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ACTI ON NARRATI VE

TAPE 03-13, SIDE A
Number 0001

CHAIR CARL MORGAN called the House Community and Regional
Affairs Standing Comrmittee neeting to order at 8:07 a.m
Representatives Mrgan, WIlf, Kott, Anderson, and Ci ssna were
present at the call to order. Representatives Sanuels and
Kookesh arrived as the neeting was in progress.

HB 209- MUNI . TAX: PROPERTY AFFECTED BY DI SASTER

CHAI R MORGAN announced that the first order of business would be
HOUSE BILL NO 209, "An Act relating to nunicipal property tax
adj ustnments for property affected by a disaster."”

Number 0130

REPRESENTATI VE M KE  CHENAULT, Al aska State Legi sl ature,
testified as the sponsor. He explained that the intent of HB
209 is to give boroughs the opportunity to provide tax breaks to
owners in the event of casualty l|oss such as froma fire in the
hone. Representative Chenault said:

HB 209 will allow nunicipalities to provide a tax
reduction for properties destroyed, damaged or
ot herw se reduced in value as a result of a disaster.
A municipality can adopt, by ordinance, criteria for
assessnent or reassessnent of the property val ues.

What this legislation is intended to do is to broaden
the nmunicipalities' authority to define "disaster" to
include for exanple, a fire or flood that occurs
within a hone. It repeals Section 29.45.230(e). In
this section "disaster™ neans a mmajor disaster
declared by the President of the United States under
federal law or a disaster declared by the governor.

Currently, there are other st at es: Ari zona,
California, | daho, M ssi ssi ppi , Pennsyl vani a, and
South Dakota ... that currently provide pro-ration of
taxes for casualty | oss. O her states are currently

considering simlar |egislation.

Nunmber 0315
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REPRESENTATI VE CISSNA inquired as to why this hasn't been done
bef ore.

REPRESENTATI VE CHENAULT said that he didn't know. He noted that
he has been approached by [the Kenai Peninsula Borough].
Representative Chenault posed a situation in which an
individual's taxes are due on the first of January and that
i ndi vi dual's house burns on the fifth of January. Under HB 209,
the borough could opt to pro-rate the individual's taxes based
upon the nunber of nonths the house was |ivable. This is
currently not allowed under state law and thus HB 209 would
pl ace this power in the hands of the borough where he indicated
it should be.

REPRESENTATI VE ANDERSON inquired as to the current process wth
regard to a disaster.

REPRESENTATI VE CHENAULT reiterated that a disaster has to be
declared by the President of the United States or the governor
He was not aware of any process by which boroughs could take
into consideration an event [such as a fire] and declare it as a
di saster. In response to Chair Mrgan, Representative Chenault
confirmed that HB 209 al so includes nunicipalities.

Number 0561

KEVIN RITCH E, Executive Director, Alaska Minicipal League
(AML), said that AML likes bills such as HB 209 because of its
optional nature. Therefore, AM. supports the concept enbodied
in HB 209, he said.

REPRESENTATI VE KOIT specified that HB 209 Dbroadens the
opportunities for nunicipalities and boroughs to declare
property taxed at a reduced |level based on the category of
di saster, not natural disaster, as construed by municipalities
or boroughs.

MR. RITCH E agreed.

REPRESENTATI VE ClI SSNA restated her earlier question with regard
to why this hasn't been done before.

MR. RITCH E answered that he didn't know, although he noted that
HB 209 provides the nunicipalities a broader hand to nake
decisions wth regard to timng and standards for what
constitutes a disaster.
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Number 0691

REPRESENTATI VE KOTIT asked if there could be a situation in which
a honmeowner has to pay taxes on real property that is no |onger
real, such as a house that burned and for which there is no
val ue.

MR RITCH E said that he couldn't answer the question, although
he offered his belief that it would be a matter of timng in the
tax year.

Nunmber 0832

DAN BOCKHORST, Local Boundary Conmi ssion, Division of Comunity
and Busi ness Devel opnent, Departnent of Comunity & Economc
Devel opnent (DCED), answered Chair Mrgan by saying that the
departnment hasn't taken a position on the |egislation.

Nunmber 0848

ED OBERTS, Mayor's Assistant, Kenai Peninsula Borough Myor's
Ofice, informed the conmttee [that the borough] would like to
have the flexibility to address smaller situations in which a
single house or a few houses burn or are destroyed [after the
assessed value and taxes have been determned by the |ocal area

governnment]. Under current st at ut es, [ bor oughs and
muni cipalities] establish assessed val ues and taxes January 1st,
but the billing occurs in the fall. Therefore, an individual
who | ost his/her house in the spring could receive a bill based
on the assessed value of the house before its dem se, although
the house wouldn't have any value at that point. If the
i ndi vi dual doesn't have insurance, the individual can't afford
to rebuild a livable structure very quickly. I ndi viduals in
such situations cone to the mayor and plea their case, although
the mayor has no authority to grant an exception. Thi s

l egislation attenpts to provide flexibility to establish
criteria in order to address the aforenentioned situations.

REPRESENTATI VE KOTT directed attention to Section 2 of HB 209
and asked whether the requirenment that the boroughs establish
criteria for the reduction of taxes would cause any difficulty
for the boroughs and municipalities. He also inquired as to the
extent such woul d be acconpli shed.

Nunmber 1003
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MR. OBERTS remarked that the commttee mght want to consider
changing the "shall" to "may" in Section 2.

REPRESENTATI VE WOLF inquired as to the sponsor's thoughts wth
regard to the suggestion to change "shall" to "may."

REPRESENTATI VE CHENAULT said that he believes boroughs and
muni cipalities should be given all the options, wthout forcing
a change. Therefore, he said he didn't have any "nmgjor
heartburn” with such a change.

CHAI R MORGAN cl osed public testinony.
Nunber 1132

REPRESENTATI VE KOTT noved that the commttee adopt Anendnent 1,
whi ch read:

Page 1, line 10,
Del ete "shal I"
| nsert "may"

REPRESENTATI VE KOTT expl ai ned that this change would provide the
municipalities and boroughs wth the greatest | evel of
flexibility. He said, "I'm not really too keen on mandating
sonmething on an entity that is already suffering financially and
we' re addi ng one nore | ayer of governnent."

There being no objection, Amendnent 1 was adopt ed.
Number 1205

REPRESENTATI VE KOIT noved to report HB 209 as anended out of
commttee with individual recomendations and the acconpanying
zero fiscal note. There being no objection, CSHB 209(CRA) was
reported from the House Comrunity and Regional Affairs Standing
Commi ttee.

HB 216- MUNI TAXATI ON OF REFI NED FUEL PRODUCTS

CHAI R MORGAN announced that the final order of business would be
HOUSE BILL NO 216, "An Act relating to nunicipal taxation of
refined fuel products.”

Nunber 1260
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REPRESENTATI VE ANDERSON, spoke on behalf of the House Labor and
Commer ce St andi ng Committee, t he sponsor of HB  216.
Representative Anderson explained that HB 216 clarifies |oca

taxing authority for refined fuels sold both inside and outside
of a local jurisdiction. Furthernore, HB 216 clarifies the
| ocal jurisdiction's right to tax any fuel consunmed within its
gover nnent al boundaries, although local jurisdictions don't have
taxing authority for value-added products refined for shipnent
and sale outside the I|ocal boundaries. He highlighted that
clarification is also necessary in order to |imt the nunber of
entities that can tax fuel. Representative Anderson said that
the clarification contained in HB 216 wll benefit |I|oca

governments. In noting the uncertainty in state law with regard
to the authority to tax fuel, Representative Anderson referred
to fornmer Alaska Attorney Ceneral Avrum Gross's My 29, 2002,
opinion for the Fairbanks North Star Borough. He urged the
commttee's support for HB 216 and concluded by noting that
Representative Sanuels my offer an anmendnent worthy of
consideration so long as the amendnent doesn't take away a
federal nandate.

Number 1514

JEFF COOK, Vice President, External Affairs, WIIlians Al aska
Petroleum Inc., provided the follow ng testinony:

WIllians operates Alaska's largest refinery at North
Pol e near Fairbanks. In addition, WIIlianms owns
products and termnals in Fairbanks [International]
Airport and at the Port of Anchorage. W operate 29

convenience stores in seven Alaska ... comunities
t hroughout Al aska. And we also owmn a 3 percent
interest in the Trans-Al aska Pipeline. Si nce our

refinery at North Pole cane on-line just over 25 years
ago, we have purchased a total of $300 million barrels
of crude oil from the State of Alaska royalty crude.
Paying the state approximately $5 billion dollars for
t hat crude. Qur refinery and the other refineries in
Al aska have been a real value-added success story in
Al aska' s econony.

| am here to support HB 216 and the sponsor statenent.
And the comments by Representative Anderson provide an
excellent summary of the reasons this bill should be
support ed. On June 25th of last year a special
el ection was held for the Fairbanks North Star Borough
to determine if a tw cent per gallon transfer tax
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shoul d be enacted. That would offset property tax
under the revenue cap that the borough had in place.
Fortunately, the tax proposal failed by a vote of 62
percent "No" to 38 percent "Yes," but that process in
the election did bring to the forefront a potenti al
taxing problem that could be devastating to Al aska
refiners; one that discourages future val ue-added
investnments in the Alaska refining business. Had that
tax passed, WIllianms Al aska and our neighbor refinery
Petro Star owned by Arctic Slope Regional Corporation

woul d have had to pay out in excess of $20 mllion per
year, though we think there were a |ot of exenptions,
especially on the jet fuel. And we sinply wouldn't
have paid the tax and l|let the borough establish that
we did in fact owe it. That added cost could not be
passed on to the nmjority of our consunmers as they
have alternative sources of supply. WIllians refines

about 70,000 barrels a day of product and about 60
percent of that product is jet fuel wth over 90
percent of that product shipped by rail for use not
only at the Anchorage Airport but barged to coastal
comunities and river communities in Al aska for use at
their airports as well as other honme heating fuel
product s: gasoline and diesel for generation is also
exported by barge.

MR. COOK conti nued:

The air passenger and air cargo business in particular

are very conpetitive. The air carriers will not pay a
penny nore for a gallon of fuel than is necessary.
The recent decision by Ar France to pull out of

Fai rbanks to use |longer range aircraft and now be able
to fly over Russian airspace points out t he
vulnerability of the air traffic business in Al aska
That pull out from Fairbanks [International Airport]
has a significant economc inpact. It would be unw se
to burden air carriers in a very conpetitive market
with anynore taxes that they would not be able to

absor b. | mght also add that we have a grow ng
market in the export of a product that we call
napht ha, which is a gasoline blend stock. And our
trading partner (indisc.) recently built an ice-class
vessel ... so that they can take that product in and

out year round from the Port of Anchorage; and that's
a significant econom c  benefit t hat woul d  be,
certainly, in jeopardy if we pile taxes on. An
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additional point that was brought up is our concern
that there are as many as eight taxing jurisdictions
between our North Pole refinery and the Port of
Anchorage where we ship our fuel. Actually, three of
those are in Fairbanks since we have the Cty of North
Pole, Cty of Fairbanks, and the Fairbanks North Star

Bor ough. If all of these entities did tax fuel
exported from Fairbanks we would ... sinply be driven
out of business; we couldn't be conpetitive. It is in

the best interest of the State of Alaska and the
consuners of Alaska to have an equal tax on refined
products exported out of any refining conmunity. This
is inportant for the preservation of jobs and economc
inmpact from the Alaska refineries, and also to
encourage those refineries to do future expansions.

Al aska refiners, right now, are faced with mllions of
dollars of new investnent by the end of 2006 to neet
federally mandated clean fuel requirenents. Such

i nvest nment woul d be certainly di scour aged and
difficult to do if we had these additional taxes on
our product. There is also sonmething unfair in having
taxpayers from other parts of Al aska pay the cost for
| ocal governnment, say in Fairbanks. The Fairbanks
property owners woul d' ve received property tax relief
and consuners of gasoline, heating fuel, and other
products in the state would potentially pay higher
prices for those products. W really couldn't pass it
on, in nost <cases, to the airlines. In that
conpetitive business ... the nmarket mght end up in a
hi gher price on consumer products other than airlines.
And those people in Fairbanks should be able to see
the inequity of this also. If you wanted to carry
this type of taxation to its extreme, the Port of
Anchorage, which is owned by the nmunicipality, could
decide they want to tax every pound of freight going
north as sort of a payback for a fuel tax that their
consuners mght have to pay based on a tax out of
Fai r banks. | don't think this is a trend we want to
see starting in Al aska. And as noted prior to the
vote in Fairbanks last June, the fornmer attorney
general Avrum Goss did render an opinion to the
Fai rbanks North Star Borough at the request of the
Assenbly and he concluded, as noted, there was no

certainty on that taxing authority. W feel that
passage of House Bill 216 wll be good for Alaska
refiners, |ocal governnents, and consuners. It wll
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clarify taxing authority, create a level playing field
for refiners throughout the state and avoid costly
litigation and court challenges in the future. So
. | would urge, both on behalf of nyself and ny
conpany you to pass House Bill 216.

Nunmber 1866

REPRESENTATI VE KOOKESH asked if WIlians Petrol eum Al aska, |nc.
pays sone sort of tax in Fairbanks already.

MR. COOK answered that the conpany pays property tax and ranks
the second highest in assessed value in the Fairbanks North Star
Borough. Wl lians Petroleum Al aska, Inc., pays in excess of $3

mllion. In response to Representative Kookesh, M. Cook
explained that the only taxing done now is within the Gty of
North Pol e. There are no fuel taxes levied by the other

gover nnent s.

REPRESENTATI VE ANDERSON inquired as to what other conpanies
woul d be inpacted by [HB 216].

MR. COK responded that potentially all of the refiners would be
inpacted by this |egislation. He identified the Petro Star
refinery and Tesoro in N kiski.

CHAI R MORGAN asked if M. Cook's earlier comrent regardi ng cl ean
fuel was in reference to ultra-1ow sul fur fuel

MR. COXX replied yes. In further response to Chair Mrgan, M.
Cook explained that WIlliams Petroleum Alaska, Inc., wll
upgrade its refinery for gasoline. He noted that WIIlians

Petrol eum Al aska, Inc., refines about 6,000 barrels of gasoline
a day and Tesoro refines about 11,000 barrels. For diesel, M.
Cook pointed out that low sulfur diesel is initially applying to
hi ghway diesel. Only 5 percent of the diesel consunmed in Al aska
is highway diesel. WIllianms Petroleum Alaska, Inc., can't
justify the extreme expense, $120-$140 nillion for 800 barrels a
day out of the 6,300 barrels a day of diesel, [for changing the
facilities to produce ultra-low sul fur diesel].

Nunber 2030
JIM BOLTZ, Chief Qperating Oficer, Petro Star, Inc., informed
the commttee that Petro Star is a wholly owned subsidiary of

Arctic Slope Regional Corporation, and operates two snmall
refineries in Al aska. The refinery at North Pole has crude
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capacity of $16,000 barrels per day and the larger refinery at
Val dez has a capacity of $50,000 barrels per day. Additionally,
Petro Star owns and operates fuel distributorships and product
termnals in Fairbanks, Valdez, Kodiak, and Dutch Harbor al ong
with 11 conveni ence stores and a lubricants division. M. Boltz
pointed out that Petro Star is a snmall player that has grown
substantially since it was founded in 1984.

MR. BOLTZ announced support of HB 216. Carification that |oca
governnents have the right to tax any fuel consuned within their
governnmental boundaries but don't have taxing authority for
val ue- added products refined for sale outside |ocal boundaries
IS necessary. M. Boltz related Petro Star's concern that it
stay conpetitive in all the markets. Therefore, clarification
to limt the nunber of entities that can tax fuel in each market
is extrenely inportant. This is inmportant to Petro Star as well
as to consumers. He highlighted that Petro Star along wth
other Al aska refiners face mllions of dollars of new investnent
in the next few years in order to nmet the federally nandated
ultra-clean fuel standards. M. Boltz enphasized that it's in
the best interest of all residents of Al aska to make these
investnments and continue to provide high quality fuels to neet
our future needs. Passage of HB 216 will be good for Al aska, he
said, and thus he urged the commttee's support.

Nunber 2173

KEVIN RITCH E, Executive Director, Alaska Minicipal League
(AML), expressed concern that the current |anguage of the
| egi slation doesn't really acconplish the intent in a good
manner . He drew attention to page 1, line 12, which is a
general prohibition against taxation against any fuel products
i nside or outside the borough, including heating fuel and notor
oi | . On page 1, line 14, the language specifies that the
municipality "may inpose a sales or transfer tax on notor fuel
that is not transported for sale or distribution outside that

municipality.” Therefore, municipalities would only be allowed
to tax fuel at the punp under a sales tax. This overly broad
prohi bition would have a nassive negative inpact on nmunicipal
revenue. Even if the aforenentioned |anguage is flip flopped,
one still needs to be cautious with regard to the wordi ng about
muni ci palities. For example, if there was a heating oi

distributor in Soldotna that transported fuel to a custoner
outside of Soldotna that would potentially becone a nontaxable
transacti on. However, now the borough collects a tax the city
has on sales. Therefore, there are lots of down-stream i npacts.
M. Ritchie drew attention to AS 29.45.650 which addresses the
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probl em of duplicate taxation. He offered to work w th whonever
to devel op a solution that doesn't have uni ntended i npacts.

Nunber 2377

REPRESENTATI VE CI SSNA inquired as to the correction M. R tchie
woul d suggest.

MR R TCH E said that he wasn't sure. He reiterated that he
would work with the state in order to develop a solution that
doesn' t negatively i npact muni ci palities. However, t he
| egislature has already determned that it isn't fair for
[multiple] nmunicipalities to tax the same thing and thus the
existing statutory structure may offer a solution. He rel ated
hi s understanding that such is the intent of HB 216.

Nunmber 2453

REPRESENTATI VE ANDERSON i nfornmed the conmittee that Tanmara Cook
Executive Director, Legislative Legal and Research Services, has
indicated that [the |anguage] is inextricably connected to the
intent of the |legislation. He inquired as to an exanple of
where the | anguage woul d create a problem

MR RITCH E pointed out that page 1, lines 12-13, specify that
"a nmunicipality may not inpose a property, sales, or other tax
on refined fuel products or constituents of refined fuel

products."™ That |anguage is a broad bl anket saying that refined
fuel products can't be taxed, including hone heating fuel, notor
oil, et cetera. He related his belief that there is no
definition for refined fuel product. The legislation only
allows nunicipalities to charge a sales/transfer tax on notor
fuel, which he identified as gas or diesel that isn't

transported for sale or distribution outside the nunicipality.
Therefore, nunicipal taxation would be narrowed and a whol e host
of revenue that nunicipalities utilize would be elimnated.

REPRESENTATI VE ClI SSNA asked if redefining it wth specifics
woul d wor k.

REPRESENTATI VE  ANDERSON said perhaps and expressed his
di sconfort with nmaking alterations w thout |egal counsel.

REPRESENTATI VE SAMUELS renmarked that he didn't have a problem
with the intent of the I|egislation. He noted his conflict of
interest due to his enploynent by an airline. Represent ati ve
Sanuels inforned the conmttee that there are federal statutes
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that determ ne how [the taxes] can be spent. He expl ai ned t hat
if the nunicipality taxes jet fuel at the state-owned Anchorage
International Airport, where the bulk of it is sold, the taxes

can only be spent at a nunicipally owned airport. Therefore

passengers living in Fairbanks and flying [into] Fairbanks would
pay for Merrill Field because it's a nunicipal airport. There
are very few nmunicipally owned airports. Representative Samnuels
noted that he has drafted an anmendnent to address this. The
anendnent is on page 1, Iline 14, "exclude fuel use for
avi ation."

REPRESENTATI VE ANDERSON requested that HB 216 be held over so
that he could work with the interested parties to develop a
committee substitute.

CHAI R MORGAN agreed and thus HB 216 was hel d.

ADJ OQURNVENT

There being no further business before the commttee, the House

Community and Regional Affairs Standing Conmmttee neeting was
adj ourned at 8:50 a.m
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