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Rynni eva Moss

Legislative Aide to Representative Coghill
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ACTI ON NARRATI VE

CHAIR GARY STEVENS called the Senate Conmmunity and Regional
Affairs Standing Commttee neeting to order at 1:38:29 PM
Present was Chair GGary Stevens. Senator Kookesh and Wagoner
arrived shortly.

CSSSHB 133(JUD) AM MUNI ClI PAL BOUNDARY CHANGES/ COVM SSI ON

CHAI R GARY STEVENS announced HB 133 to be up for consideration.
1:38:51 PM
RYNNI EVA  MOSS, Legislative Aide to Representative Coghill),

explained that HB 133 started as a single subject piece of
| egi slation addressing aggregate votes. Existing regulation
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provi des for annexation by aggregate vote. This neans that votes
from an area to be annexed and the votes from the existing area
are counted in aggregate to determ ne whether or not an area
wi || be annexed. Representative Coghill believes that s
contrary to intent and statute because existing statute says the
people in the area to be annexed nust approve the annexation by
a majority vote.

Section 4 says that regulations providing standards and
procedures are subject to state law, which is consistent wth
the constitution.

The original draft required a public vote for the Local Boundary
Comm ssion (LBC) to bring a proposal to the Legislature.
Legi sl ative Legal said that would probably not stand up to | egal
chal l enge. The commttee substitute requires two public hearings
if the LBC conmes to the Legislature with a proposal

Anot her change is the |anguage prohibiting the LBC from changi ng
or adding requirenents to the petition. The current proposal
requires the LBC to publicly notice the changes and provide tine
for public comrent.

The final addition to the statute is the requirenment that the
people in the existing municipality would have to approve an
annexation by majority vote. The reason for this is that a |arge
area could force itself into an existing borough through the
annexation. As currently drafted, the bill requires two separate
votes. One vote would be the area to be annexed and one vote
would be from the existing municipality. Each would have to
approve the annexation separately.

1:42:18 PM
CHAI R GARY STEVENS not ed Senat or Kookesh was present.

He recapped and remarked this gives annexation veto power to
what could be a very few people.

M5 MOSS replied that power already exists under existing |aw.
The bill changes that by requiring the existing municipality to
vote in favor of the annexation.

STEVE THOWPSON, Fairbanks Mayor, stated three points opposing
the bill:
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e Some of the earliest |lawsuits in Fairbanks were over
annexations and the sane probably holds true in
Anchor age. Nonet hel ess, |ocal adjacent annexations do in
fact work out to be the best for the communities.

e Fairbanks has run out of property and is |ooking at
adj acent areas ampunting to between 500 and 1,000 acres
areas to expand and grow the comunity. The borough woul d
like to inprove the area to the point that it could be
devel oped as an industrial area or a housing subdivision.
Under the proposed legislation, if there's just one
person living in the area, he or she could vote no and
that woul d be the end of the expansion.

e In Fairbanks 30,000 people live inside the city
limts, but 80,000 live in the imediate area. Jobs are
inside the city limts so about 50,000 people travel into
the community where they work every day. They expect to
have police, fire and anbul ance protection and they want
the roads plowed and nmaintained. However, those 50,000
people provide none of the funding that it takes to
provide those services. People comng into town to work
in the community work for enployers in buildings that are
t ax- exenpt. The Fairbanks Menorial Hospital, the federa
buil ding, state court house, borough buildings, school
district headquarters, and schools are all big enployers
of people that live outside the city and the city is left
wth no way to recover any costs. Annexing the inmmediate
area around a town that really is part of the conmunity
woul d hel p sol ve the probl em

HB 133 could be renaned the anti-econom c devel opnent bill, he
qui pped.

1: 47: 23 PM

CHAI R GARY STEVENS said it sounds as though you believe this
bill would cause nore trouble than you al ready have.

MAYOR THOWPSON replied yes it would. It would slow down the
ability to develop areas for econom c devel opnent and it would
be burdensonme for the city if it were to try to expand.

CHAI R GARY STEVENS noted M ke Black with Departnent of Comrunity
& Econom ¢ Devel opnent (DCCED) was avail abl e for questions.

1:48: 47 PM
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M5 MOSS said she wanted to address Mayor Thonpson's concerns.
She expl ained that under current state statute, people living in
the annexed area would have to vote on the annexation. HB 133
takes nothing away from the current process, but it takes away
the concern that Representative Coghill has about a regulation
that is inconsistent with state statute. That is a regulation
that dilutes the voice of the people in the area to be annexed.

She disagreed that people living outside the city aren't
contributing to the services and facilities inside the city.
Contri bution exanples include user fees, fuel tax, and driver's
| icenses. She also pointed out that the state puts a lot of
noney into facilities in the city. HB 133 won't slow down the
city's process. It sinply ensures there are not regulations that
are inconsistent with state statute.

CHAIR GARY STEVENS asked if it's <correct that currently a
majority of the aggregate vote rules.

M5 MOSS clarified it's currently a vote of the people in the
annexed area. |In Fairbanks, Mayor Whitaker nade the statenent
that according to regulation he could do an aggregate vote to
annex everything south of the Yukon River. The regulation is
indeed on the books and Representative Coghill 1is concerned
because that regulation is inconsistent with state statute. The
LBC has said that it has never used the aggregate vote, but she
hasn't verified that point.

1: 51: 48 PM

CHAI R GARY STEVENS noted Senator Wagoner had joined the neeting.
He announced he would hold HB 133 in conmttee.

SB 179-M NERALS TAX/ PAYMENTS TO MUNIS IN LI EU

1: 52: 15 PM

CHAI R GARY STEVENS announced SB 179 to be up for consideration
He asked M. Van Sant to cone forward and discuss the issue of
prohibiting communities from having a severance tax on mnerals
and m ning and how that woul d be inpl enented.

STEVE VAN SANT, State Assessor, Departnment of  Commerce,
Community & Econom c Devel opnent (DCCED), introduced hinself and
explained that original bill exenpted nearly every tax you could
think of. The commttee substitute (CS) made a nunber of changes
that his office recormended one of which was the severance tax
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issue. It appeared as though a nunicipality could hold a mning
operation hostage by threatening a severance tax. DCCED contends
that resources belong to the people of the State of Al aska and
therefore a severance tax should be reserved to the state rather
than a local nunicipality. If the state decided to levy a
severance tax, it could do so statew de or by category.

Looking at other changes made in the CS, he said they are
acceptable to the departnent at this tinme. The primary point was
that one entity should not carry the total tax burden for a
comunity or proposed borough. All residents of an area should
share the burden

CHAI R GARY STEVENS asked how property tax is established.

MR. VAN SANT explained that when speaking about property tax
everything is taxable unless state |law specifically exenpts it.
Qoviously state property, federal property, city property, and
borough property would be exenpt from property tax unless a
private entity uses the property for 1its own purpose. For
exanple, the railroad pays a possessory-interest tax on land it
| eases fromthe state.

Omership on January 1 dictates taxability of a property. If a
church owned a piece of property on January 1 and used it for

religious purposes until January 5 and then sold the property,
the exenption would carry through for the entire year. But if
the church purchased a property on January 5, it would be

taxable the entire year.
1:57: 45 PM

The Red Dog Mne itself is taxable. Wien he put the full value
on the mne it amunted to about $130 mllion in property
including the road, the port, the storage facilities. That was
all property not owned by the Red Dog Mne, but they had an
interest in it and were therefore subject to possessory-interest
property tax. Subsequent |y, the Legislature specifically
exenpted that interest, but any other operation that canme in
would pay a local property tax. If they didn't have a | ocal
property tax the assessor would include it in the full value
determ nation for educational funding.

CHAIR GARY STEVENS recalled that the Al aska Muinicipal League
(AML) testified that there is a perfect balance here if there is
a new borough. If a property tax were assessed against the mne
then residents would have to pay a simlar property tax on their
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homes. He asked whether that would be true or would many hones
be exenpt.

MR. VAN SANT explained that nost property in those areas is
exenpt because it is state or federal land. Private homes on
restricted deeds, Native allotnents or ANCSA property would be
exenpt wunless leased to third parties. Restricted deeds are
exenpt and ANCSA property would be exenpt unless it's devel oped.
The sane thing applies and is done in Anchorage, Fairbanks and
Kodi ak.

A question that typically arises relates to HUD hones. An
attorney general opinion says that while the underlying fee is
exenpt the possessory interest that the purchaser has in the
property is taxable. As a result, the Legislature passed a bil
allowing a nunicipality to exenpt those interests because
collection may be problematic and the cost of collection nore
than it's worth. Nonetheless, that value is included in the ful
value determination for school funding. "Even if we have
$100,000 or $150 mllion of those properties, we would include
themin the full value so they are going to have to raise the 4
mlls equival ency sonehow on those."

CHAI R GARY STEVENS observed that there is probably no definitive
answer as to whether that is a control. AM. says it is a good
control over how nuch property tax a mne would be charged and
you say it's not a control.

2:01: 54 PM

MR. VAN SANT replied it is a control to sone extent. He
suggested the City of Valdez provides a good exanple. It |evies
a 20 mll tax, which is quite high but that's the tax rate the
state levies against oil and gas properties. The Cty of Valdez

takes all the tax dollars for oil and gas wthin city
boundaries, but every person living in Valdez pays 20 mlls on
their property as well. Certainly that's a control. People that

do pay property tax are well cognizant of the fact that the tax
comes fromtheir pocket and if the city wants to levy a property
tax against a mne it can't get around the fact that residents
will pay the sane rate.

CHAI R GARY STEVENS asked if 4 mlls is enough or a fair anount.
MR. VAN SANT replied 4 mlls is the mninmm required

contribution, "but if you' re |ooking at doing your own schools -
| don't know of anybody that goes 4 mlls.” Typically when a
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comunity funds its own schools the mllage rate isn't just the
mninmum He noted that the CS changes that rate if an area
chooses to organi ze.

2:04:49 PM

SENATOR GENE THERRI AULT, Sponsor, stated agreenent that the
severance tax should be reserved to the state as the suprene
taxing authority. He continued to say:

Certainly, those mnerals are reserved to the state
and that's one of the concerns that there has been

That if you allowed the mne to be the only entity
that's taxed, then what they do is they use that
jointly owned property - which ny 32,000 people own
part of and your 32,000 people own part of - and they
pay their entire burden off of that jointly owned
resource. W'd rather have them tax the enterprise,
tax the activity that's going on as that jointly owned
resource i s devel oped and m ned.

He suggested that the CS is a good work product that addresses
many of the concerns that have been raised and that M. Bal ash
coul d answer any technical questions.

CHAIR GARY STEVENS asked M. Balash to explain how the CS
changes the original bill

2:07: 06 PM

JOE BALASH, Staff to the Legislative Budget & Audit Conmttee
and to Senator Therriault, explained that a different approach
was taken on the comittee substitute. They took |anguage
suggested by M. Van Sant and "junped between Title 29 and Title
43 as appropriate.”

Section 1 sinply adds a reference.

Section 2 describes the way - through Title 29 - the tax would
affect mnes in the unorgani zed area.

Section 3 reserves the severance tax to the state, but it
grandfathers in those severance taxes that are currently in
pl ace or that conme into being by January 1, 2006. It doesn't go
back to January 1, 2005 because that would necessitate a
retroactive effective date.
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Section 4 has a few changes. The mll-rate is still linked to
the foundation formula. It is 4 mlls when a mne is located in
an unorgani zed borough or it is the mll rate levied by a newy
incorporated nunicipality or the nunicipality into which the
mne is annexed. The levy is the sanme as all other property in

that nmunicipality. If the Pogo Mne were annexed into the
Fai r banks North Star Borough, it would be assessed 15 mlls just
like every other piece of property in the borough. |If the
Del t ana Charter Comm ssi on wer e to be successf ul in
incorporating a new borough with a 10 mll property tax, then
that would be the mlIl rate. The tax would still be assessed and

collected by the state but it wwuld be payable to that
muni ci pality.

In addition, there is a provision for the negotiation of a state
PILT in place of +the property tax. Likewise, the newy
i ncorporated government or the annexing government could
negotiate a PILT wwth the m ne.

The 15-year exenption on particular things that you could
otherwi se tax on the mne after production comrences renains the
sane.

The State Assessor wll do the assessnment and nuch of the
| anguage M. Van Sant recommended is included.

2:11:13 PM

Referencing page 6, l|line 24, he noted that the CS does not
incorporate M. Van Sant's recomendation to reduce the
exenption on property valuation to $1 mllion. The original $10
mllion exenption renains unchanged. The Alaska Mners

Associ ation has weighed in and although he hasn't had the
opportunity for a direct conversation, the provision was
intended to shield small mning operations that have nade
substantial investnents.

2:12:42 PM
CHAIR GARY STEVENS referenced the $10 nmillion exenption and
asked if that includes just the value of the land or the val ue

of the facilities built on the | and.

MR. BALASH replied it would include those facilities that aren't
open to the public.
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CHAI R GARY STEVENS asked if it would be the physical structure
that the mne installs.

MR. BALASH said that's correct. At Fort Knox in the Fairbanks
North Star Borough, the assessor taxes everything that has been
added to the property. This includes the power poles and power
lines on the property. Simlarly, the road beyond the security
gate leading to the mne is taxed while the part of the road
| eading up to the gate is not taxed.

2. 14: 25 PM
MR. BALASH expl ai ned that the nmechanism used to negotiate a PILT

agreenent with the state directs the Comm ssioner to follow the
procedures in AS 43.82 - the Stranded Gas Act - and then submt

it to the Legislature for approval. In no way does this contract
away the state's right to levy, change or renpbve a tax. The
Legislature would still have the full ability to nodify the

terms of the PILT agreenent.

CHAIR GARY STEVENS noted that a question was raised earlier
about the issue in the constitution about not contracting away
the right to tax. He asked if a |egal opinion was received as to
whet her PILT agreenents are included.

MR. BALASH replied there is specific |anguage regarding the
state PILT. Although he didn't have anything in witing wth
regard to a nunicipal PILT the bill drafter posited the question
to him He suggested that the nunicipality's authority to put in
place a PILT was inplied, as it exists today. The proposed
| egi slation gives a nechanism authorizing nmunicipalities to go
through a process and do the sanme thing, which would then be
bi ndi ng. "However, that contract wouldn't be absolute in its
bi nding effect. The nunicipality could appeal to the Legislature
for relief." The drafter thought that was a plausible renedy. He
said he didn't ask for an opinion beyond that.

2:16:52 PM

SENATOR THERRI AULT referenced the issue of property subject to
taxation and enphasized that property that has limted public
access shoul d be taxable.

Wth regard to the $10 million threshold, the determni nation
woul d be the sanme. If the public had free access it wouldn't be
taxed, but if a conmpany exerts control as part of the operation
then it's part of the calculation to determ ne whether or not
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the $10 mllion threshold is nmet. Large mnes and snall mnes
are treated the sane with regard to valuation of the property
itself.

CHAI R GARY STEVENS asked for an explanation of when a tax would
be levied as it relates to begi nning production.

MR. BALASH read page 3, line 23 then pointed to the definition
section on page 6, line 29. The date on which the initial
shi pment of product is nmade is the year that the tax begins. No
tax woul d be | evied during construction.

SENATOR THERRI AULT added there mght be concern that conpanies
would delay the initial shipment, but because the upfront
investnment is huge, conpanies wll rush to get mnerals to
mar ket so that they can service their debt.

2:21:15 PM
CHAI R GARY STEVENS asked if he had any final comrents.

SENATOR THERRI AULT said the till is tied to the Stranded Gas Act
so that that structure could be used.

CHAI R GARY STEVENS asked M. Van Sant if he had any response or
questi ons.

2:22:16 PM

MR. VAN SANT acknow edged he did have several questions. First
he referenced the change in wording for exenptions on page 6,
line 20 and questioned the intent. He interprets the |anguage as
saying that if it's within a borough it's going to be exenpt
"And I'mnot sure that that was the intent," he said.

MR. BALASH said he would have to review his notes.

MR. VAN SANT referenced page 6, line 18 and asked if that is
unlimted use by the public.

MR. BALASH replied yes. The original draft had "limted public
use". Senator Therriault wasn't confortable with the phrase. He
wanted it clear that the property would be open to public use.
There were no further questions.

2:24:41 PM
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CHAlI R GARY STEVENS announced he would hold SB 179 in committee.

There being no further business to conme before the commttee,
Chair Gary Stevens adjourned the neeting at 2:24:58 PM
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