ALASKA STATE LEG SLATURE
HOUSE COVWUNI TY AND REG ONAL AFFAI RS STANDI NG COWM TTEE
April 26, 2005
8:12 a. m

VEMBERS PRESENT

Representative Kurt O son, Co-Chair
Representative Bill Thomas, Co-Chair
Representative Pete Kott
Representative Gabriell e LeDoux
Representati ve Mark Neuman
Representati ve Sharon Ci ssna
Represent ati ve Wodi e Sal non

VEVMBERS ABSENT
Al l nmenbers present
COW TTEE CALENDAR

HOUSE BI LL NO. 217

"An Act relating to the determnation of full and true val ue of
taxabl e nunicipal property for purposes of calculating funding
for education and certain other prograns.”

- MOVED HB 217 OQUT OF COW TTEE
PREVI QUS COW TTEE ACTI ON
BILL: HB 217

SHORT TITLE: FULL & TRUE VALUE OF TAXABLE MUNI PROP.
SPONSOR(S): REPRESENTATI VE(S) HARRI S

03/ 14/ 05 (H READ THE FI RST Tl ME - REFERRALS
03/ 14/ 05 (H CRA, FIN

04/ 14/ 05 (H CRA AT 8: 00 AM CAPI TOL 124

04/ 14/ 05 (H -- Meeting Canceled --

04/ 26/ 05 (H CRA AT 8: 00 AM CAPI TOL 124

W TNESS REG STER

PETE FELLMAN, Staff

to Representative John Harris
Al aska State Legislature
Juneau, Al aska

HOUSE CRA COW TTEE -1- April 26, 2005



POSI TI ON STATEMENT: Presented HB 217, on behalf of the sponsor,
Representative Harris.

STEVE VAN SANT, State Assessor

Di vision of Comunity Advocacy

Departnent of Comrerce, Community, & Econom c Devel opnent

Anchor age, Al aska

PCOSI TI ON STATEMENT: Di scussed HB 217 and the current situation
that it's trying to address.

M KE SCHULTZ, Chairman

Charter Comm ssion

Del ta Junction, Al aska

POSI TI ON STATEMENT: During discussion of HB 217, discussed the
situation in Delta Junction with regard to the proposed Deltana
Bor ough.

PETE HALLGREN, City Adm nistrator

City of Delta Junction

Del ta Junction, Al aska

POSI TI ON STATEMENT: During discussion of HB 217, discussed the
vi ew of the proposed Deltana Borough.

ACTI ON NARRATI VE

COCHAIR BILL THOVAS called the House Comunity and Regional
Affairs Standing Committee neeting to order at 8:12:20 AM
Representatives Thomas, O son, LeDoux, and Neuman were present
at the call to order. Representatives Kott, G ssna, and Sal non
arrived as the neeting was in progress.

HB 217-FULL & TRUE VALUE OF TAXABLE MJNI PRCP.

CO CHAIR THOVAS announced that the only order of business would
be HOUSE BILL NO 217, "An Act relating to the determ nation of
full and true value of taxable nmunicipal property for purposes
of calculating funding for education and certain other
prograns. "

8:13:26 AM

PETE FELLMAN, Staff to Representative John Harris, Alaska State
Legi slature, explained that HB 217 enbodies a concept that has
been around for sone tinme in that it wouldn't tax pipeline
properties. However, in the past the concept was buried in nore
conpl ex |egislation. This |egislation provides opportunity and
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choice to communities wshing to organize |ocal governnents and

form boroughs. This legislation would allow comunities to
exclude a pipeline from property taxes while also not having a
property tax, which would reduce the 4 mll requirenent to pay

for school s.
8:16:11 AM

REPRESENTATI VE NEUMAN related his understanding that currently
unorgani zed areas of the state include [pipeline] property for
the local 4 mll tax that is wused for education funding.
Therefore, if the 4 mll tax is elimnated as [is an option
under HB 217], then that noney would not go toward educati on.

8:16: 53 AM

STEVE VAN SANT, State Assessor, Division of Community Advocacy,
Departnent of Comrerce, Community, & Econom c Devel opnent
(DCCED), explained that currently in the Delta Junction area,
for exanple, there is no borough and thus the pipeline value is
not included in the value given for Delta Junction. If Delta
Junction were to form a borough, the oil and gas properties in
the area would anount to $200 million and thus would be included
in the full value and considered when [calculating the |ocal

contribution] for education. However, the problem is that
currently the state collects 20 mlls on all oil and gas
properties, and therefore the aforenentioned $200 million would
be subject to that 20 mlls. If that $200 million is included

in the full value for the borough, the borough would al nost be
required to levy a property tax in order to obtain the 4 mll
equi val ency. Therefore, the inpetus behind HB 217 is such that
if a nmunicipality doesn't levy a property tax, then the value of
the oil and gas property won't be included in the full value of
the nmunicipality and thus it wouldn't be forced to levy a
property tax. If the nmunicipality decided to levy a property
tax, the property tax would be levied against the |ocal property
as well as against the oil and gas property. At that tinme, the
value of the oil and gas property would be included in the
municipality's full val ue.

8:18: 59 AM
CO CHAI R THOVAS questioned why an area with a gas |ine running

through it would form a borough and not want to tax that
property and have a high property tax exenption.

HOUSE CRA COW TTEE - 3- April 26, 2005



MR. VAN SANT said that it's a choice that can be nade at the
| ocal level. The inpetus behind HB 217 is to not force the area
to levy a property tax when it doesn't want to do so.

8:19:39 AM

CO- CHAIR THOVAS inquired as to the amount of the exenption that
a borough can give to its property owners.

MR. VAN SANT answered that the maximum anount a borough can
exenpt for any individual for property tax is $20,000 under the
optional residential exenption. However, senior citizens are
exenpt from property tax in the anmount of up to $150, 000. He
explained that the $20,000 that can be exenpted under the
optional residential exenption is added back into the full value
and thus is included in the community's school funding
contri bution.

8:20: 30 AM

REPRESENTATI VE LEDOUX referred to the language in HB 217 that
refers to detached property.

MR. VAN SANT explained that the detachnent |anguage refers to

the detachment of an area from a nunicipality. If an area is
allowed to renove itself from the borough boundaries, the val ue
will be excluded for two years prior to [detachnent] because

that value, not the current value, is used for school funding.

REPRESENTATI VE LEDOUX asked if detachnment is simlar to reverse
annexati on.

MR. VAN SANT said that's one way to look at it. Det achment
basically allows an area to withdraw from a borough. He said he
couldn't think of an area that has actually detached.

REPRESENTATI VE LEDOUX inquired as to the notivation behind the
det achnment | anguage in HB 217.

MR. VAN SANT pointed out that there is the possibility of
detachnment, and therefore the departnment wants to ensure that
when there is a detachnent "we're dealing with apples and
apples.™ He explained, "In other words, ... the full value
borough that the borough has to consider for |Iocal school
contribution would be the value two years ago, not today's
value. So, we want to nmake sure we ... renove those values from
t hat borough.”
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8:23:28 AM

REPRESENTATI VE NEUMAN inquired as to whether the pipeline that
travel s through unorgani zed areas is included in the full value
of that area. He asked if there is a 4 mll tax that goes
toward school s.

MR. VAN SANT replied no, and specified that [the value of the
pi peline going through an unorganized area] is not connected to
any nunicipality wunless [the pipeline] runs through city
boundari es. However, there are no city boundaries wthin
unor gani zed ar eas. M. Van Sant pointed out that the pipeline
from Prudhoe Bay to Valdez primarily passes through boroughs and
t he unorgani zed borough. Any portion of the unorgani zed borough
through which it travels is not considered in any municipality's
full value for local contribution to schools.

REPRESENTATI VE NEUMAN surmsed then that by [providing the
option] to take [the pipeline's value] out doesn't decrease
| ocal contributions into the school foundation formula.

MR. VAN SANT agr eed.
8:24:41 AM

REPRESENTATI VE LEDOUX posed a situation in which an unorganized
area with a pipeline passing through it wants to becone a
borough, although it's concerned [with doing so] because it
doesn't want to levy a property tax. She asked if a solution to
this problem would be to increase the anmount of exenption from
whi ch a borough coul d exenpt | ocal property owners.

MR. VAN SANT pointed out that any increased exenption shifts the
tax burden from one category to another. In the situation posed
by Representative LeDoux, the increased exenption would shift
the tax burden from the residential and commercial owners to a

third party such as the pipeline. The state only receives 20
mlls from that [pipeline] property and that's all that can be
| evied against that property. However, any time an optional
exenption is exercised, those values are still included in the
full value, which reflects the total taxable value of the
bor ough. Therefore, any optional exenption is added back into
the true and full value and subject to the 4 mll loca

contri bution.

8:26:48 AM
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COCHAIR OLSON inquired as to what the |anguage "certain other
prograns” refers to in the title of HB 217.

MR. VAN SANT explained that in the past the full value has been
used in the calculation of revenue sharing. Oten, the
nmeasurenment of wealth is used in different state share prograns
for grants, and therefore he characterized [the reference to
"certain other prograns”"] as a catchall

8:28:13 AM

M KE SCHULTZ, Chai r man, Charter  Conmi ssi on, informed the
commttee that the Charter Commission is charged with witing
the charter for the future borough in Delta Junction. At the

nonent the Charter Commission is westling with the funding and
proposed tax structure of the proposed borough; the 4 mll
equi val ence cones into play with that. Since the feeling is
that the Delta Junction community won't accept a borough charter
wth a property tax, a taxing structure wthout a property tax
has been designed. Part of the aforenentioned is to exclude the
value of the oil and gas properties in the borough area, which
is what HB 217 al |l ows.

8:30: 03 AM

REPRESENTATI VE NEUVAN inquired as to how an area can form a
bor ough wi t hout property taxes.

MR, SCHULTZ explained that the taxing structure to be used in
the proposed borough consists of the follow ng: 3 percent tax
on the fuel; 10 percent tax on power sold in the borough; and a
2 percent severance tax on the gold of Pogo M ne.

REPRESENTATI VE NEUMAN related that the WMat-Su Borough has a
fairly high property tax with an exenption for personal taxes.
He asked if M. Schultz foresaw property taxes comng into play
for the proposed borough.

MR. SCHULTZ characterized the aforenentioned as a discussion
[that would occur] in 15-20 years. He said he couldn't predict
that far out into the future, but suggested that the proposed
borough is tied to the life of the Pogo M ne.

8:32: 39 AM
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REPRESENTATI VE LEDOUX inquired as to the nunber of boroughs that
finance thenselves with funds other than property taxes.

MR. VAN SANT replied that currently 12 of the 16 boroughs in the
state levy a property tax. The other four boroughs derive
revenue through sonething other than property tax.

8:33:35 AM

PETE HALLGREN, Cty Admnistrator, Cty of Delta Junction,
explained that the Gty of Delta Junction would dissolve at the
sane tinme the proposed borough cane into existence. Ther ef or e,
there wouldn't be duplicate |ocal governnent. Bor oughs, he
said, use a variety of taxes to neet their local situation. The
$200 mllion worth of Trans-Al aska Pipeline System (TAPS)
pi peline inside the proposed Deltana Borough would result in the
[ proposed borough] having to cone up with $800,000 in taxes to
pay that portion of +the value toward the area's schools.
Currently, the state receives about $4 nillion from the pipeline
that traverses through the proposed Deltana Borough. He
explained that the proposed borough would have to take that
$800, 000 from the nmoney going to the state's general fund. M.
Hal l gren clarified that taxation on TAPS woul dn't change, nerely
where the noney goes woul d. He opined that the desire is to
develop a tax situation that better neets the needs of the area
and its people. However, the current |law forces the proposed
borough to have a property tax. If HB 217 were passed, | ocal
people in the proposed borough would have the opportunity to not
have an initial property tax and thus the aforenentioned
$800, 000 wouldn't have to be taken from the state general fund
to give it to the schools. M. Hallgren said that he didn't see
a downside to this |egislation.

8:35:43 AM
CO- CHAIR THOVAS inquired as to where a borough's paynent in lieu
of taxes would go. He related his wunderstanding that any

revenue fromthe pipeline would be waived to pay for education.

MR. VAN SANT agreed, and added that wunder the aforenentioned
scenario the paynent in lieu of taxes would go to the borough

CO CHAIR THOVAS said he thought the paynent in lieu of taxes was
to help with education
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MR. VAN SANT specified that boroughs receive a portion of that
paynent in lieu of tax. He deferred to Bill Rolfzen, DCCED,
regardi ng the paynent in |lieu of taxes.

MR. HALLGREN interjected that he has spoken with M. Rolfzen for
a nunber of years because the Cty of Delta Junction receives
paynent in lieu of taxes through the state program If the
proposed borough were to form the borough would get the noney
albeit slightly less than the Gty of Delta Junction receives
now. The amount of paynent in lieu of taxes for Delta Junction
is about $467,000, which would decrease to $380,000 or so under
t he proposed borough.

8:37:47 AM

REPRESENTATI VE NEUMAN related his understanding that the
proposed borough intends to tax power use. Therefore, he asked
if areas [in the proposed borough] are receiving power cost
equalization (PCE) funds from the state. He further asked if
t hose taxes woul d be | evied against the PCE funds.

MR. HALLGREN answered that currently in the proposed Deltana
area no one receives PCE funds.

8:39: 04 AM

CO CHAIR  THOVAS, upon determining there were no further
guestions or individuals who wanted to testify, closed public
testi nony.

8:39:16 AM

REPRESENTATI VE NEUVAN commented that initially he had doubts
about HB 217. However, wupon understanding that the $841, 000
won't go into the general fund but rather be placed in |ocal
funds, he said he woul d support passage of HB 217.

8:40: 08 AM
REPRESENTATI VE LEDOUX noved to report HB 217 out of commttee
with individual recomendations and the acconpanying fiscal

notes. There being no objection, it was so ordered.

ADJ OQURNMVENT
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There being no further business before the commttee, the House
Community and Regional Affairs Standing Commttee neeting was
adj ourned at 8:40 a.m
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