to inplement that constitutional nandate, the Loca
Boundary Conmmi ssion recomrended to the 1960 Legislature that the
Comm ssion be directed by legislative resolution to divide the
whol e of Al aska into boroughs, organized or unorgani zed, and that
its proposed division be presented to the next |egislature.
However, that recomendati on was disregarded. Instead, the 1961
| egi sl ature inplenented art. X, sec. 3 by placing all unorgani zed
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regions of the state into a single unorganized borough. Geater
conpliance with this comon interest clause of atr. X, sec 3 could
be achieved with respect to the unorgani zed borough if AS 29.03.10
wer e anended to divide the single unorgani zed borough into multiple
unor gani zed boroughs fornmed al ong natural regions.

G eater conpliance with the Common Interests O ause of art. X, sec.
3 of Alaska's Constitution could be achieved with respect to the
unor gani zed borough as AS 29.03.10 is anended to divide the single
unor gani zed borough into nultiple unorgani zed boroughs forned al ong
nat ural regions.

Alternatively, authorization of a new process to initiate borough
i ncorporation petitions, as proposed by SB 48, would al so pronote
increnental progress over tine toward the constitutional goal of
boroughs that "enbrace an area and popul ation with common interests
to the maxi num degree possible."” This topic, too, can be further
addressed during the hearing on SB 48.

MR WARING said that the final policy issue is the proposed changes
to the regulations. During the past year, the Conmm ssion devoted
considerable effort to revise its regulations in Title 3 of the
Al aska Admi nistrative Code. The revisions were warranted since the
| ast conprehensi ve review of the Comm ssion's regul ati ons occurred
nore than ten years ago. Since then, there have been nunerous
changes in state statutes on matters that involve the Conm ssion.
The changes proposed by the Comm ssion al so address anbiguities in
current regul ations and streanline procedures for non-controversial
proposal s. The Comm ssion has al so proposed a new requirenent that
| ocal governments nust hold a |ocal public hearing on proposed
annexations before submtting a petition to the Local Boundary
Comm ssi on.

Wrk sessions to address the proposed changes were conducted in
April, My, and June, and Cctober 2000. This year, the Conm ssion
will publish notice of the proposed revisions to the regulations
and will conduct one or nore public hearings to solicit public
comment regardi ng the revisions.

MR. WARI NG t hanked the commttee for hearing his report and asked
for any questions.

Nunber 240

SENATOR AUSTERMAN asked what popul ati on base was needed for the
Adak petition to be conpliant and if that was part of the
consi deration.

MR WARING said that was one of the standards for city
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i ncorporation. He thought that a mninmum of 25 residents is
specified in the regulations. He said that there were between 100
and 120 residents in Adak and a substantial portion did cone to the
heari ng. Adak does neet that conm ssion standard.

SENATOR AUSTERMAN t hought the Adak situation was uni que since there
was an existing structure, but that the popul ation base that
supported that structure had changed markedly. He asked if that had
been a consi deration.

MR. WARI NG said that was a nmajor consideration in the conm ssion's
eval uation of that petition. There has never been a petition quite
i ke that at Adak where it was incorporation of a new conmunity at
a decomm ssioned and very large federal mlitary facility. The
conmmi ssion and the petitioners spent a great deal of tinme |ooking
at how they woul d handl e and finance and admi ni stratively deal with
the transition fromthe infrastructure that is there and downsi ze
it to something that a city, of that sort, with the resources that
t hey have, coul d nmanage.

He said that after the first hearing at Adak they deferred action
and allowed the petitioner an additional 3 nonths to answer a
series of questions that the conmm ssion had. The questions were
answered to the conmssion's satisfaction and it |ater approved the
petition.

Nunber 273

SENATOR LI NCOLN had a nunber of questions about the report and sone
that overlapped to SB 48. First she asked about the petition to
i ncorporate a Deltana Borough that was submtted 10 nonths ago and
t hat had been sent back for deficiencies within that petition. She
wonder ed what happened after the 10-nonth period. She asked if the
petitioner is told that they have a certain nunber of nonths to
respond and then the process is started over again?

MR. WARING said that petition never got to the comm ssion. There
had been consultations between the conmi ssion and staff but the
petition itself never went before the commssion. At this point, he
asked M. Dan Bockhurst to help with the explanation.

Number 296

MR. DAN BOCKHURST, staff to the Local Boundary Commi ssion, said
that the conmm ssion and staff did confer but that, with respect to
the technical sufficiency of the proposal, there were concerns
about the charter, the adequacy of the transition plan, the budget
and other areas. He has a detailed letter outlining the nature of
the concerns. The petitioners were invited to address those
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concerns. Staff support was offered, and had been provided in the
several nonths leading up to that petition effort, to work with
t hem and develop a credible, thorough and adequate petition. The
petitioners haven't availed thenselves of that help and there is no
active petition pending at this tinme. It is up to them to take
further action but he has no indication that they are in the
process of refining that petition.

SENATOR LI NCOLN next wanted to know about the disincentives from
pages 40 & 41 in the annual report. She asked M. Waring to speak
to di sincentives and how t hey work.

MR. WARING summarized in saying that, over the years, the
| egi sl ature has passed a nunber of bills that provide financial and
ot her assistance under various prograns to |ocal communities. In
t he unorgani zed areas there is the unintended consequence of the
| oss of benefits if the community were to incorporate. So while
they are neritorious, on their own account, there is reluctance to
i ncorporate as boroughs. It is the unintended side effect that is
of concern to the conm ssion. He told nenbers, “W have no desire
to wthdraw these benefits; that is not the point. W would w sh
for a way to deliver these benefits that wouldn't disincline
comunities to incorporate.”

SENATOR LINCOLN S second question dealt with comunities that
wanted to forma borough or enjoin with an exi sting borough or have
the city and borough join together. She asked if, in each case,
the citizens would al ways have the opportunity to vote on the issue
of whether they wanted a borough or not.

MR. WARING said that is presently the [|aw Muni ci pal
i ncorporations, city or borough, now require a |ocal election. The
exception to this is historic and it is those boroughs that were
i ncorporated under the Mandatory Borough Act. Under present |aw, a
|l ocal election is required to incorporate. Wen it conmes to
annexations, sone may be effected without |ocal elections, in fact,
nost are. They are approved by decision of the commssion if they
neet the standards set out in statutes and regulations. The
comm ssion's actions are subject to veto by the legislature if the
| egislature feels that the commission has overstepped. Most
significant annexations occur wthout an election because the
significant ones tend to be controversial.

SENATOR LI NCOLN gave a hypot heti cal exanpl e of Fairbanks wanting to
annex Delta and asked how t hat woul d occur.

MR VWARI NG said that the Gty and Borough of Fairbanks woul d submt
a petition that would pronpt a | ocal neeting by staff. Staff would
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prepare a prelimnary report assessing the information as to
whet her it nmet the standards. Public conmrent woul d be gat hered and
a recomendation to the commssion would be prepared. The
comm ssion would then hold one or nore public hearings in the
affected areas, take testinony, review the information in the
records, seek information it needed and, based on the facts set out
in the case, and the standards set out in law, make a
determ nation. At this point, the annexation could be approved,
w thout |local vote but subject to legislative veto. This is
actually the process that has been in place since statehood.

SENATOR LI NCOLN asked, “How much credence do you put into that
public testinony?”

MR. WARI NG said that public testinony was given great wei ght. From
his own case, he has learned things from public testinony and
hearings that have caused himto change his mnd after he arrived
at the nmeeting. He said that they have high regard for staff but
the comm ssion is independent of the staff recomendati ons. Public
testinmony is inportant.

Number 395

CHAI RMAN TORCGERSON asked if that was a good policy, to not require
a vote in cases such as the exanple given, or whether sone changes
shoul d be nade and a vote required.

MR. WARING said that is very nuch the topic of SB 48. It is very
much rooted in the Constitutional Convention and reflects the
t enper of those tines. | ncor porations and annexati ons,
particularly, are controversial and often the parochial interests
i nvol ved are not able to resolve issues in a manner to the area's
or state's best interest. The LBCis able to be nore objective and
can decide, in an admnistrative fashion, what is best for the
state. Since the legislature is checking this authority, it is not
unchecked power.

CHAI RMAN TORCGERSON asked about |ocal action petitions: What is the
di fference between Ketchi kan and Pal mer, where a | ocal vote wasn't
required, and the exanple given?

MR WARI NG said that |ocal action petitions are usually small. They
are sonetinmes a result of land abutting a city and the | andowner
wants access to city services. There have been many of these in
Pal mer and Wasilla, as those towns have grown. They are typically
uncontroversial and supported by the residents bei ng annexed.

CHAI RVAN TORGERSON asked if there were any terns other than | ocal
action petitions that m ght be of interest.
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MR WARING said that there are Ilocal action petitions and
| egi slative review petitions. The latter are the ones upon which
the LBC is enpowered to nmake a decision. He wanted to nention that
there have been about 100 | egislative review annexations, since
statehood, and, to this point, there is only one the legislature
has not approved. He thinks that this is a method that works.

Number 433

SENATOR AUSTERMAN said that the AHFC S loan classification is
al ready set but he wanted to clarify that the commssion is really
not taking a stance of getting rid of the program but to highlight
the problemthat has been created.

MR. WARING said that an artificial line with people living on both
sides and having different interest rates had been created. The
folks with the Iower interest rate don't want to | ose that. The LBC
is not against the program but there needs to be an elimnation of
the inequity. The incentive to be on one side of the boundary or
the other needs to be renoved.

SENATOR LI NCOLN asked how nmany | egislative review petitions have
been submtted to the boundary comm ssion that woul d have gone to
the legislature if it weren't for the comm ssion not forwarding
t hem

MR. WARI NG wanted M. Bockhorst to answer the question.
MR. BOCKHORST estinated that a rough guess woul d be 120.
Nunber 456

MR. WARI NG added that, in sone cases, and the Adak petition was
such an exanple, the comm ssion may approve the petition with
| esser boundaries than sought by the petitioner.

Number 460

SENATOR LI NCOLN asked if legislative mgjority didn't play a role in
determ ni ng whether a petition would be successful once it got to
the | egislature.

MR. WARI NG said that he had Iimted history, but that |egislative
majority plays less a role than the support given or wthheld by
the legislators in the area affected.

CHAI RVAN TORGERSON asked if he was correct that they had 45 days to
turn down a comm ssion ruling and that there would need to be a
positive resolution for a negative result and that soneone would
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have to introduce the resolution to deny the action taken by the
LBC or it becones | aw.

MR WARING said that was correct, that it was like a veto. A
concurrent resolution of each house i s needed.

Nunber 481
#SB48
SB 48- MUN Cl PALI Tl ES: | NCORP/ PROPERTY VALUATI ON

CHAl RMAN TORCGERSON cl osed that portion of the neeting and noved to
SB 48. He asked Senator W/l ken, bill sponsor, to cone forward to
give an overview. He acknowl edged that the neeting was on
tel econference for listen only.

SENATOR WLKEN said that SB 48 tries to answer two broad questions:

1. Wiy is Alaska the only state in the nation that has an
unor gani zed borough?

2. What is the validity of the $125 million that has gone into
t he educational operations of the unorgani zed borough in the
| ast six years?

Number 509

SENATOR W LKEN t hen delivered the foll ow ng sponsor statenent for
SB 48.

Last year the Departnent of Education and Early
Devel oprment distributed over $21 nillion in General Fund
noney to fund K-12 educational prograns in 19 Regi ona

Educati onal Attendance Area (REAA) school districts from
which no local match dollars were required fromits |oca

residents to help support their children's educati onal

needs. Meanwhile, citizens residing in Al aska's organi zed
muni ci pal school districts were required by state lawto
contribute $144 mllion local dollars to support their
| ocal educati on.

The reason for this apparent unfair disparity in state
law is sinple; residents of an REAA school district live
within a cormmunity or area of our state that does not
have the authority to levy or collect taxes and,
t herefore, cannot be mandated by the State to contribute
any |local dollars towards education. Senate Bill 48
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recogni zes this unequal |evel of personal responsibility
and establishes a procedure to anal yze the readi ness of
t he peopl e in unorgani zed Al aska to establish a system of
| ocal governnent with the powers of taxation and thereby
the capability of assisting in funding the K-12 educati on
of their children.

Thi s | egislation acknow edges that, while all comunities
of Al aska are perhaps not financially able to sustain a
bor ough governnent, some areas of the state may very wel
have devel oped the capacity to operate boroughs or my
neet applicable standards for annexation to current
boroughs. Senate Bill 48 directs the Departnent of
Community and Econom ¢ Devel opnent to annually present to
the Local Boundary Commi ssion a list of areas in the
unor gani zed borough that reasonably appear to satisfy
existing standards for borough incorporation or
annexati on.

The Local Boundary Commission will consider and then
sel ect from this list areas that may  warrant
i ncorporation or annexation. The Departnent of Comunity
and Econom c Devel opnent will then draft an incorporation
or annexation petition for the selected area, hold | ocal
public neetings, and finalize and file the petition. Upon
receipt of the final petition, the Local Boundary
Comm ssion will hold additional |ocal public neetings and
ei ther accept or reject the petition as conformng or not

conf orm ng to exi sting applicable i ncor poration
st andar ds.

If, after a thorough review, the Local Boundary
Comm ssion accepts the incorporation or annexation
petition, the decision wll be submtted to the

Legislature for an additional legislative review If the
Legi sl ature does not reject the recormendation within a
prescri bed period of tine, the new borough or annexation
i s approved.

It is inportant to note that SB 48 nerely creates a new
option in which a petition for borough incorporation or
annexation is originated. After the petition is filed,
the Local Boundary Conmi ssion will follow a process for
| egislative review that has been in place since
st at ehood. That IS, the current standards for
incorporation will be followed as well as the current
procedural requirenents currently in state law. The
selected area population nust be suitably Iarge,
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honogenous, and denonstrate the stability to support
borough governnment before it is considered for
i ncorporation or annexati on.

Del egates to the Al aska State Constitutional Convention
clearly envisioned in art. X that organized boroughs
woul d be established wherever citizens were ready for and
capable of assumng the responsibilities of |ocal

governnent. Senate Bill 48 assists in the formation of
t hese boroughs. Wth the creation of an organized
borough, its citizens will be enpowered to contribute

|l ocal dollars to supplenent State funding for the
operation of their schools, assist in the financing of
new school s, and through cost efficiencies, be able to
direct nore |local funds toward student instruction. In
other words, the new borough residents wll have an
opportunity to inprove their |ocal educational system
with their own | ocal dollars.

Senate Bill 48 continues a process that began sone 40
years ago with the passage of the Borough Act of 1961. A
stronger, financially sound educational systemthroughout
all areas of the State will be one of the ngjor
benefactors of this |egislation.

| respectfully request your consideration and support of
SB 48.

Number 539

SENATOR W LKEN briefly addressed nmaterials in the bill sponsor
packet. The first page is a two-section neno from Legal Services

outlining what the bill would do. The next two pages show a chart
titled "The Structure of Local CGovernnents in Alaska."” It shows the
options for organization for both organized and unorganized
boroughs such as honme rule cities, first-third class cities or
boroughs and unified nmunicipalities. It is good reference nmateria

as the bill works its way through the legislature. The third
section is a two-part chart titled "Legislative Review Annexati on
Process and Pr oposed New Opti on for Bor ough

| ncor porations/ Annexations.” This was included to make it clear
that there is a process by which an area of the state can be
consi dered for incorporation. Areas under consideration nmust pass a
test in order to be successfully incorporated. There 1is
constitutional encouragenent for an organi zed Al aska and Senat or
W ken believes | ocal governnents are nost satisfactory.

SENATOR W LKEN quoted from state statute saying, "Borough
i ncorporation nust be in the best interest of the state.” It is
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state | aw that "Borough residents nust be socially, culturally and
economcally interrelated and i ntegrated. Popul ati on nmust be | arge
and stabl e enough to support a borough governnent. Boundaries nust
conform to natural geography and include all areas necessary for
devel opnment. There nust be adequate human and fi nanci al recourses
to provide services. There nust be adequate facilities to allow
conmunities to develop an integrated rural government.” This is the
checklist to determ ne whether or not an area should be nom nated
and presented for organization.

The next page is titled "Profile of the Unorgani zed Borough" and
shows a map of the state with unorgani zed areas highlighted and
lists informati on on unorgani zed areas.

Nunmber 574

SENATOR WLKEN said that a frequently wused argunent against
organi zation is that there is no tax base, no way for people in
unor gani zed Al aska to provide sonme sort of help for education. He
said that he had three sheets in the packet to show that perhaps
there is a way. The first is a bar chart titled "CGeneral Fund
Contri bution Regional Educational Attendance Areas FY 97-FY 02." It
shows what the unorgani zed areas cost in terns of contributions of
general fund noney over the last six years. The chart shows that
roughly, $125 mllion in general fund nobney has been spent to
operate schools in the REAAs. This represents about 21 percent of
t he budget.

SENATOR W LKEN t hen showed a 10-year REAA School Capital Funding
H story chart. It shows about $200 million for capital spending in
unorgani zed Al aska. He noted that there has been mnimal or no
| ocal contribution on behalf of the residents of the REAA in
unor gani zed Al aska.

SENATOR W LKEN believes there is an asset base to support
educational funding. He produced a Novenber 16 <classified
adverti sement from an unorgani zed area showi ng that there are hones
in that area that are offered for sale for nore than $200, 000. He
said that this isn't an anorphous area that has no comerce.

The next two sheets titled "REAA Wages and Average Enpl oynment (FY
1999) & (FY 2000)" show that $388,546,000 was earned by 15,848
workers in 1999 in certain REAA census areas. These are wages
reported under law to the Departnent of Labor. These are only
earned wages, not barter, trade, or dividend earnings. In 2000 the
figures were simlar. Al though the workers may not always live in
t he unorgani zed area, the paycheck is earned in that area.

Nunmber 535
SENATOR W LKEN summarized the positive aspects of the Equity in
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Educati on Fundi ng Act as:

Al askans who are able to fund education should do so.

Exi sting state | aw regardi ng borough incorporation remnains
in place as an option.

Local citizen participation in education is increased.
More noney is available statewde to increase the
Educati on Fundi ng For mul a.

Proactive steps are taken to fulfill the intent of art. X
of the state constitution.

o ke bE

He considers the upfront costs to be the only drawback. However,
it is his hope that the long-termcosts are carefully consi dered
and the short-term costs accepted.

SENATOR W LKEN t hanked the conmittee for hearing the bill and
said that he was avail able for questions.

SENATOR PHI LLI PS asked what percent of total state enroll ment was
represented by the REAA group.

SENATOR W LKEN said it was about eight percent and that several
years ago 21 percent of the general fund budget went to eight
percent of the students.

SENATOR LINCOLN said that the mjority of her district 1is
unorgani zed. There is concern in her district because |arger
comunities are | ooking at extending into her district by pulling
those areas into their borough. O nmajor concern to her is the fact
that the people won't have the opportunity to vote on the issue,
other than to testify. A few people wll nmake the decision for many
and she is unconfortable with this option. She wondered why the
bill wasn't witten so that the issue could go to a vote.

SENATOR W LKEN responded that he wasn't any fonder of governnent
than the next individual. He suggested that if you went to any
organi zed area and asked if you |ike governnent or not, the answer
woul d nost |ikely be no. Wth this in mnd, it's not practical to
think that individuals would vote to bring in governnent when there
has been none. However, 83 percent of the people of Al aska live
under boroughs that were inposed on them Just four percent of the
people in Alaska living in organized Al aska |ive under voluntary
| ocal governnment. He takes great faith in the fact that the LBC has
shown sensitivity to local control, that there are five people from
across the state fromeach judicial district that have no politica

agenda and are working for the betternent of the state. He
recogni zes that it is sonetinmes difficult for individuals to accept
personal responsibilities that government brings.

SENATOR WLKEN went on to say that if the constitutional suggestion

to organi ze continues to be disregarded, the option renains to take
the process, as it is today, with a vote. However, if that isn't
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done, there has to be a process by which it is acconplished. That
is SB 48, which provides another way to choose governnent.

Nunber 45

SENATOR LI NCOLN said she was certain that woul d be debated further
She then asked if there has been consideration given to the amount
of federal nonies brought in by the REAAs that would be lost to the
state if they were in a borough. She referenced paynent in |ieu of
taxes (PILT) noney in particular. She said there was al so noney
coming in that wouldn't necessarily be lost, such as revenue
sharing, the national forest receipts, fisheries business tax
program and | andi ng tax noni es. However, the PILT nonies brought in
by the REAAs would no longer be available if they were in a
bor ough.

SENATOR W LKEN was not aware of any nonies that would be |ost by
choosi ng | ocal governnent. He asked Senator Lincoln to provide her
list and he would address it. He wanted to know if PILT noney is
874 noney.

SENATOR LI NCOLN said PILT noney is paynent in lieu of taxes. Delta
Junction, for exanple, has $235,433 contributed that wouldn't be
there if they are forced into a borough.

SENATOR LI NCOLN said that there are areas such as Deltana that did
petition for consideration in a borough. They apparently didn't
meet the guidelines but the commssion did review and accept a
nunber of comunities that wanted annexati on or consideration for
bor ough status. She doesn't believe that communities are choosing
to not organize because sonmeone else is paying the tab; it is
because they can't afford to do so.

SENATOR W LKEN coul dn't speak to the Deltana situation other than
that there were some provisions in the petition that weren't in the
best interest of the state. He went on to say that SB 48 all ows
people to help their schools with |ocal governance.

SENATOR W LKEN told nenbers that education reform studied about
three years ago used LBC analysis of the worth of certain areas and
canme up with a rough estinate of property values, given other
assets available to that particular area of the state. That area is
now a second-class city and doesn't assune responsibility for their
education. |If you took the assessed value and divided it by the
nunber of students you woul d have had the fifth richest borough in
the state in terns of asset value per student. That area has the
ability to fund education but has chosen not to do that. He said
that those that can't afford shouldn't and those that can afford
shoul d.

SENATOR LI NCOLN asked about inproving |ocal educational systens
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with local dollars. She thought that noney brought in by borough
formation would go into the general fund and then | egislators would
determ ne how t hat noney is distributed.

SENATOR W LKEN said that was correct and that the educational | obby
is one of the strongest. He would support every dollar comng from
unor gani zed Al aska to help fund education would be a dollar that
goes to educati on.

SENATOR LI NCOLN asked if educational dollars could be tracked
carefully enough to ensure that every dollar collected from a
specific area would be returned to that area for education.

SENATOR WLKEN said it was difficult to track the dollar that way
but that the hypothetical conmunity would not | ose any educati onal
dol |l ars because of the legislation. Local comunities will get nore
noney through 874 and t hrough nore noney in the formula.

SENATOR LI NCOLN said that was nore a question of inproving their
quality of education because of additional dollars comng into the
comunity.

Nunmber 384

SENATOR W LKEN said there were two ways to inprove education.
First, nore noney is put in and nore accountability is expected and
capital and operations inprovenents are expected. Second is the
link between the parent's checkbook and the child in school. He
bel i eves that people care nore about their schools when they are
contributing to themfinancially.

SENATOR KELLY was al so interested in loss of funds if unorgani zed
areas were to becone organi zed.

CHAI RVAN TORCGERSON said that "there is a potential reclassification
of an allocation of funds to an unorganized area to one that is
organi zed, such as the fish tax, nay go to a |l arger group versus a
smaller focus group that hasn't organized, depending on the

boundaries. PILT paynents won't be lost but they will |ose the
classification of having PILT noney cone into the total unorganized
borough and then being hypothetically, mechanically or

mat hematical ly divided by the departnent. It wll be given to the
organi zed area of the new borough based upon geographical
boundaries and how nuch federal land is located with in those
boundaries.”™ There could be a loss, but not directly related to
this but by directly relating a different allocation formula.
Communities are still eligible for the sane thing.

Nunmber 365
SENATOR W LKEN said that there is a suggestion that the 874 noney
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is a local contribution and that is the wunorganized area's
contribution to education. Understanding 874 noney is a subject for
anot her day but he is ready to discuss it.

CHAI RVAN TORGERSON invited Senator Fischer, a nenber of the
Constitutional Convention, to cone forward for testinony.

MR. VIC FI SCHER, a former Alaska Senator, said that SB 48 was an
i mportant step toward inplenenting Local Governnent Article of the
Al aska Constitution. He gave a bit of Dbackground from
Constitutional Convention days, 35 years ago next week. At that
time, Alaska had no regional structure of governance. |In passing
the Oganic Act in 1912, Congress specifically said that
territories could not establish counties. The purpose of this was
to avoid any possibility of taxes being |evied on mning properties
and fish pl ants.

He said the Constitutional Convention Commttee on Local Governnent
essentially had a blank slate. They | ooked at other states, Canada
and Finland for guides. They set certain paraneters and the borough
concept was devel oped.

The Constitutional Convention had in mnd that, upon statehood,
there would be a gradual evolution of regional governnents. The
state had a najor interest in effective | ocal governnent in terns
of furthering the purpose of maxi mum | ocal governnment with m ni nal
overl apping and separate taxing jurisdictions and as a neans of
regionalizing and decentralizing the state roll. The entire state
was to be divided into separate regional borough units.

There were provisions for organi zed and unorgani zed boroughs. The
si ngl e unorgani zed borough is essentially unconstitutional under
the state constitution. The concept was that there would be
unor gani zed boroughs all over the state that would gradually
organi ze, voluntarily, by local initiative. The state woul d provi de
i ncentives and support for organization. The expectation was that
peopl e would want this kind of regional self-governnent process.

Number 280

MR. FI SCHER said that the 1964 Mandat ory Borough Act provides that
only boroughs and cities can exercise | ocal governnent and taxation
powers and that special districts will be dissolved. This neant
t hat independent school districts, outside of cities, could no
| onger exist. The State of Al aska told schools that bonds could no
| onger be sold because the districts didn't exist constitutionally.
In the eight situations where there were independent school
districts, the legislature said "Thou shalt have boroughs."” and
that is how those original boroughs were organized. It was by state
mandate. Although it was expected that areas would organize, the
state could exercise its authority and nandate organi zati on of the
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bor oughs.
Nunmber 249

MR. FI SCHER told nenbers that when oil wealth canme to the state
there were proposals to do what was di scussed in the convention to
regionalize the entire state and use the organi zed and unorgani zed
areas as a neans of sharing the expected wealth comng to the
state. He said the pipeline hadn't been built yet and that, for a
variety of reasons that he wouldn't go into, this didn't happen

MR. FI SCHER comented specifically of SB 48 saying that he is
concerned about the title of the bill. Rather than Equity in
Fundi ng Education, he thought it preferable to call it a |ocal
government act. The existence of the eight boroughs established
under mandate is not under question today. Sonething that seens
controversial now, will be part of the Alaska scene in ten to
twenty years. Another area of concern is that the |anguage and
expl anations of this |egislation nust not give the inpression that
it is punitive in nature.

MR. FI SCHER said that the |egislature does have an alternative. It
is the assenbly for the unorgani zed borough, for all the service
areas and all the REAAs and could go out and establish a property
tax in the unorgani zed areas.

SENATOR LI NCOLN sai d she continues to struggle with the idea that
the 60 legislators determne the fate of the unorgani zed area and
wonder ed what the framers had in m nd.

MR, FISCHER said that they did not have in mnd that the
| egi slature would sit in joint session as the assenbly of the
unor gani zed borough. The evolution was seen as the state being
divided into regions. Each region would nove toward naxi mnum sel f -
government that it could support and accommobdate. There woul d be
| ocal participation in the provision of services to the area. Each
region would be |ooked at separately with nuch |ocal input. The
assenbly was witten in to fill a void until there was |oca
partici pation organi zed.

SENATOR KELLY asked about mning properties and fish processing
pl ant s.

MR FI SCHER sai d that Congress inposed taxation restrictions on the
mning and fishing properties in territories. Counties could not be
formed in territories becomng states making it clear that taxes
could not be collected fromthese areas.

CHAI RVAN TORGERSON said they would return to M. Waring for his
comments of SB 48.
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Tape 01- 2 side A
Nunber 72

MR. WARI NG opened by saying that he would skip nost of his prepared
remarks. He then referred nenbers to the two handouts. The first
| ays out the background considerations for reform of existing
| egislation. The second is a time line showing the series of
actions involved from beginning to conclusion of a petition
process.

MR. WARI NG noved to page three of his prepared remarks expressing
the commssion's view of its role in inplenenting SB 48.

First, in the view of the Conmi ssion, SB 48 is not the
second com ng of the 1963 Mandat ory Borough Act, or any
simlar legislation. Unlike the Mandatory Borough Act, SB
48 authorizes a neasured, case-by-case evaluation of

proposed incorporations. Each petition will be eval uated
on its merits. Proposals that do not neet the standards
wi Il not be approved. And, as under current |aw, even if

a petition neets statutory standards, the Conm ssion can
reject the petition if there are sound public policy
grounds to do so.

| want to assure the legislature and other interested
parties that the conm ssion does not have a mission to
foster boroughs for the sake of boroughs. W don't see
any purpose in worsening the standing of |ocal governnent
in rural Alaska by prematurely creating borough
governnents that are destined to fail. In this regard,
will point to the comm ssion's record. The record shows
that in recent years the conmm ssion has rejected severa
petitions to incorporate boroughs or annex unorganized
areas to boroughs because those petitions did not neet
appl i cabl e standards. Comm ssion staff, with conm ssion
concurrence, also returned two incorporation petitions
that were deficient in content.

The comm ssi on recogni zes that sone rural regions do not
have t he econom ¢ and financial resources needed to fund
borough governnents. The fiscal note that acconpanies
this bill reflects the concern that any borough
established under SB 48 has a solid chance for success.
The only new cost identified in the fiscal note, apart
from al ready mandated organi zation grants, is the expense
of conducting a thorough and i ndependent anal ysis of the
fiscal viability of each proposed borough.
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Est abl i shnent of borough governnents has been a nmatter of
conflict for as long as Al aska has been a state. Wth
that contentious history, it is easy to |ose sight of the
fact that borough governnents have played an enornously
positive role in A aska's devel opnent. Boroughs have been
our main tool to influence econom c devel opnent for
comunity benefit. For exanple, it is hard to believe
that urban and rural conmmunities affected by oil pipeline
construction, oil and gas and mning devel opnent,
managenent of forestry and fishing resources, grow ng
energy demands, growth in tourism and rapid urbanization
woul d have managed better wi thout borough governnent.
Li kew se, boroughs have been the nmeans to fund and
deliver better public services, accountable to | ocal
residents. In nost matters, |ocal governnent governs
best .

Finally, let ne note that the proposed | egislation does
remove one major disincentive to borough governnent.
Section 1 (a) excludes locally untaxed oil and gas
property from calculation of the required |ocal
contribution to education. Qherw se, SB 48 does not
address other significant disincentives that have proven
difficult to reform The proposed legislation sinply
accepts those disincentives as a matter of fact, and
| eaves themto be addressed el sewhere.

In closing, the comm ssion has done its best to neet its
goal of an approach that is unifornmy fair, accountable,
and within the framework of existing |law. W believe the
pr oposed appr oach:
uniformy inplements the standards for borough
incorporation in existing law, but respects the
di verse circunstances in different rural regions;
provi des checks and bal ances; and
is nodeled on existing law and mnimally changes
| aw.

MR. WARI NG said that concluded his remarks and that he would be
happy to answer any questions.

SENATOR LI NCOLN noted that in the fiscal note there were provisions
for a financial consultant for each petition. She wondered whet her
there would be increased conm ssion activity if the bill were to
pass in current form

MR, WARING did not presune that there would be and additional

wor kl oad for the conm ssion nenbers but that was difficult to
predi ct since they have no control over the nunber of petitions
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submtted each year. Additionally, if there are expenses it is
because they are doing work they are supposed to be doing.

SENATCOR LI NCOLN asked that figures for reduction of capital match,
50 percent reduction of fisheries tax and PILT nonies be provided
for the next neeting.

MR. WARI NG said they could be provided.

CHAl RMAN TORGERSON asked if there were any questions or other
t esti nony.

ALLEN TESCHE, Local Boundary Conmi ssion nenber, canme forward to
address several fundanental policy issues that had been raised in
the current |egislation.

The first fundanental policy issue concerns the right of
individuals to vote on organi zati on. Wien the Mandat ory Bor ough Act
was adopted in the md 1960's, it was in response to the fact that
the pace of formng |ocal governnents was slow. The | egislature had
to step in and force the organi zation and incorporation of |ocal
governnments. Many tinmes this was against the wll of the people.
Al t hough the right of people to vote is inportant and should be
guarded, it is inportant to have a system to bring about the
creation of new | ocal governnments when people are unable to | ook at
the situation with a long range tine frane. Wiat nmay be di st asteful
today nmay be an accepted and desirable fact in 50 years.

The second question asks whether |ocal governnent shoul d be forced
on people when it would effect economc strain. He wanted comm ttee
menbers to refer to page 32 of the annual report provided by LBC
staff to commttee nenbers. This outlines the list of standards
that are gone through to determ ne whether or not a particular area
neets the test for incorporation. Anong the standards, the nost
inportant is the ability of the local comunity, through its
econony, its people, and its resources, to support |ocal
government. It is not the desire of the comm ssion to bring about
the formation of |ocal governnent, which ultimtely fails. He
referred to the Adak petition discussed earlier and said that a
primary question was "Was there enough of a local econony to
support people who, in turn, would support |ocal governnent?".
Utimately, the decision was yes, but not until nuch study had been
undert aken.

MR TESCHE t hanked the conmttee for the opportunity to address the
questions raised by the conmttee.

CHAI RVAN TORGERSON sai d that the issue would be brought up again

and that there would be a Saturday neeting providing the public an
opportunity to testify.
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There being no further business before the conmttee, neeting was
adj ourned at 3:35 p.m
#
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