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ACTI ON NARRATI VE

TAPE 01-3, SIDE A
Number 001

CHAI RMVAN JOHN TORGERSON called the Senate Comunity & Regional
Affairs Conmttee neeting to order at 1:30 P.M Present were
Senators Austerman, Phillips and Chairnman Torgerson. Senator Kelly
was expected to arrive late and Senator Lincoln was represented by
staff because she was ill.

The first order of business was SB 4.
#SB 4

SB  4- MUNI Cl PAL PROPERTY TAX EXEMPTI ON

CHAI RVAN TORGERSON cal | ed Senator Therriault forward to give an
overview of the bill.

SENATOR THERRI AULT said the bill was introduced under his nane as a
reaction to a request from the Fairbanks North Star Borough
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Assenbly because nore local flexibility is desired wth respect to
the residential property tax exenption.

The interest stens fromthe proposed 10-m || cap on property taxes
and the feeling that property owners bear an unreasonabl e portion
of the government expenses. SB 4 proposes to raise the ceiling from
$10,000 to $50,000 on the amount a nunicipality my offer in
residential property tax exenptions. The exenption is subject to
| ocal taxing authority discretion, as is currently the case. The
current cap has been in effect since 1974 so it is tine to revisit
t he issue.

Nunber 47

SENATOR THERRI AULT said that it was al so brought to his attention
that the nandatory exenption for senior citizens and veterans
provi des no nechanism for |ocal governnments to assess property
taxes md year if a property changes hands from an exenpt party to
a non-exenpt party. SB 4 allows nunicipalities to prorate taxes
after such transfers of ownership but there is no wording for
prorating in the other direction, from non-exenpt to exenpt. He
suggested that this is sonething the comrttee mght want to
consider and he wel comes the discussion. However, it is tine to
address the issue of prorating taxes.

Nunmber 84

SENATOR THERRI AULT said that the state assessor was on |ine and
available to answer questions about the bill's inpact on state
revenues. Although it was not his intention to inpact the state
treasury, a borough raising the exenption cap to $50,000 and then
raising the mll rate to make up the revenue |oss, would inpact
state revenues. At the sane tine, he wanted conmttee nenbers to
realize that the estimates of the revenue |osses are just that,
estimates. Exact figures are very difficult to establish.

Menbers of service areas in the Fairbanks North Star Borough have
contacted Senator Therriault asking if adjusting their mll-rate up
is the only way to capture |ost revenue. He has been in discussion
with his local government and is |ooking at ways to structure the
bill so that service areas are not adversely affected. This could
mean that the exenption can be offered on the portion of the mll
rate that covers general governnent services, or things offered
area wi de. Service areas could be picked out saying they operate
out side that exenption

SENATOR THERRI AULT said he realizes that the provision of the bill
that allows the senior citizen property tax nechanism to be
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nodi fied for prorating collection of property tax opens the bill to
i nclude that section of the statutes. He said he woul d understand
if the commttee chose not to address that area of the statutes.

CHAI RVAN TORGERSON agreed but said it was sonething that needed
review. Wth small governnments, a floating date for tax exenption
rather than a January 1 eligibility cut off for the entire year,
coul d have a large inpact causing budget shortfalls.

CHAI RVAN TORGERSON asked for anyone el se wanting to testify on SB
4.

MR. KEVIN RITCH E fromthe Al aska Minici pal League cane forward to
state his endorsenent of the bill. He said this bill allows
muni ci palities an additional tool for local control of property tax
equity.

CHAI RVAN TORCGERSON asked hi s opinion on the inpact on service areas
or small governments if a floating date for property tax exenption
was adopt ed.

MR RITCH E said he was not in the roomduring that discussion and
couldn't conment.

SENATOR PHI LLI PS had the sane concern.
Nunmber 193

CHAI RVAN TORGERSON expl ai ned that the concern was the inpact on
smal | governnents or service areas where a relatively |arge nunber
of properties may be exenpted and revenue would be lost. The only
choice to recover that revenue would be to adjust the mll rate
upward. Wth this in mnd, the conmttee would be charged with the
task of trying to exenpt sone service areas. As the |oca
governnment representative, he was interested in M. Ritchie's
t houghts on the matter.

MR. RITCH E said that Steve Van Zant mght be a better person to
answer the question but that he didn't feel that the anount of
noney invol ved woul d be substantial.

CHAI RVAN TORGERSON asked whet her Steve Van Zant was on |ine and had
he heard the question.

MR STEVE VAN ZANT, state assessor, said he had asked all assessors
for their input on the exenption issue. They didn't think that the
i npact would be substantial but service areas weren't asked
specifically, just municipalities in general.

SENATE CRA COW TTEE - 5- February 7, 2001



SENATOR PHILLIPS asked for the Anchorage figures. He had the
figures for Fairbanks, Kenai, North Sl ope and Val dez and wonder ed
i f Anchorage m ght not be affected.

MR. VAN ZANT referred the question to Dan Di cki nson.

MR. DAN DI CKINSON, Director of the Tax Division, Departnment of
Revenue, said that Anchorage plays a very small roll in terns of
the effect this legislation plays on state revenues.

CHAI RMVAN TORGERSON thought the fiscal note was fairly self-
expl anat ory.

SENATOR THERRI AULT addressed Senator Phillips' question saying that
there are just five nunicipalities that currently exercise the
optional exenption: Bristol Bay, Fairbanks North Star Borough,
Kenai Peni nsul a Borough, North Slope Borough and City of Val dez.
Anchorage doesn't show on the spreadsheet because they aren't
currently exercising the option.

CHAI RMAN TORGERSON asked "If the state is faced with another 10-
mll cap initiative and that was to pass, that would, I'm assum ng,
preclude the taxing jurisdictions fromincreasing the mll rates so
this would, actually, cone right off the bottomline. Is that the
way to read this?"

MR. VAN SANT said that this is very different than a 10-m || cap.
In fact, in the situation discussed here, it is assuned that the
municipalities affected would try to nake up the state revenue sone
other way such as by increasing the mll rate. If a 10-mll cap
were | ayered over that the affect would be different. The revenue
shortfall would have to be nmade up with al cohol taxes, bed taxes
and others that are not property tax.

CHAI RVAN TORGERSON asked that the record show that Senator Kelly
arrived during the previous discussion.

SENATOR THERRI AULT wanted to clarify for commttee nenbers that the
real concern for service areas cones fromthe second portion of the
bill dealing with the cap increase from $10, 000 to $50,000. To nake
up for budget shortfalls, |ocal governnent would have to increase
the mlIl rate and therefore shift nore of the |ocal property tax
burden to undevel oped | and and busi nesses and there woul d be | ocal
pressure not to do that.

SENATOR THERRI AULT wanted to make clear that current wording in the
statute says that voters would have to ratify the ordi nance.
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CHAI RVAN TORCGERSON asked if the laws outlining the neeting dates
for the Board of Equalization (BoE) would have to be changed.

MR VAN SANT said he didn't anticipate any probl em because property
val ues woul d be set by the time the BoE neets in April.

CHAI RVAN TORGERSON cal | ed on Nadi ne Har geshei ner from Fairbanks.

M5. NADI NE HARGESHEI MER with the Fairbanks North Star Borough
supports SB 4, particularly the increase in the cap from $10,000 to
$50, 000. She said that people are generally confortable with the
| evel of service received but perhaps not with the fundi ng source.
About 80 percent of the Fairbanks North Star Borough revenues are
derived fromproperty tax. They have created an alternative revenue
task force that communicates with the public to determ ne how
services will be funded. Although the increase in the residential
exenption may or may not be used, they actually view the exenption
as a tool in the process. If there is another revenue source
avai l abl e, they m ght not increase the residential exenption but
they aren't ready to do without the revenue. There would still need
to be passage by the assenbly and public ratification.

She said there would be an inpact on service areas. They have every
intention of keeping fire, enmergency and road services whole. |f
nore residential land is exenpted then the mll rate will have to
go up. They have wi dely varied popul ation densities in different
service areas and they don't know how business will be affected in
each of these areas if the residential exenptions are increased. It
could range fromonerous to a non-event but they won't know until
t hey begin | ooking at the specifics in each area.

CHAl RMAN TORGERSON asked if she had the spreadsheet prepared by
Steve Van Sant titled "Estimted Revenue Loss Due to Increased
Al l owance for Residential Exenption". He said it |ooks as though
the state would lose noney if the borough wide mll rate were
i ncreased.

M5 HARGESHEI MER agreed and said they were | ooking at inplenenting
revenue sources separate from property tax so that revenue stays
the sanme and people are paying |less property tax. They are | ooking
at al cohol, sales, and personal property taxes, not the mll rate.
They want to shift the burden fromthe property owners.

CHAI RMAN TORGERSON commended those efforts, but said there was

still the possibility that if the ml|l rate were increased, the
state would lose $1.6 million in revenue.
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MAYCOR BURT COITLE of Valdez testified that they too were in support
of SB 4. It is their belief that they would have greater |oca
control and taxes woul d be stabilized with passage of SB 4.

CHAI RMAN TORGERSON said that SB 4 would be set aside and heard
agai n.

#

Nunber 326

#SB48
SB  48- MUNI Cl PALI TI ES: | NCORP/ PROPERTY VALUATI ON

CHAI RMAN TORGERSON read the full title of SB 48. He said Senator
Wl ken had given the sponsor's statenent and the Boundary
Comm ssion had given their initial reaction in the 1/31/01 heari ng.

CHAI RVAN TCORCGERSON asked Pat Pollen to come forward and address the
revenue inpacts of SB 48 to municipalities.

MR. PAT POLAND, Director of Comunity and Busi ness Devel opnent,
said that in an effort to explain the possible fiscal inpacts of SB
48 he had sunmarized the statewi de prograns and the potential
i npacts of each. There are extrene variations by region, so to have
a meani ngful di scussion about a particular region, calculations for
that region would have to be addressed. He said that Bill Rolfzen
was available to answer technical questions on the follow ng
progr ans.

* National Forest Receipts Program Distributes federal funds
for education and roads only to organi zed boroughs, REAAs, and
cities within national forests. |If both national forests in
Al aska were wholly included in organi zed boroughs, four REAAs
and 16 cities located within the unorgani zed portion of the
Tongass and Chugach National Forests woul d becone ineligible
for funding.

Potential |Inpact: The $5,567,748 currently received each year
by the four REAAs and 16 cities would be shifted to organized
bor oughs. The organi zed boroughs woul d assunme responsibility
for education in the areas previously served by the four REAAs
and in 9 of the 16 cities that currently provide education
services. The revenue is redistributed, not |ost.

e Paynment in Lieu of Taxes (PILT): This program provides
paynments to local governnents containing federal | ands
(national forest, national parks, etc.). Due to a specia
Al aska provision, 96 cities in the unorgani zed borough receive
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PILT funds anpbunting to $5.1 million annually.

Pot ent i al | npact : If the unorganized borough becane
i ncorporated as boroughs, the cities located within those
bor oughs woul d becone ineligible for PILT funds. Those funds
woul d subsequently be distributed directly to the new
boroughs. Again, this is a shift in revenue, not a | oss.

 State Revenue Sharing: Uni ncorporated comunities and
volunteer fire departnents (VFDs) l|ocated wthin the
unor gani zed borough qualify for funding under the state
revenue sharing program Currently, 65 uni ncor porated
comunities receive a total of $241,000 annually and 21 VFDs
received a total of $12,000 annually.

Potential Inpact: Upon incorporation of a borough, these
entities would no longer be eligible for funding. Their
al l ocations would be redistributed to all rnunicipalities under
the existing revenue sharing forrmulas. Mnies would be
redi stri buted.

* Unincorporated Capital Match Grant: There are currently two
state capital matching grant prograns. One program provides
funding for nunicipalities that share available funding
t hrough a fornul a-based all ocation. A second program provi des
fixed $25,000 capital nmatching grants for unincorporated
communi ties | ocated w thin the unorgani zed borough. Currently,
74 uni ncorporated conmunities participate and receive a total
of $1, 850,000 annually.

Potential Inpact: If the unorgani zed borough were incorporated
entirely as boroughs, the unincorporated conmunities would no
| onger be eligible for direct participation in the program
Funding for the unincorporated comunity program would be
rolled into the nunicipal capital match programin which the
new y i ncorporated boroughs woul d partici pate.

* Fisheries Business Tax: Under the Departnent of Revenue Shared
Fi sheries Business Tax Program cities located within the
unor gani zed borough retain one-half of the state fish tax
col | ected based on fish processing that occurred within their
respective city boundaries. Last year, 30 cities located in
t he unorgani zed borough received a conbined total of about
$7.7 million.

Potential Inpact: Cties |located within a borough are required
to split the local share with the borough. Consequently, after
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i ncorporation of a new borough, half of this locally shared
anount would be distributed to the new borough in which the
city is located. This change in distributing fish tax funds
woul d occur over a five-year period.

MR POLAND stressed that this was a quick review but that anal yzing
a particular region is necessary in order to draw accurate
concl usi ons about i npacts.

CHAI RVAN TORGERSON asked about needing feasibility studies before
bor oughs are enact ed.

MR. POLAND said there is no such requirenent. Rather, there is a
provision in statute allowing regions to request grants of about
$100,000 to do feasibility studies. The fiscal note reflects that
anount being spent for an on the ground contractor to collect
feasibility data such as potential revenue sources and financi al
i npacts.

CHAI RMVAN TORGERSON asked where the responsibility lay for
determning titles and boundari es.

MR. POLAND said they anticipate spending up to one-half of the
$100,000 in that area. They woul d take a professional sanpling to
determne the nature of the property in an area. Their expectation
is that in the majority of the cases, property tax isn't going to
be the nechani smused to generate revenue to support a borough. If
it were, it would come froma principle source such as oil and gas
properties.

CHAI RVAN TORGERSON asked, "If they did oil and gas property would
they require them to levy a tax on all the residents of the
bor ough?"

MR. POLAND said yes, they woul d.

CHAI RVAN TORGERSON asked whether a title search would be required
on all properties before the tax is |evied.

MR. VAN SANT said that, in npst cases, sone title searches would
have to be done to determ ne ownership, which properties are
taxabl e and where tax bills should be mail ed.

CHAI RVAN TORCGERSON asked for the fiscal note prepared several years
ago on this issue. He was particularly interested in the provision
for oil and gas property valuations if property taxes were
i nstituted.
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He also wanted information on land grants available to each
bor ough.

VR. POLAND said 10 percent of the vacant, unr eserved,
unappropriated property is available for land grants to boroughs.
Any land that is resource rich is already reserved by the state and
not sel ect abl e.

SENATOR AUSTERVAN asked M. Poland about cities around the state
t hat have dropped their classification because they couldn't afford
to keep the city or nunicipality going.

MR POLAND said there were several communities that dissolved about
six or seven years ago. Although the small governnents were
struggling, the primary notivation in these cases was a desire to
enbrace tribal governnent.

SENATOR AUSTERVAN wanted to know the inpact this bill would have on
t hese types of conmunities.

MR. POLAND said there shouldn't be direct financial inpacts. He
poi nted out that one of the strengths of a regional governnent is
that issues that are difficult to deal with on an individual
comunity |l evel are nore easily addressed on a regional |evel.

SENATOR KELLY asked why there were no longer any 3rd class
bor oughs.

MR PCOLAND said that 3rd class boroughs were basically incorporated
school districts with no planning power. It was thought that if
there was going to be a regional governnent they should have
pl anni ng power. Through |egal anendnents, the 2nd class borough
becane nore flexible and the 3rd class boroughs were no |onger
needed.

Nunber 593

CHAI RVAN TORGERSON cal | ed for public testinony.

Side B

MR WAYNE SCHAFFER from Sl ana, outside Tok, said that people is his
area see no reason for boroughs or taxation since there was no tax
base in the area.

M5. DI ANNE JENKINS AKIN from Tok spoke for the chanmber of comrerce

and herself. She said there is no tax base and nost lands in the
area are either federal or native. She said that they want to know
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where the seat of governnment would be |ocated and what benefits
t hey coul d expect to receive.

MAYOR ED ZEI NE of Cordova said the Cordova City Council has given
unani nous approval for SB 48. Two years ago, they conducted a study
to review the economc benefits of formng a borough and how
Cordova and Prince WIIliam Sound woul d be affected. The Boundary
Comm ssion has a copy of that study.

MR. R J. KOPCHAK said Cordova and other Prince WIIliam Sound
communi ties had studies done beginning in the early 1970s. 1n 2000,
there was an economc profile of Prince WIIliam Sound done
docunenting the economes of the region. It was determ ned that
there are sufficient resources to fund a borough governnent.

Cordova favors SB 48 due to frustration relating to regional
governnment over the last several decades. This bill renoves many
obstacl es and makes it possible for a notivated comunity to bring
a borough governnment to regional attention. They see borough
government as beneficial to education, |and use, and |ong-term
resour ce nanagemnent.

Nunmber 526

CHAI RVAN TORGERSON asked why Cordova didn't petition to form a
bor ough wi thout the bill

MR. KOPCHAK said that a regional petition relating to borough
governnent is fairly conplicated and drawn out and that Cordova is
a very small town w thout the human resources to bring a petition
to fruition.

CHAI RVAN TORGERSON t hought that perhaps the petition process should
be studied if it presented such difficulties.

M CHAEL NELSON from Tok testified that he couldn't see that taxes
are justified in areas that are small and wthout mny job
opportunities.

DAVE DENGEL, City Manager of Valdez, said the city council hasn't
taken an official position on SB 48 but that, in the past, they
have objected to any legislation requiring formation of boroughs.
Section 2 of SB 48 causes the nobst concern because Val dez wants to
be able to vote on whether or not they formor join a borough. The
city willingly pays a substantial anount for education and they
will continue to do so. However, it is inportant to note that the
tax base in Valdez is declining fromfive to ten percent per year
due to devaluation of pipeline properties. Understanding the
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inplications of the decline in valuation is inportant for not just
Val dez but the entire Prince WIIliam Sound when consi deri ng bor ough
or gani zati on.

Nunmber 466

CHAI RVAN TORCGERSON asked whet her M. Dengle anticipated the council
taking a vote for or against as a resolution.

MR. DENGEL said they probably woul d.

SENATOR PHI LLI PS asked M. Shafer from Slana if he felt he should
pay sonething toward the cost of education

MR. SHAFER said the revenue base in his area was zero and that
i nposi ng taxes on the residents woul d cause the businesses in town
to fail and jobs to be |ost.

SENATOR PHILLI PS said that the unorganized areas of the state were
going to have to pay sonething toward education even if it was a
reduced anount.

MR. JCE RILEY of Gakona asked if the lands belonging to Native
corporations would be taxed.

CHAI RMVAN TORGERSON sai d that Congress exenpts undevel oped Native
| ands from taxation.

MR. RILEY asked if they would have a say in the type of tax to be
levied if this bill were to pass.

CHAI RVAN TORCGERSON said that this bill lets the departnent nom nate
areas to go before the Boundary Conm ssion. There would be plenty
of opportunity for public coment.

MR. RILEY said he would like to see nore than the one required
publ i c heari ng.

CHAI RVAN TORGERSON said that was a good point. He then rem nded
everyone that the purpose of this neeting was to take public
testimony and not to debate the nerits of the bill

M5. DEBBIE MUR from Tok said that the community isn't ready to pay
taxes and they are particularly unhappy at the prospect of having
the right to vote on annexation or borough formation taken away.

CHAI RVAN TORGERSON asked for any other public coment. There was
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none so he cl osed the public comrent portion of the neeting.
Nunmber 345

CHAlI RMAN TORGERSON asked M. Pol and whet her the $300, 000 grant for
i ncorporation expenses should be adjusted upward. He referenced
Cordova's coment that they couldn't afford the current petition
application for borough fornmation.

MR. POLAND said sone clarification was in order. It was his
understanding that the city of Cordova commented that with their
exi sting resources they don't have the capacity to fully explore
and develop a petition. Separate from that, there 1is an
organi zational grant providing $300,000 the first year, $200, 000
the second year and $100,000 the third year that would go to a
region after it had formed a borough.

He also said that a | aw was put on the books a nunber of years ago
allowing a region to apply for up to $100,000 in grant nonies to
explore the feasibility of establishing a borough but to his
know edge, that program was never funded.

CHAI RVAN TORGERSON asked if they had funded the Prince WIIliam
Sound st udy.

MR. POLAND didn't believe so; that Coastal Zone Managenent was
i nvol ved there.

SENATOR PHI LLI PS asked what "each area having the opportunity for
public conment” neant.

MR POLAND said the general practice is to go to population centers
but that the departnent and conmm ssion nmakes an effort to allow
everyone to appear in person and be heard.

CHAI RVAN TORGERSON sai d that issue had been addressed previously
but it mght warrant revisiting. He asked for other coments or
guestions. There were none.

CHAI RVAN TORGERSON announced that the bill would be held over
Public testinony woul d be taken on Saturday February 10, 2001 from
1:30 to 3:30 p.m Senator Phillips would be available via
t el econf erence.

#

There being nothing further to cone before the commttee, the
nmeeting was adjourned at 2:45 p. m
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