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ACTI ON NARRATI VE

TAPE 03-33, SIDE A

CHAIR GARY STEVENS called the Senate State Affairs Standing
Commttee neeting to order at 10:00 a.m Present were Senators
John Cowdery, Fred Dyson, Getchen Guess, Lyman Hoffman and
Chair Gary Stevens.

SCR 12- BOROUGH | NCORPORATI ON:  UNORG AREAS

CHAI R GARY STEVENS announced this was a work session for SCR 12
and testinony was by invitation. SCR 12 requests the Local
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Boundary Commi ssi on (LBO) to consi der certain bor ough
i ncorporations. He asked the sponsor to cone forward.

SENATOR GARY W LKEN, sponsor  of SCR 12, described the
| egislation as a step toward better government and parity anong
Al askans. It's an issue of personal responsibility and fairness
and al though sone call it a mandatory borough bill, it's only
mandatory "if able.”

He highlighted the foll ow ng:

e The slide presentation

e Tri-fold brochure his staff prepared outlining the
reasoni ng associated with SCR 12

 Aletter from Conmm ssioner Blatchford

e The sponsor statenent for SCR 12

e The first chapter of the report the LBC gave to the 23rd

Legi sl ature [Unorgani zed Areas of Alaska that Meet Borough
| ncor poration Standards dated February 2003]

He pointed out that the slide presentation would give historical
background and answer why | egislators should be thinking about
bor ough incorporation and what SCR 12 does to help the effort. A
copy of the CD may be found in the bill packet.

Part |
Hi storical Perspective

Regi onal gover nnment was a central topi c at Al aska’ s
Constitutional Convention.

The Conmmttee on Local Government often focused on regional
government during the 44 neetings held to draft the Local
Governnment Article.

The Local Governnment Conmittee called for all of Al aska to be
di vided into boroughs - organi zed or unorgani zed.

Al aska Constitution Convention Proceedings, Al aska Legislative
Counci |, page 2612

John Rosswog, Chair, Conmittee on Local Governnment [said they
woul d all ow boroughs to remain unorganized until they are able
to take on | ocal governnment functions.]

Al aska Constitution Convention Proceedings, Al aska Legislative
Council, page 2673
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Del egate Janmes Hurley [asked if it was correct that no
unor gani zed borough would becone effectuated w thout the voice
of the people in the area.]

Al aska Constitution Convention Proceedings, Al aska Legislative
Council, page 2673

Vic Fischer, Secretary, Local Governnent Commttee [said no.
When a certain area can support certain services and act in its
own behalf it should take on +the burden of its |[ocal
gover nnment . |

It provided that all of Alaska must be divided into boroughs
(organi zed or unorgani zed).

It encourages the creation of organized boroughs.

It provides that there nust be a rational basis for disparate
treatnment of Al askans (e.g., organized vs. unorgani zed areas).

Local responsibility 1is also called for under Alaska' s
constitution.

It inposes a duty on the legislature to set state policy
regardi ng establishnment of boroughs.

The First Alaska State Legislature (1959 - 1960) considered
several proposals for establishnment of boroughs. None was
adopt ed.

The Second Al aska State Legislature adopted the Borough Act of
1961.

At the time, state policy nakers anticipated that the Borough
Act of 1961 would be generally ineffective in pronoting borough
formati on.

Argunents agai nst boroughs in the early 1960s are the sane as
t hose voi ced today.

Representative Rader’'s solution to the greatest unresolved
political problemfacing the State:

e Gant each borough 10 percent of state lands to give them a
nmeani ngful responsibility and interest in natural resource
devel opnent ;
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« Encourage formation of |arge boroughs;

* Provide a reasonable period before mandatory incorporation
for local initiative efforts.

Wth a few conprom ses, Representative Rader’'s proposal was
adopted by the Legislature as the 1963 Mandatory Borough Act.

Chapter 52,
Sessi on Laws of Al aska, 1963
Section 1. Declaration of Intent.

In 44 years of statehood, boroughs have forned under the |oca
option process in areas enconpassing just 4 percent of Al askans.

I ncentives to incorporate boroughs were generally inadequate in
the early 1960s.

“Shortcomngs in the manner in which the borough concept has
been inplemented” were studied by the Local Boundary Conmm ssion
in 2001.

“The Comm ssion considers the lack of a strong state policy
pronoting the extension of borough governnent to be the nost
pressing ‘local government boundary problem facing Al aska.”

CHAPTER 53,

SESSI ON LAWS OF ALASKA, 2002

“The Local Boundary Comm ssion shall review conditions in the
unor gani zed bor ough. ... the commssion shall report to the
Legislature the areas it has identified that neet the standards
for incorporation.”

Seven Areas Meet Standards
e Al eutians West
 Upper Tanana Basin
 Copper River Basin
e Prince WIIliam Sound
e dacier Bay
e Chat ham Area
« Wangel | / Pet ersburg

SENATOR LYMAN HOFFMAN asked what popul ati on percentage the seven
areas woul d represent.

SENATOR W LKEN said he wasn't sure, but he estimated there were
10, 000 peopl e.
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Part |1

Public Policy Perspective

Wiy shoul d state government be concerned with | ocal government?
BOROUGHS ARE UNI TS OF STATE GOVERNMENT

Boroughs carry out essential services on behalf of the State of
Al aska (e.g., state's duty under Article VIlI, Section 1, AK
Const., to establish and maintain a system of public schools is

del egated to boroughs).

BOROUGHS PROMOTE ECONOM C DEVELOPMENT

Al | boroughs comonly engage in economc devel opnent
activities.

* Borough governnents in rural Al aska “serve as the econom c
engine for the area.”

« The Al eutians East Borough has used its bonding capacity in
the past to assist the regional fisheries, thereby
pronoti ng econom ¢ devel opnent .

e« The Aleutians East Borough represents |ocal residents
before fisheries advisory and managenent bodi es.

 The Northwest Arctic Borough was instrunental in the
devel opment of the world-class Red Dog M ne.

e The Lake and Peninsula Borough provides a variety of
econom ¢ devel opnent planning functions to a nunber of
smal |l comrunities within the Borough.

BOROUGHS PROMOTE EQUI TY AMONG ALASKANS

Art. 1, Sec. 1 requires equal responsibility anong Al askans.
Yet, statutory |law singles out organized boroughs and hone rule
& first class cities in the wunorganized borough by requiring
them to provide significant support for fundanmental services
such as public educati on.

Local contributions required of municipal school districts under
AS 14.17.410 reduce education foundation funding that would
ot herwi se be paid by the state to boroughs and hone rule & first
class cities in the unorgani zed borough.

Reduction of funding conflicts wth the express intent of the
1963 Mandat ory Bor ough Act.
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The requirement for Jlocal contributions for schools is, in
effect, a $165 mllion annual state tax |levied only on organized
boroughs and home rule & first class cities in the unorganized
bor ough.

In the absence of standards and procedures to determ ne whether
unorgani zed areas have the capacity to take on responsibility
for their own governnent, the current disparate treatnent of
Al askans | acks a rational basis.

SENATOR COWERY asked who decides which area can afford to
provi de governnent.

SENATOR WLKEN said it's ultimtely the Legislature, but SCR 12
asks the LBC to go through the borough standards to see whether
areas have the capacity for governnent.

SENATOR GRETCHEN GQUESS asked about Tal keet na.

SENATOR WLKEN replied he wasn't there yet, but "If you were
able to organize those and have them start to contribute to
education, the top of the [indec] nunber is about $4 nillion
plus or mnus. Lots of things go into that calculation, but it's
inthe mllions."

SENATOR FRED DYSON asked if that was $4 mllion each.
SENATOR W LKEN clarified that it was a total figure.

SENATOR GARY STEVENS said sonme conmmunities in the unorganized
borough, such as Dutch Harbor, do contribute to education. He
asked how that works and whether it's a 4-m | requirenent.

SENATOR W LKEN said, "From ny point it is. Dutch Harbor doesn't
because they operate under the 45 percent rule.” Honme rule and
first class cities within the Unorgani zed Borough do contri bute.
Pelican is in the Unorgani zed Borough and they contribute a bit
to their education.

He clarified; everyone has the 4-ml requirenent wth the
exception of the North Slope, the Aleutians, Valdez and Skagway.

SENATOR CONDERY asked if Anchorage is at 4-m s because they pay
an 18-m| tax.
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SENATOR W LKEN expl ai ned state |law requires giving a m ni num of
4-mls then each assenbly decides what to do from there. 1In
Fai rbanks they're at 8.6-mls for education.

SENATOR GUESS advised that Anchorage contributes 8-mls to
education. The mnimumis 4-mls and there is also a cap.

SENATOR WLKEN said the cap relates to the federal disparity
test.

SENATOR COWDERY said he knew all that he was sinply asking the
guestion for the benefit of the |listening public.

SENATOR W LKEN said 4-mls applies to organized Al aska and he
woul d suggest that there are areas of the state that have
perfect capacity to contribute that 4-mls. A taxing mechani sm
needs to be in place and a borough provides that nmechani sm

SENATOR W LKEN continued the slide presentation:
BOROUGHS PROMOTE MAXI MUM LOCAL SELF- GOVERNVENT

Practical exanples of the manner in which boroughs pronote
maxi mum | ocal sel f-governnment i ncl ude:
Bor oughs can suppl ement state funding

* An REAA can not bond but organi zed areas can

e Boroughs are the only regional governnent that can tax

SENATOR HOFFMAN asked how the other functions of governnent such
as public health and safety m ght be affected and how it m ght
conpare with what exists in the unorgani zed areas currently.

SENATOR W LKEN sai d boroughs are required to do three things and
anything else is local option.

e Set in place the nechanismto tax
» Take care of education
» Take on planning responsibilities

SENATOR HOFFMAN pointed out that nany state services are being
reduced so many areas are noving toward consolidating services
and looking to the federal government for relief. Sonme second-
class cities are discussing dissolution. He asked for a comment
on the fact that Article X touches on the issue of dissolving
boroughs and there are provisions for |local governnents to
dissolve with a vote of the people. He questioned whether SCR 12
woul d provi de provisions for borough dissol ution.
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SENATOR W LKEN replied,

I'"'m not sure, Senator, how that tribal thing works
into this. And | think it works in to the benefit of
the efforts. We're looking at that. The thing you talk
about is that the wthdrawal of the state and perhaps
when Ted Stevens |eaves us, we know it's going to have
an inmpact on our state. Shouldn't we then have that
group, that area of the state, have a common voi ce and
a strong common voice to pronote their needs. So it's
not just this city or this village or this area com ng
to the feds or comng to us they band together in a
political voice or certainly in a commobn need voice
for the very reason that you state. Because the nobney
is going away, and it seens to ne that they have a
stronger voice if they' re banded together w th conmon
values. | think that's....'if able." If they can't,
and | think this is an inportant part that you brought
up, if you go out and you |ook at these four areas

and let's just say that one of them can't support
governnment. You go down the checklist and you say,
nope, nope, nope they don't fit. What we do is we find
the strong and we ask them to incorporate through a
plan, which you'll see a tineline here, and when
that's finished then you ook to see what's left. Wat
areas of the state need the efforts of all of the
state to bring them so the next generation to cone
along, they're able to incorporate. They have the
weal t h; they have the economic value to help
t henmsel ves through a commobn voice. So, we separate,
wth SCR 12, the strong from the weak. W have the
strong help, as they should, because they can and we
start to | ook at the weak. What do we do over the next
couple of generations to get the areas of the state
that can't today help thensel ves? Wat do we do to get
them to help thenselves? It's a concentration of
efforts. It's a rising tide that lifts all boats. And
| think that's what we're trying to do here. And |
think that's what you're talking about. There are
areas of the state that are poor, but let's not waste
our noney on areas that aren't helping when they
should. Let's focus that noney on areas that truly
need the help of the state so that soneday they'll be
able to pay their fair share.

He acknowl edged he was not well versed in the area of
di ssol uti ons.
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SENATOR HOFFMAN asked if he would be averse to including
provisions for dissolution of boroughs since that's part of
Article X

SENATOR W LKEN replied he didn't believe he had objection, but
he thought "those pieces are already in our law, on how to do
that."

SENATOR HOFFMAN said that's <correct with regard to |oca
governnment, but he wasn't aware of any provisions in statute for
di ssol uti on of boroughs.

SENATOR W LKEN said he would |Iook at the issue and acknow edged
that the tribe issue is already on the table.

SENATOR W LKEN conti nued the presentati on:

Part |11

Legi sl ati ve Perspective

SCR 12 is sponsored by Senator Gary W1 ken of Fairbanks.

Ei ght other senators co-sponsored the resolution (45 percent of
the total State Senate).

Contribution to Education:

As you recall, statutory law requires only organized boroughs
and hone rule and first class cities in the Unorgani zed Borough
to operate and help fund their | ocal public school system

In FY04, Alaskans in borough and city school districts paid
$165.1 million to hel p support their |ocal schools.

The required contribution has increased 34 percent since 1997.

SENATOR WLKEN said organized areas have contributed an
additional $42 mllion over the |ast eight years.

SENATOR HOFFMAN asked how nmany additional mllions mght be

expected from the four proposed areas and how nuch from the
seven identified areas.
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SENATOR W LKEN replied they estimate that the four areas would
bring in $4 nmillion in total and they haven't calculated what
the other three areas m ght bring.

SENATOR HOFFMAN requested follow up on the anpbunts that m ght be
expected from the other three nodel borough areas. He then asked
why just four of the seven nodel boroughs were addressed in SCR
12.

SENATOR WLKEN replied the other three [Aleutians Wst, Prince
WIlliam Sound, Wangell/Petersburg] <contribute to education,
they're just not in a borough. He opined it is too difficult,
politically, to address all seven at once. The focus on the four
nodels is because they pay nothing or very little toward
educati on.

SENATOR HOFFMAN said that if three of the nodels are paying
their fair share then it would be easier to "slip themin the
door” than the ones that aren't paying their share and they
shoul d be the first targeted.

SENATOR W LKEN said, "that except in regard to education, they
are far and above paying what these four are not." For instance,
Cordova and Val dez would ask why if they were told they had to
form a borough.

SENATOR HOFFMAN replied it's because the constitution framers
sai d boroughs woul d be fornmed, that's why.

SENATOR W LKEN said those areas are paying their fair share and
the other four are not.

SENATOR HOFFMAN asked whether the four areas could anti-up [4-
mls for education] and avoi d becom ng boroughs.

SENATOR W LKEN sai d, "Anti-up? In what respect?”

SENATOR HOFFMAN said for the sane reason and in the sanme way
that the three nodel boroughs aren't included in SCR 12. It's
because they're paying their fair share.

SENATOR W LKEN replied the Legislature could sit as an assenbly
and tax people in those areas. He said, "W could do that
tomorrow if we had the political will to do it."

SENATOR HOFFMAN said SCR 12 is sending the nessage that areas
don't have to form boroughs if they pay for education.
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SENATOR W LKEN replied that was probably the idea 20 years ago
when third class boroughs exi sted.

He pointed to a chart that shows Anchorage is worth about $17
billion and contributes $67 mllion in local taxes to their
school district. The North Slope school district is worth about
$10.5 billion and contributes $9 mllion. Fairbanks school
district is assessed at about $4.8 billion and contri butes about
$19 mllion.

SIDE B 10: 45 am
He continued the presentation.

Two of the four areas listed in SCR 12 have very high property
val ue.

All  four areas have property value greater than 9 school
districts that currently support their schools.

Model Bor ough Summrary

Upper Tanana Basin

19 conmunities

6, 316 residents
Delta/ Geely REAA

Al aska Gat eway REAA
Val ue - $469, 045, 724
Avg. Hone - $144,044
Avg. |ncone - $47,472

Copper River Basin

18 conmmunities

3,089 residents
Copper River REAA

Val ue - $502, 729, 199
Avg. Hone - $128, 800
Avg. Income - $43,990

G aci er Bay

7 comrunities

1,739 residents
Pel i can School s
Hoonah School s

Chat ham REAA

Val ue - $73, 526, 489
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Avg. Home - $136, 738
Avg. |ncome - $46, 563

Chat ham Regi on

3 communities

1,354 residents

Kake School s
Chat ham REAA

Val ue - $35, 908, 397
Avg. Home - $132, 854
Avg. Income - $47,516

Economic Walth [REAA Wages and Average Enploynent (FY 2002)
chart slide 62]

As you recall, the LBC reviewed and analyzed the Unorganized
Bor ough i n 2003.
The four regions listed in SCR 12 net borough standards.

Including the fiscal and adm nistrative capacity to operate a
bor ough
Timeline for Incorporation

Senat e Concurrent Resol ution 12

Acknowl edges that sone Al askans are required to operate and fund
| ocal schools and sone Al askans are not.

Recogni zes and addresses this inherent inequality.

Requires an arns-length review of 4 areas to determne ability
to support their |ocal schools.

Senate Concurrent Resolution 12 [Tineline for |Incorporation
chart, slide 67]

Provides a |l engthy, public review process.

Al'l ows for gradual change.

Answers the fundanental questions: [Can you help? Can you pay
your fair share?]

SENATOR W LKEN concl uded the presentati on.
CHAIR GARY STEVENS asked why the State Affairs Conmttee is
addressing an issue that is the purview of the Local Boundary

Comm ssion. He asked whether they had the power to act wthout
receiving |l egislative direction.
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SENATOR W LKEN said they have the power to act then outlined the
conposition and history of the LBC. He then explained that the
LBC has asked for legislative help. SCR 12 is an effort to
nmeasure support.

CHAI R GARY STEVENS recogni zed Senator Con Bunde and thanked him
for attending the neeting.

SENATOR BUNDE asked whether any of exi sting bor oughs
incorporated willingly.

SENATOR W LKEN sai d between four and ei ght boroughs i ncorporated
voluntarily.

DAN BOCKHORST, Department of Community and Econom c Devel opnent,
clarified that the North Slope Borough, Denal i Bor ough,
Nort hwest Arctic Borough, Lake & Peninsula Borough, Bristol Bay
Bor ough, Aleutians East Borough, Yakutat Borough, and Haines
Bor ough i ncorporated voluntarily.

CHAIR GARY STEVENS announced that Eddie Jeans wth the
Department of Education, John Walsh, Kate Tesar, Senator Ben
Steven's staff and Representative Mke Chenault's staff were
listening fromoff-net sites.

SENATOR BUNDE expressed surprise at the nunber of voluntary
i ncor porations.

SENATOR W LKEN acknow edged there has been stiff opposition and
even Fairbanks voted agai nst incorporation.

SENATOR GUESS asked about the reference to three ways to resolve
the issue. One is SCR 12, another is that the current incentives
are working as disincentives and the third 1is for the
Legi slature to be the overseei ng body. She asked why he sel ected
the resol ution approach and did he have any insight on using the
ot her two approaches.

SENATOR WLKEN said this is the nost difficult way, but the
"nmore surgical." He stated there are pockets of both wealth and
poverty in wunorganized Alaska and it's incunbent upon the
Legislature not to take the easy way out and penalize people
that are struggling in areas of the state that need help.

SENATOR QGUESS asked about his thought process regarding

reworking the incentives so that they aren't viewed as
di si ncenti ves.
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SENATOR W LKEN said there are incentives and disincentives. The
incentive is for the Legislature to identify what would make an
area nore viable and the hamer is for the Legislature to
require everyone to pay. That's the easy way out and it's not
fair.

SENATOR GUESS agreed with Senator Hoffrman's logic with regard to
the other three areas. Seven areas were identified and SCR 12
| ooks at just four. She thought it sonmewhat odd that the areas
that can and do contribute to education were not included in the
resolution while the questionabl e areas were incl uded.

SENATOR W LKEN used Prince WIlIliam Sound [nodel borough] to
explain that Cordova and Val dez pay their fair share. "You go in
and try to bring those people together. It's a rat's nest... You
won't get through.”™ They're paying their fair share so that
di scussion is for another day and another effort.

SENATOR GUESS questioned it's "if able" and they are able, but
it would be too difficult.

SENATOR W LKEN di sagreed; they are able and participating.

SENATOR GUESS said they're participating in one area, but not
necessarily in others.

SENATOR W LKEN agr eed.

CHAI R GARY STEVENS said the larger communities in a borough are
taxed at the cap and frequently the noney is spent in areas with
no tax base. He used his comunity of Kodiak and the snmaller
community of Karluk as exanples. He said he was not unhappy that
his tax noney was hel ping support the schools in the smaller
comunity. He questioned whether there were smaller comrmunities
that m ght benefit from the tax base in Cordova and Val dez. He
then pointed to Dutch Harbor. It has a large tax base and isn't
funding smaller villages in the area, but they would under this
system Sinply saying Cordova pays its own way may not be enough
if they aren't helping the |ess advantaged communities that are
unabl e to fund educati on.

SENATOR WLKEN replied that if all the areas were rolled
together then all the noney that flows into separate pockets
would flow into a comon governnment to be distributed as an
assenbly saw fit.
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SENATOR DYSON said that in Prince WIlliam Sound there are al so
ethnic differences to be consi dered.

He asked what happens after the LBC does what it is directed to
do in SCR 12.

SENATOR W LKEN said it cones before the Legislature and they
woul d have 45 days to turn it down. If they don't turn it down
inthat tineframe then the areas woul d becone a borough.

SENATOR DYSON said the Legislature has fornmed boroughs in the
past and asked whet her he had any sense of the history for that.

SENATOR W LKEN stated he wasn't famliar with any mandatory
bor oughs beyond the origi nal ones.

MR. BOCKHORST advised it was legislative action that created the
Eagl e River- Chugiak Borough in 1974, but it was determined to
be an unconstitutional act.

SENATOR DYSON asked if it mght be advantageous for the
| egislation to be addressed early in the session.

SENATOR W LKEN said there is a tine line, but he didn't know
what it is.

MR. BOCKHORST said the constitution prescribes that the LBC nmay
present its recomendations only during the first ten days of a
regul ar session.

SENATOR HOFFMAN said a major problemin the unorgani zed areas is
that nmuch of the land is federal or corporation |and. Those
lands are exenpt so there is |limted land available for
taxation. He asked what suggestions Senator WIlken had to help
those areas conme up wth the needed noney.

SENATOR W LKEN said there are many facets to the question. He
concentrated on education and used Tok as an exanple because it
has considerable federal land in the area. Wen cal culating the
4-m| requirenment, the federal land isn't calculated so their 4-
ml| requirenent would be small. He suggested they could raise
the noney through an inconme tax, or a gas tax. The point is that
the areas of the state that have the capacity to support | ocal
government may be surprised to find how little it takes to fund
| ocal governnment. Local governnent can fund itself through
property taxes, sales taxes, bed taxes, fish taxes, severance
t axes, tinber taxes and others.
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SENATOR HOFFMAN sai d he was thinking about payroll deduction tax
because a honesteader's ability to pay the necessary value of
his of her 160 acres of land mght be limted. The taxes just
mentioned are small in conparison to property tax on a 160-acre
honest ead.

SENATOR W LKEN replied "W shouldn't just assune that this new
government will fund itself by property taxes." In fact there
are a nunber of boroughs that have no property tax at all.

SENATOR JOHN CONDERY comrented that the taxes on his five acre
honestead property in the Mat-Su Borough have increased a great
deal since 1951 when he acquired the land. He then pointed out
that soneone with 160 acres would receive the sane education
benefits as soneone with five acres.

SENATOR W LKEN said, "On a bigger scale, if we did this over the
next few generations, exactly right. Then that property that
those people hold and we protect through a system that we
devel op, that property increases in value so it doesn't detract
fromtheir lifestyle, it indeed through econom c devel opnment it
increases the assessed value, which is noney to them in the
bank. "

He thanked Dan Bockhorst and Sheila Peterson for preparing the
present ati on.

CHAIR GARY STEVENS thanked Senator Cowdery's staff nenber,
Annette Skibinski, for taking notes and his staff menber,
Katri na Mat heny, for organizing the neeting.

He announced public testinony woul d begin.

ETHAN SCHUTT, general counsel for the Tanana Chiefs Conference
in Fairbanks, stated the resolution has inconsistencies on a
policy basis. He has seldom heard and doesn't necessarily agree
with the proposition that nore governnent creates economc
devel opnent .

Wiil e local governnent can enhance econom c devel opnent, there
nust be sonmething there first. For instance, the Red Dog M ne
was di scovered and devel oped before the Northwest Arctic Borough
began to capture that econom c developnent. Simlarly, putting
| ocal governnent into the Tok Delta area wthout sone great
resource base won't necessarily create any econom ¢ devel opnent.
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He assuned that the assessed valuation nunbers for the Tok Delta
region were drawn from the fact that the pipeline runs through
the area. As far as state funds are concerned, that would
approach a wash because that would reduce the anpbunt the state
is paid at the wellhead by the way the tax system works.
Simlarly, federal properties that aren't taxable have the
paynment in lieu of taxes (PILT) system and currently 90 percent
of that paynent is rolled into the state's general fund whereas
only 10 percent goes to the REAAs in that area. That 90 percent
federal paynment would be rolled back into the borough in that
area. The same two points would apply in the Copper River Basin
Bor ough

It's not correct to say that those areas aren't paying their own
way because there are econom c generators that are putting noney
in the state general fund that nmay or may not conme back in
proportion to those areas.

If the state governnent rearranges the school funding fornula
there would be no way for those communities to recapture that
noney. |If they lose funding and nust cut a teacher from the
| ocal school, they cannot raise revenue to re-fund that position
so they are making a local choice to sacrifice that position

Whether it makes sense to cut education is debatable and he is
not in favor of that, but this is a governnent by the people of
the people and for the people and if that |ocal population
chooses to go without, to the detrinment of thenselves and their
own children, that is a principle of governnent that is adhered
to and it is their choice.

He questioned the point that there would be better political
representation through the unified political voice of a borough.
It wouldn't change the political calculus of the south central
caucus from Anchorage, Mat-Su, and Kenai. That area has an
overwhelmng nmajority of the state's population and it is not
going to be undone by the fact that Tok Delta or Copper River
Basin has an organized borough. The proposed boroughs would
still have to approach the Legislature to ask for projects and
funding for their prograns.

It's inportant to acknowl edge that the primary purpose and
likely the sole purpose of the proposed boroughs would be to
fund schools at the statutory mnimumlimt. It's doubtful that
there would be excess revenue to fund any services other than
the necessary and statutorily required governnent. It would be
necessary to develop the nechanism and physical infrastructure
to assess and collect taxes, which would result in carrying and
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operational costs. It's likely that those required functions
would be the only thing funded other than education with the
smal | boroughs.

There are 6,300 people in the proposed Upper Tanana Basin
borough and they are spread over a geographic area the size of
New York. Delta and Tok are the predomnant communities and
woul d displace the political voice of the other 17 snal
isolated villages. He asked what services they mght receive
other than a little noney into the school and questioned whet her
it made good policy sense.

SENATOR COADERY said that all areas require the sane nechani sm
and infrastructure for governnent.

MR. SCHUTT agreed then pointed out that the econom es of scale
must be considered. The smaller an organization is the higher
the cost per enpl oyee.

SENATOR BUNDE assuned it would be good for the state if everyone
reached into their own pocket to help fund schools. He asked
whet her the people in the Upper Tanana Basin would support the
Legislature sitting as their borough assenbly to inpose taxes to
avoid the cost of |ocal governnent.

MR, SCHUTT said that if the Legislature decided to sit as a
| ocal assenbly, it would have political ramfications that m ght
provide incentive to form a borough, but there are better ways
to capture the economes of scale. One way mght be the
i mposition of a broad-based statewide tax with an offset to the
bor oughs that already pay property taxes.

SENATOR DYSON i nforned nenbers he was unsuccessful in his effort
to institute a new category for small comunities to give them
freedomto wite their own charter and organi ze thenselves. He
asked M. Schutt if he could see a way for comunities that want
to organize along tribal lines to do so under state law while
enhancing their relationship with the federal governnent and its
fundi ng sources in particul ar.

MR. SCHUTT replied that is a conplicated topic, but he could
i mgi ne scenarios that would work for the state, for |oca
communities and for Native and tribal governnents. Certainly
there is increased fiscal reality in rural communities and there
is interest in working cooperatively.

SENATE STA COW TTEE -19- Cct ober 3, 2003



SENATOR DYSON said he worked in comunities that had three
governments and they struggled to work together. He has dreaned
of creating state law so that the federal entities could be
integrated in a way that makes sense to individual conmunities.

MR,  SCHUTT agreed that duplicative |[ocal governnents are
probl emati c.

SENATOR COWNDERY asked M. Schutt what the future economnmc
potential mght entail.

MR, SCHUTT said he would hate to say mning because it sonetines
works well for jobs, but it doesn't work well for |ocal revenue
because mnes don't always generate incone on the books. There
are potential oil and gas projects in rural Al aska that haven't
been devel oped and they pay their way, but beyond that he was
unsure.

SENATOR CONDERY asked if the mssile defense project in his area
m ght spur the econony and did he think they should contribute.

MR. SCHUTT said the project would provide econom c benefits to
the community of Delta Geely, but the mjority of the
infrastructure is on a federal reserve so that would be a PILT
program where 90 percent currently goes into the state general
fund as far as the value of that |and.

SENATOR COWDERY asked whether there would be a population
increase with new hones built as a result of the mssile
proj ect.

MR, SCHUTT understood the project was in the construction phase
and many of the workers are comng from the Fairbanks area so
that tax base is already capturing nost of those benefits. O
course sonme is probably going to the Delta area as wel |.

SENATOR COWDERY asked if he thought the local area should
contribute to education if the econony is up.

MR. SCHUTT replied that his point on the Paynent in Lieu of
Taxes System is that because that is in the geographic area in
which they live, they are indirectly contributing significantly
al r eady.

SENATOR GUESS asked whether he considered Delta Geely part of
his area.
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MR, SCHUTT said he does because it is in the proposed Upper
Tanana Basi n nodel borough.

SENATOR CONDERY said the tax base would cone from inprovenents
on private |and.

MR, SCHUTT replied there are sone significant inprovenents on
private |and, but when the construction phase is conplete they
may be |l ess significant than they are now.

TAPE 03-34 SIDE A, 11:30 am

DARROL HARGRAVES, Chair of the LBC, reported that the 22nd
Legislature passed SB 359 directing the LBC to review the
Unorgani zed Borough in terns of standards for bor ough
incorporation. The report was filed in February 2003 and he
believes the new conmm ssion concurs with the past conm ssion's
wor k.

SCR 12 is a natural result of the review and if adopted, the
comm ssion will proceed with formal consideration of the areas
listed in the resolution. The conmmssion could act wthout
| egi slative directive, but he can't conceive of acting wthout a
pronpt and in the absence of a local petition comng from a
group of people asking for organi zati on.

The commi ssi on recogni zes t hat or gani zed bor oughs are
fundanmental to pronoting naxinmum |ocal self government for
Al askans. They pronote local responsibility and provide a
structure for efficiency and effective delivery of public
servi ces.

SENATOR HOFFMAN sai d many of the people he represents are asking
about the promses of statehood. Minicipal assistance and
revenue sharing are gone, the VPSO system has been cut and nany
of the communities that were prom sed education are still using
substandard BIA facilities. They're asking how they benefited
from becomng a state and saying that perhaps they mde the
wrong decision. Sone believe noving back toward the federal
government mght not be a bad idea. This is a bigger question
t han borough formation and he would like to know what he shoul d
say to those people.

MR. HARGRAVES acknow edged that was a good question and he
wasn't prepared to offer an answer.
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SENATOR GUESS asked why there were just four areas included and
not all seven.

MR. HARGRAVES said he didn't know why just four were included.
The LBC wasn't |ooking at education funding, they were | ooking
at what would constitute a unit and neet the standards for a
bor ough.

KEVI N WARI NG advi sed he was the chair of the LBC when the report
was prepared and he was prepared to answer questions in that
regard.

SENATOR HOFFMAN asked him to respond to his previous question
Senator Wl ken has said that SCR 12 is an effort to get these
areas to pay for education. The villages he represents are
asking about the prom ses that were made when Al aska becane a
state. What benefits would these largely Native villages receive
froma borough?

MR WARING said the LBC isn't powerful enough to answer that
guestion; the answer lies with the Legislature. The report deals
with the question of which areas of the state have the capacity
to support borough governnent. He said, " Al seven of those
areas have nore substantial tax bases, higher incones, often
| ower unenpl oynent rates than several of the areas that now
support borough governnent."

SENATOR HOFFMAN asked whether the Legislature is noving toward

fulfilling the prom ses made at statehood in passage of SCR 12.
It seens as though many of the people he represents are saying
no, this will not fulfill the prom ses.

MR. WARI NG said the report sets out to fulfill part of Article X

of the Alaska State Constitution and the broader question is a
policy question for |egislators.

GENE KANE, Director, D vision of Comrunity Advocacy, Departnent
of Conmunity & Econom c Devel opnent, reported they provide staff
support and adm nistrative support to the LBC. In matters of
policy, the LBC is independent of the department. The conm ssion
menbers are appointed by and serve at the pleasure of the
Gover nor .

He reiterated Conmi ssioner Blatchford's letter saying the
departnment recognizes that the Legislature has the duty, under
Article X, Sec. 3, to set state policy regarding establishnment
of boroughs, both organized and unorganized, throughout the
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state. It encourages organized boroughs enconpassing | arge,
natural regions that have the fiscal capacity to support
regi onal governnment. "Organized boroughs are fundanental to
pronoti ng maxi mum |ocal self governnent, l|ocal responsibility,
nore efficient and effective delivery of public services, and
econom c¢ devel opnent . "

SENATOR GUESS asked whet her the adm nistration supports SCR 12.

MR. KANE replied his statenment was that his departnent supports
the Legislature in its efforts to address SCR 12. He was not
speaking on behalf of the Governor. He couldn't respond to the
guestion of mandating borough formation.

SENATOR GUESS said she wuld Ilike to know where the
adm nistration stands when the conmttee hears the bill during
the next regular session. She would also like to know the

admnistration's position with regard to considering just four
of the seven nodel boroughs in SCR 12.

MR. KANE said they woul d get sone clarification.

DAN  BOCKHORST, | ocal governnment  speci alist, Departnent  of
Community & Econom c Devel opnent, stated he is candid in his
remarks and he believes the state is better served by such
di scussi ons.

SCR 12 deals with the fundanental question of the policy of how
borough governnment will be established. He considers the policy
of the last four decades to be inconplete, ineffective,
i nequi tabl e and inconsistent with the vision of the constitution
framers.

The 1963 Legislature mandated borough incorporation, but
i nexplicably returned to the local option policy following the
i npl enentation of the Mandatory Borough Act. Wth few
exceptions, the incentives have never been sufficient to
voluntarily incorporate borough governnent on a broad spectrum
in the state. In fact, the level of incentives has declined
since the 1960s.

The existing policy is inconplete from the standpoint that
Al aska's Constitution requires that the Legislature enact |aws
to provide standards and procedures for the establishnent of
both organized and unorganized boroughs. The Legislature has
provi ded standards and procedures for the creation of organized
boroughs, but it has never established standards and procedures
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for the establishnent of wunorganized boroughs and this has been
a large part of the problem

The Al aska Constitution conpels the state to treat its citizens
equally and he contends that the failure to adopt standards to
make distinctions between organized boroughs and wunorganized
boroughs fosters inequitable treatnent. There are strong
paral l el s between the prom ses that were forsaken by the federa
governnment at statehood and the prom ses that were forsaken to
boroughs by the State of Alaska. Senator WI ken touched on the
forenpst one in which the 1963 State Legislature picked eight
areas and said they nust organize borough governnment and take on
the responsibility for schools, for planning, for |and-use
regul ation, and for tax assessnent and collection. In addition
t hey have paid significant anmounts of noney that the state would
ot herwi se have paid, to support those services.

The policy is inconsistent in that Article X, Section 3 says
that each borough would enbrace an area and population wth
common interests to the maxi num degree possible yet the first
borough that was established was the Unorgani zed Borough. Rather
t hat defining how unorgani zed boroughs woul d be established and
providing standards, it sinply divided the entire state into a
single Unorgani zed Borough. He opined it creates a situation
where there is no review or consideration of how to nove from
unorgani zed to organized status. The Unorganized Borough has
al ways enconpassed an area of great diversity.

The franers envisioned the creation of incentives to organize,
but dis-incentives to organize borough governnent have been
created instead. The basic tenet of the |ocal governnent article
in the constitution is that there would be a maxi rum of | ocal
self government with a mninmm nunber of government units and
that occurs in organi zed boroughs.

When organi zed boroughs were first established, 50 percent of
the people that lived wthin organized boroughs also Ilived
within a city governnent. Over the last four decades, that
nunber has declined substantially. Wth regard to econom es of
scal e, borough governnments have the capability of providing
services on a regional level and a community |evel. People have
taken advantage of that capacity to nake their |ocal governnent
nore efficient. The continued evolution of the structure is
evidenced by the consolidation of the Haines Borough and the
Cty of Haines where 75 percent of the people that lived in the
Hai nes Borough also lived in the Cty of Haines. He reported
that the voters in Ketchi kan woul d soon vote on a proposition to
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develop a petition to consolidate the Cty of Ketchikan and the
Ket chi kan Gat eway Borough. There is no regional structure in the
unorgani zed areas and people are forced to deal wth the
delivery of services on a very fractionalized nmethod. They don't
have the benefit of the economes of scale that are achieved
t hrough | ocal governnent.

SENATOR HOFFMAN restated his position that many of his
constituents are reevaluating the decision to becone part of the
state. He questioned whether the state should be required to
di vide into mandatory boroughs. N nety percent of the PILT noney
goes directly into the state general fund so areas that receive
t hose noneys are already paying their fair share.

The LBC is working to form boroughs to follow the intent of the
constitution and Senator WIlken's intent is to get nore noney
into the state coffers to pay for education. SCR 12 focuses on
four nodel boroughs while passing on three areas that are closer
to formation

MR. BOCKHORST said others have spoken on those issues and he
agrees in particular with Senator WIken when he said if the
state encourages those areas to form that have the capacity to
organi ze borough government it enables the state to focus on and
help areas that don't have the capacity to deliver essential
services and pronote their own econom es.

He said the Gustavus petition to organize has actually becone
nore conpelling now that they won't receive state capital
mat ching grants and nuni ci pal assistance and revenue sharing in
the foreseeable future. They have the capacity to generate |ocal
income to hel p support those services that they have enjoyed.

Wth regard to areas with local |and, he said that circunstance
exists all over Alaska. Close to 99 percent of the land in the
City and Borough of Juneau is not privately owned.

Whet her or not to direct the LBC to review all seven proposed
nodel boroughs or just four is a policy question. Certainly SCR
12 could be anended to include all seven areas.

SIDE B, 12:15 pm
SENATOR HOFFMAN said the constitution addresses the dissol ution
of boroughs and he questioned whether M. Wring thought it was

an inportant part of the constitution that needed to be
addr essed.
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MR. BOCKHORST agreed it is an inportant part of the constitution
and he believes that the provisions in the statutes are suitable
for current and projected circunstances regarding borough
di ssol uti on.

SENATOR GUESS asked how t he Unorgani zed Borough was forned.

MR, BOCKHORST explained that in 1961 the Legislature passed
Title 29 that says, "All of Alaska that is not wthin an

organi zed borough shall constitute a single unorganized
borough.” He repeated his earlier assertion that the provisions
in current law do not fulfill the constitution from the

standpoi nt that they nmke no provision and provide no procedures
for establishing unorgani zed boroughs. It would take |egislative
action to establish such mechanisnms. In the early 1990s the LBC
did address this issue and their product is the nodel borough
boundari es definitions.

SENATOR GUESS referred to the map on the front of the February
2003 report and asked who drew all the I|ines.

MR. BOCKHORST said there are 16 organi zed boroughs in Al aska and
the rest of Alaska is the single Unorganized Borough. In the
early 1990s the conmi ssion held hearings in 88 comunities in
the Unorgani zed Borough and exam ned the standards, but they
didn't look at economic viability. The product is reflected on
the map and it defines the nodel borough boundaries for the
unorgani zed areas if they were to be organi zed i nto boroughs.

SENATOR GUESS asked whether he supports the process Senator
Wlken laid out as the best |long-term process for organizing
boroughs "if able.”

MR. BOCKHORST restated his belief that the process that has been
in place for 40 years has been a failure. There are a nunber of
different options for comng up with a better process and SCR 12
is a reasonable approach. Several years ago Senator W]Iken
wor ked unsuccessfully on SB 48, which was patterned after an LBC
proposal and it too was a reasonable approach. This points to
the fact that there are many ways that it could be done.

SENATOR GUESS asked who is responsible for public safety and

noted that the City of Anchorage has the Anchorage Police
Depart nment .
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MR. BOCKHORST replied the Miunicipality of Anchorage is a borough
government that exercises police protection as a discretionary
function. The state troopers have statewide jurisdiction for
public safety. Mny borough governnments do exercise police
protection, but state statute does not require either borough or
city governnments to exercise that power.

SENATOR GUESS questioned whether the state would shoul der the
cost of providing troopers if Anchorage decided not to provide
police protection.

MR. BOCKHORST said there is nothing in state |aw that obligates
Anchorage to exercise police protection, but argunents could be
made regardi ng the noral obligation.

SENATOR QGUESS asked if there is a difference between what a
first or second-class borough, a unified municipality, or a hone
rul e borough must provide.

MR. BOCKHORST answered there is no difference. Any borough
government forned today is obligated to provide three broad
functi ons.

SENATOR DYSON asked what the Legislature could statutorily
i npose on the Unorgani zed Borough.

MR. BOCKHORST replied the Legislature has the capacity to
provide for any service or exercise any power wthin the
Unor gani zed Borough that the assenbly of an organi zed borough
has.

SENATOR DYSON asked whether the Legislature could " create in
statute an wunorganized borough assenbly elected either from
regional or at-large in the Unorganized Borough that we
del egated then the responsibilities to."

MR. BOCKHORST said the constitution gives that responsibility to
the Legislature and he was wunsure whether that could be
del egated, but it would seem to be contrary to notions of
denocratically el ected governing bodi es.

SENATOR DYSON said he assuned that the Legislature sitting as
the assenbly for the Unorgani zed Borough could develop a taxing
schenme that was just for that area.

MR BOCKHORST said that is correct.
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SENATOR DYSON commented difficulties associated wth unequal
treatment mght arise.

MR.  BOCKHORST advised the Mat-Su Borough raised an equa

treatment challenge regarding the state education funding
structure asking why they were being penalized as an organized
area. They chall enged based on the equal protection provision of
the constitution. The suprenme court responded that it is a
problem but it is a policy fix that the Legislature has the
responsibility to make. The Legislature has the capacity to |evy
taxes on the Unorgani zed Borough and that is one way to attain
equity.

SENATOR BUNDE announced he wanted to make a statenent as a co-
sponsor. He said:

For a very inportant reason | am concerned about our
fiscal gap challenges and | think this issue is an
i nportant aspect of solving that fiscal gap. Not so
much financially as it IS politically and
psychol ogi cal | y. We saw the presentation t hat
basically said those that could, should pay a fair
share. So | think that is going to be an overriding
challenge to the 80 sone percent that are providing
could inpart the argunent of fair share. So | think

that needs to be a part of discussion as the conmttee
addresses that.

Two ot her comments: Just a caution for those that are
hangi ng their hat on federal funding, wth the grow ng
federal deficit | think that is a very short term
solution for people who are questioning...the w sdom
of statehood. The other is the wi sdom of any part of
our constitution including Article X ..People can
al ways subm t | egislation for a constitutional
amendnent .

CHAI R GARY STEVENS restated that the commttee was not taking
public testinony, but would do so early in the next session. He
asked Senator WIlken to come forward to answer final questions
and give any cl osing renmarKks.

SENATOR GUESS said there is an underlying assunption that adding
anot her | ayer of governnment would be a good thing. She asked if
he had exam ned whether it would be efficient to nove forward,
whet her the current governnment structure is working; and whether
this pulls areas together.
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SENATOR WLKEN replied it is common sense to think that a group
of people that gets together on their commobn needs and wants
woul d be nore efficient than individuals trying to carry their
needs and wants on their own. Although everyone wouldn't get
everything they want the ngjority would certainly benefit.

SENATOR GUESS asked what he knew about whether the state would
or would not | ose oil revenue by creating boroughs.

SENATOR W LKEN said the answer is a definite naybe. Many people
believe that Delta Geely, including Tok, Tetlin, Northway, and
Eagle, could support |ocal governnment wthout touching the
pi peline. He explained that the pipeline is taxed at 20 mls and
boroughs that have oil and gas properties wthin their
boundaries are able to tax it as well, but only at the |evel
that they tax thenselves. The wealth in Delta Geely from the
devel opment of mssile defense, a gold mne, the potential of
increased tourismand the potential of a gas line railroad nmakes
it likely that they wouldn't tap the pipeline because they
woul dn't want to inpose the sane tax on thenselves. People wll
make that decision based on what it would take to raise the
required mninum 4 mls for education and whether they want to
do nore and what they want to do for governnent in general

SENATOR GUESS asked if he had considered a policy that would
give areas a choice of organizing as a borough and becom ng
responsible for nore than the 4 m|l| education requirenent or
sinply paying the 4 mls for education.

SENATOR W LKEN said that would take care of his issue, but the
bi gger issue asks whether |ocal governnment shouldn't be
delivered to those places that would benefit. He believes that
in a generation or two the four areas under consideration have
the potential of benefiting by organizing and having governnent.
Better and nore efficient governnment starts at the | ocal |evel.

SENATOR GUESS questioned the issue of services and whether they
are mandatory or discretionary. Anchorage provides and pays for
police services while Fairbanks relies on troopers for which the
state picks up the tab. She asked whether the Legislature should
consider nore than education and revisit which services are
mandatory and which are discretionary in the context of what an
area is able to pay.

SENATOR W LKEN acknow edged that Fairbanks funds their public

safety departnent while the borough does not and he didn't know
how it got to be that way.
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He said the rural Alaska assertion that PL874 noney is their
| ocal contribution to education should be challenged a bit. The
federal governnent doesn't look at it that way and organized
Al aska isn't allowed to use that argunent. Wen the Legislature
| ooked at the issue sone years ago they determned that there
would be a $34 million inpact to the general fund if organized
Al aska coul d use PL874 noney as their |ocal contribution.

SENATOR HOFFMAN asked why they call it paynent in |lieu of taxes.

CHAI R GARY STEVENS thanked Senator WIlken for presenting the
hi story and asked whet her he had any cl osing remnarks.

SENATOR W LKEN t hanked everyone for participating and said there
certainly is a great deal to learn and every discussion helps.
He stated he is willing to travel to any area in the state to
give his presentation and answer questions.

CHAI R GARY STEVENS advi sed he would schedule a hearing in Juneau
as early in January as possible. There being no further business
to cone before the conmmttee, Chair Gary Stevens adjourned the
meeting at 12:35 pm
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