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COCHAIR BILL THOVAS called the House Comunity and Regional
Affairs Standing Comrittee neeting to order at 8:07:17 AM
Representatives Thomas, O son, Neuman, and Ci ssna were present
at the call to order. Representatives Sal non and LeDoux arrived
as the neeting was in progress. Also in attendance was
Represent ati ve Coghill

LOCAL BOUNDARY COWM SSI ON

8:07:48 AM

CO CHAIR THOVAS announced that the only order of business would
be the overview fromthe Local Boundary Conm ssion (LBC).

8:08: 00 AM

DARROLL HARGRAVES, Chair, Local Boundary Comm ssion, recalled
the LBC s report last year, which was the 50th anniversary of
the constitutional convention. The intent of |ast year's report
was to provide a resource for years to cone. The 2006 LBC
report has been provided to each nenber of this conmittee, and
it addresses the follow ng areas: an overview of the LBC a
summary of the LBC s activities last year as well as pending
proposal s; and a discussion of public policy issues of interest
to the LBC M. Hargraves rem nded the conmittee that the
Al aska State Constitution established the LBC in order to
objectively deal w th boundaries and organization proposals and
to do so with a statew de perspective. Furthernore, the LBC is
responsible for judging proposals in areas of incorporation,
annexation, detachnent, reclassification, dissolution, nergers,
and consolidation of cities and boroughs. The LBC also is
responsible for the study of |ocal boundary issues/changes. He
pointed out that the LBC consists of five nenbers appointed by
the governor for overlapping five-year terns. One nenber is
appoi nted from each of Alaska's four judicial districts and the
fifth menber is appointed at-large and serves as the chair. He
hi ghlighted that comm ssion nenbers donate their tinme and
receive no conpensation for their service. He then nentioned
that the Departnent of Commer ce, Comuni ty, & Economic
Devel opment (DCCED) provides support to the LBC

8:13:51 AM

MR. HARGRAVES noved on to Chapter 2 of the report, which
outlines the activities of the LBC including formal or
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potential proposals. In the past year, there has been
annexation by 10 city governnents, anong which was a formnal
proceeding that the LBC affirnmed annexation of 4.5 square mles
to the Gty of Honer. There were also the incorporation of four
uni ncorporated communities, anong which the LBC approved, wth
anendnents, a proposal to incorporate a second class city to
serve the comunity of Naukat i . There was also the
reclassification of four existing cities and annexation by three
borough governnents, al t hough no formal petitions were
considered and none are pending. The LBC also saw the
consolidation of a borough and city governnent. He noted that
there is a pending petition for the consolidation of the Gty of
Ket chi kan and the Ketchi kan Gateway Borough. There was al so the
det achnment of four boroughs. The LBC saw borough incorporation
in 11 wunorganized areas, which he surmsed illustrates the
consi derable interest in incorporation. Currently, there is a
pending petition for borough incorporation for the Deltana
Bor ough

8:16: 21 AM

MR. HARGRAVES continued with Chapter 3, which summarizes the
maj or policy issues and concerns of particular interest to the
LBC, including the lack of adequate inducenent for organization;
the lack of standards providing for the establishnment of
unorgani zed boroughs; and funding for borough feasibility

st udi es. M. Hargraves related the LBC s pleasure with the
consi deration  of various legislative incentives for t he
formati on of organi zed boroughs. However, the LBC, he opined,
believes that further investigation is necessary to determ ne
t hose incentives. Anmong the current possibilities are HB 217,
which excludes the value of o0il and gas not taxed by a
muni ci pality and the determination of the required |oca
contribution to schools. The aforenentioned, he highlighted,
will be of vital concern for sone of +the future borough
requests.

8:17:59 AM

REPRESENTATI VE NEUMAN i nquired as to what the concern is related
to HB 217. He further asked if the conmunities that are
concerned are in relation to whether the gas |line proposals are
from Prudhoe Bay to Val dez or Prudhoe Bay through Canada.

MR. HARGRAVES replied yes, those communities with a portion of

the pipeline running through it are concerned. He expl ai ned
that if the high assessed evaluation was included in the
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assessed valuation of the borough, the borough couldn't afford
to organi ze. However, when that [high assessed valuation] is
excluded from the determnation in providing the [ocal
contribution to schools, the borough would find it feasible to
organi ze. Therefore, the LBC supports HB 217, he rel ated.

MR. HARGRAVES then turned the commttee's attention to SB 112

which inposes a tax on certain individuals enployed in the
unor gani zed borough outside of hone rule and first class cities.
He related that the LBC supports SB 112. He recalled the
positive testinony from those in unorganized areas, which he
interpreted as nmeaning that people in these areas are receptive
to sone type of tax to participate in funding their schools. He

acknowl edged that there would still need to be certain
protections for individuals at the poverty level or over the
Social Security age. Still, [SB 112] would be a manner in which
to provide local funding to the schools in the wunorganized
bor oughs. He noted that the LBC is aware of the recent work
done by the Al aska Advisory Conm ssion on Local Governnents and
offered that the LBC will respond to any questions/concerns of
it.

8:21:35 AM

MR. HARGRAVES concluded by highlighting that the LBC continues
to support greater incentives for borough incorporation.
Therefore, it urges the legislature to nake funding available to
expl ore borough incorporation. He acknow edged that there would
have to be controls with the aforenenti oned.

8:23.: 05 AM

DAN BOCKHORST, Local Boundary Conmi ssion, Division of Comrunity
Advocacy, Depar t ment of Conmer ce, Communi ty, & Econom c
Devel opnent (DCCED), 1in response to Representative Neunman

confirnmed that SB 112 is the approximately $470 annual head tax
that applies only to individuals 21-65 years of age who reside
or are enployed in Rural Education Attendance Areas (REAAs)
outside of home rule and first class cities and whose incone
doesn't fall below federal poverty gquidelines. He noted that
under SB 112, disabled veterans and individuals who are property
t axpayers el sewhere woul d be exenpt.

8:24: 05 AM

REPRESENTATI VE NEUMAN recalled that last year this comittee
determined that two neetings should be held in areas to be
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annexed. He opined that often after neetings for annexation,
there is media coverage that alerts people to the annexation,
and therefore a second neeting could allow those wth
information fromthe first neeting to participate. He asked if
t hat approach was utilized.

MVR. HARGRAVES i ndi cat ed t hat he didn't recal | t hat
recomendation. He related that the public information hearings
[for annexation] include public information hearings early in
t he process. In fact, staff often nmeet with various interest
gr oups. After all the witten testinmony is in the record, the
LBC neets [at the annexation site], after which the LBC nmakes a
decision. He asked if Representative Neunman was suggesting that
t he LBC have a second heari ng.

REPRESENTATI VE NEUVAN said that HB 133 was the legislation

relating to this, which unaninously passed in the House. He
recalled that HB 133 specified that when there is an annexati on,
there should be at l|east two neetings to discuss issues. He

recalled that HB 133 also addressed the use of the aggregate
vote requirenment and proposed that [in order for annexation to
proceed] both areas involved in an annexation should vote
separately in the affirmative. The notion behind the
aforenentioned is that the nobst populous area in an annexation
woul d, in an aggregate vote situation, determne the fate of the
annexati on.

MR. HARGRAVES said, "That is in regulation.” He noted that the
| ast revision of those regulations was in the early 1990s, and
therefore it's probably time to have a major revision of those.
In fact, the departnent has assigned staff to work with the LBC
to develop a new set of regulations. The aforenentioned input
is helpful in the devel opnent of regul ations.

8:30: 06 AM

COCHAIR O.LSON recalled the Homer annexation, whi ch  he
characterized as a painful process for those in the community.
He inquired as to the point at which the annexation is today.
He also inquired as to what the LBC would do differently in a
simlar hostile annexation.

MR. HARGRAVES noted that there are still pending suits in that
case, and therefore he said he couldn't discuss any specifics.
He commented that sonetines the hearing process becones a
negoti ati on process. In fact, there were many positives that
resulted from the hearing process with the Homer annexation.
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M. Hargraves recalled that when the LBC went to Honer after the
court decision, he was inpressed with the positive testinony and
the nunber of people who supported the [court's] position.
However, he acknowl edged that there were a couple of people
outside of the incorporated area who were opposed to the
[court's] position.

8:32:23 AM

CO-CHAIR OLSON recalled that the original annexation was for
approximately 25 square mles, but it was finally approved for
4.5 square m | es.

MR. HARGRAVES replied yes, adding that many tinmes the hearing
process itself is a type of arbitration

8:33: 35 AM

REPRESENTATI VE LEDOUX rel ated her understanding that in sonme of
the wunorgani zed boroughs REAAs receive federal funding, and
therefore she asked if such boroughs would |ose the federal
funds if they organi zed.

MR. HARGRAVES specified that the REAAs do receive part of their
PL874 [federal funds]. Therefore, if the REAAs organized to
beconme a borough school district, then nore of the PL874 funds
would go directly to the community thereby reducing the anount
going to the state. In further response to Representative
LeDoux, M. Hargraves said the net total amount of PL874 funding
woul d remain the sane. He explained that the PL874 funding is
earned on the basis of the populous who live on or work on
federal | ands. He nentioned that there is a classification of
nonrestricted deeds on which sone people live for which the
federal governnent will pay the taxes on those properties.

8:36:10 AM

CO- CHAI R THOVAS highlighted that the LBC s report specifies that
the total taxable property value of the Yukon Flats REAA is $340
mllion of which $316 mllion is the Trans-Al aska Pipeline
System (TAPS). If Yukon Flats formed a borough, woul d the
state lose that $316 mllion and if so, would it go to the
bor ough i nstead, he asked.

MR HARGRAVES answered that it could under current statute.

However, the rest of the 20 mlls would be collected by the
state.
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CO- CHAIR THOVAS recal led that recently local municipalities were
provided the ability to discount the first $50,000 of property
value. He then inquired as to how that would work on TAPS. He
surmsed that the first discount would be on the $50,000
property value of [the honmes in the Yukon Flats area] and the
pi peline would still be fully taxed at 20 m||s.

MR. BOCKHORST replied yes, adding that this relates to HB 217.
He specified that the only way a Yukon Flats Borough governnent
could benefit from TAPS would be to levy a property tax. A
report prepared by the University of Alaska graduate students
specified that roughly 93 percent of the taxable value of
property within the Yukon Flats region related to TAPS. He
explained that HB 217 would renove the ability to levy the
property tax, if the comunity agreed, but the required | ocal
contribution to schools would decrease because it wouldn't be
i ncluded in the cal cul ation.

CO CHAIR THOVAS, noting the possible construction of a gas |ine
[in the Yukon Flats area], pointed out that by encouragi ng Yukon
Flats to becone a borough, the state could lose $500 million in
revenue.

MR. HARGRAVES agr eed.

MR. BOCKHORST clarified that the $500 mllion isn't revenue but
rather is a property tax base, and therefore 20 mlls would be 2
percent of $500 mllion.

8:40: 05 AM

MR. HARGRAVES, in response to Co-Chair dson, specified that
there is no formal petition for the Fairbanks North Star
Bor ough

MR. BOCKHORST related that in early 2005 the Fairbanks North
Star Borough expressed serious interest in exploring the nerits
and prospects of annexation. In fact, the Mayor of the
Fai rbanks North Star Borough indicated in published reports that
he had reached a prelimnary conclusion that annexation of
territory north to the Yukon River and south to the Good Pasture
Ri ver was economically viable. However, there has been no
formal annexation proposal by the Fairbanks North Star Borough.

8:41: 07 AM
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REPRESENTATI VE NEUVAN recalled that last year the legislature
passed | egislation giving 250,000 acres to the university system
with the intent that another 250,000 would be received fromthe
[federal] government. Representative Neuman related that he
viewed this as a way to help areas organi ze boroughs. He asked
if M. Hargraves viewed it simlarly.

MR. HARGRAVES agreed that the lands available in the areas being
petitioned is a good inducenent for incorporation. However, the
inequity lays in the lack of lands or resource rich areas in one
area versus another. Therefore, anything placing nore | ands
avai l abl e for selection would be an incentive, he opined.

REPRESENTATI VE NEUMAN rel ated his belief that many of the | ands
that will be given to the state will have the potential for
resource devel opnent opportunities. He expressed the hope that
the lands could be utilized by communities in order to organize.

8:44: 00 AM

COCHAIR THOWVAS asked if the |anguage for admnistrative
boroughs has been reviewed [by the LBC], and also asked if it
generally agrees with the intent.

MR. HARGRAVES specified that the LBC knows it exists and has
read the early |anguage. However, he said that he hasn't seen
any subsequent revi sions.

MR. BOCKHORST said that the provisions in the draft |egislation
that [DCCED] provide for a new grant program in the anmount of
$15 mllion for areas with fewer than 15,000 acres of |and that
incorporate and a grant of $12.5 million for areas with 15, 000
acres or nore of nunicipal land entitlement are large fiscal
i ncentives pronoting incorporation. However, sone areas in the
state view the loss of autonony with regard to schools as a
di si ncenti ve. The legislation for admnistrative boroughs
doesn't inpact the current structure of schools. M. Bockhor st
acknow edged that there has also been concern with the prospect
of property taxes under the formation of a borough. The
adm ni strative borough concept doesn't enpower them to |evy
property taxes. M. Bockhorst highlighted that the LBC hasn't
taken a position on the legislation, although it has had
di scussion on it.

8:47: 35 AM
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COCHAIR THOVAS highlighted that [under the adnministrative
bor ough concept] the incentive is only available for four years.
Therefore, the borough would have to form within four years to
receive the incentive. He noted that some mayors in Southeast
are excited, although there is also concern with regard to the
| ack of available prem um | and.

8:48:39 AM

REPRESENTATI VE NEUMAN recalled that the state owns the rights
three-mles offshore, and asked if any of the inconme from the
fisheries could be taxed.

MR, BOCKHORST rem nded the commttee that borough governnents
along the coast have simlar jurisdictional boundaries. He
noted that there are a nunber of nunicipal governnents that do
generate revenue from the commercial fishing industry in the
area. |In fact, the Al eutians East Borough, the Lake & Peninsul a
Borough, and the Bristol Bay Borough derive significant amounts
of noney from municipal borough governnent taxes on commerci al
fishing activities.

8:50:10 AM

REPRESENTATI VE SALMON inquired as to how the smaller satellite
villages included in the formation of a borough can obtain fair
representati on.

MR. HARGRAVES confirnmed that such difficulties exist all over
the state and it probably prohibits organization in sone
I nst ances. M. Hargraves said that he didn't believe the LBC
could solve that problem which isn't unique to Al aska. Wth
regard to admnistrative boroughs, they wll have to have a
bor ough seat sonmewhere, which he indicated would be located [in
the larger area of the incorporated area].

8:52:31 AM

REPRESENTATI VE SALMON turned attention to the Yukon Flats area,
which is located on a federal refuge and thus there is little
state |and. If a borough was to form in that area, he
guestioned what | and areas woul d be used.

MR. HARGRAVES opined that the aforenentioned is in the purview

of the Ilegislature. "You know, $15 mllion is a pretty good
incentive; you could fix a fewthings with that,"” he renmarked.
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8:53: 57 AM

CO- CHAIR THOMAS inquired as to information M. Hargraves could
provi de regarding potential litigation.

MR. HARGRAVES related that there has been a court decision with
regard to Skagway, but the matter remains outstanding and can't
be discussed in any depth. Honer, he noted, continues to have
i ndi vi dual s who bring suit.

8:54:52 AM

CO- CHAIR OLSON recalled that a couple of years ago there was
interest in formng a proposed Prince WIIliam Sound Borough. He
asked i f anything is happening with that.

MR, BOCKHORST inforned the conmttee that at one point there was
a resolution adopted by the Wittier Cty Council to consider a

Prince WIIliam Sound Borough. However, shortly thereafter the
citizens of Wittier, through a referendum rescinded that
resol ution. The Cty of Cordova Council adopted a simlar
resol uti on, which led to DCCED preparing sonme petition
mat eri al s. M. Bockhorst related that to his know edge the

af orenentioned effort has ceased and naterials were nade
available to those in the region in the event anyone wanted to
pursue the matter. However, at this point no petition has been
filed nor has there been an indication of such intention.

8:56:40 AM

REPRESENTATI VE NEUMAN highlighted that many communities are
devel opi ng conprehensive zoning plans. He asked if a small area
with such a plan was to be incorporated into a larger area,
would that smaller area's plan hold any weight in the eyes of
t he LBC.

MR. BOCKHORST turned to the aggregate voter nmethod, and said
that it's one of the many opportunities for annexation. In
terms of the inpact of local views and published positions, the
LBC has an extensive opportunity during its proceedings to
gather public input and information. Therefore, views of
citizens would be available to the LBC and considered. The LBC
bases its decisions on published criteria, standards in the |aw
t hat are examned and applied to every annexation or
i ncor poration proceeding. To the extent a conprehensive zoning
pl an addresses those, those would be considered. For exanpl e,
the Cty of Palner is currently exploring the prospects of
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annexation and may be doing so in terns of conprehensive plan
efforts.

9: 00: 59 AM

REPRESENTATI VE NEUMAN surm sed then that the |ocal conprehensive
zoni ng plans have no weight. In regard to the aggregate vote
Representati ve Neuman asked if anything besides the aggregate
vote has ever been used.

MR. BOCKHORST, noting that he has been with the LBC for over 25
years, specified that annexations with any type of election are

very rare. Typically, there is either a legislative review
process or a process by which all adjoining property owners
petition for annexation. M. Bockhorst said that although the

option exists, there has never been an annexation wth an
aggregate vote. However, a petition for an annexation with an
aggregate vote is pending.

MR. HARGRAVES interjected that one nust consider that any
strategic planning or other community efforts mght be brought
forth by DCCED s review He related his assunption that
interested parties would bring forth such information to the
LBC s attention. Therefore, in that case such information would
carry wei ght during the review

9:03: 54 AM

CO CHAI R THOVAS pointed out that Article 10, Section 14, of the
Al aska State Constitution specifies that an agency in the
executive branch of governnent shall advise and assist |ocal
governments. However, when Naukati petitioned to incorporate as
a second class city, the proposal for 44 square mles was

reduced to 11 square mles. Co-Chair Thomas said the
af orenenti oned seened to alnbst elimnate the success of such a
proposal, especially because [the 11 square mnmles] didn't

include a | odge that could' ve provided revenue to the comunity.
Therefore, he questioned how elimnating a revenue source from
an area petitioning for incorporation could assist the area in
its organi zati on.

MR. HARGRAVES recalled that with the Naukati request there were
strenuous objections from those |located on the periphery of the

area to be incorporated. By the time of the [LBC s] hearing
the reduced boundary was recommended by DCCED and everyone
agr eed. In fact, the attorney representing the area that was

elimnated from the proposal didn't even speak as he was
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convinced that those in the core area of Naukati had settled on
the reduced boundary. M. Hargraves opined that the record
i ndi cated that the reduced boundary was what the peopl e wanted.

CO- CHAIR THOVAS rel ated his understanding that the |arge | odge
owner faced a potential tax to the nmunicipality in the anount of
$38,000 a year. Therefore, it would be good for the | odge owner
to hire [an attorney to help take the |locale of the | odge out of
the proposed boundaries]. Still, that |odge owner wll be
comng to towm and utilizing [its services], which is alarmng
in light of the fact that the original petition was rejected.
In the meantine, the university swept up sone of the land in the

original proposal. Co-Chair Thomas indicated that he was
synpat hetic to Naukati . He then asked if it is typical for the
LBC, when considering incorporation, to demand certain

conditions, such as the inplenentation of a 3.5 percent sales
tax, when the area is incorporated.

MR. HARGRAVES related his belief that the LBC has broad
authority to require conditions to hel p achi eve success.

CO- CHAI R THOVAS expressed concern with the ability of the LBC to

reduce proposed boundari es. Therefore, he related that he is
considering introducing legislation that would allow a conmunity
to opt-out of the admnistrative borough. Co- Chair Thomas

opi ned that sonme of the LBC s decisions seemto be disincentives
rather than incentives to form boroughs. He said that he hoped
that areas will formw thin the nodel borough boundari es.

MR. HARGRAVES pointed out that with the Naukati proposal, the
LBC didn't get to consider the [44 square m | e] proposal because
all of the parties had already agreed [on the snaller boundary].
He opined that had the original proposal been approved, it
woul d' ve probably been challenged and went to a |awsuit because
t hose outside of Naukati proper were too far fromit to feel as
if they gained anything by being included in the proposal for a
second cl ass city.

9:12:17 AM

COCHAIR THOVAS inquired as to the difference between the
formation of a borough in Yakutat versus Skagway.

MR. BOCKHORST recalled that he nade a hearty case for Yakutat

receiving what it requested because it's unique in the
devel opment of boroughs. He said that he didn't view Yakutat as
equivalent to other areas or as setting a precedent. He
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nmentioned the lack of connections culturally, geol ogical
economcally, and pointed out that it did neet all of the
st andar ds.

9:16: 13 AM

REPRESENTATI VE NEUMAN recalled earlier testinmony that perhaps
some of the situations the LBC addresses may need an over haul
To that end, he suggested that the LBC review HB 133.

9:16: 57 AM

REPRESENTATI VE SALMON recall ed that Yukon Flats and Nenana have
expressed interest in organizing, and inquired as to where those

two stand at this point.

MR. HARGRAVES answered that there have been inquiries and naybe
even presentations, although the LBC has received no petitions.

9:17:48 AM

CO- CHAIR THOVAS announced that the admnistrative borough bil
was introduced yesterday in the Senate and the House hasn't
deci ded whether to introduce a conpanion bill.

9:18: 30 AM

ADJ QURNVENT

There being no further business before the conmttee, the House

Community and Regional Affairs Standing Commttee neeting was
adj ourned at 9:18 a. m
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