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COCHAIR GABRIELLE LEDOUX called the House Conmunity and
Regi onal Affairs Standing Conmittee neeting to order at 8:03:04
AM  Representatives LeDoux, Fairclough, dson, and Sal mon were
present at the call to order.

St at e Assessor

8:03:57 AM

CO CHAI R LEDOUX announced that the first order of business would
be the presentation fromthe state assessor.

8:04:18 AM

STEVE VAN SANT, State Assessor, Division of Comrunity Advocacy,
Department of Commerce, Community, & Economic Devel opnent

(DCCED), informed the commttee that he would discuss taxation
for muni ci palities and t he | ack of alternatives for
muni ci palities through the handout entitled, "Minicipal Revenue
Mths & Realities.” The handout, he pointed out, begins by

hi ghlighting the various types of taxes, including property tax,
head tax, notor vehicle registration tax, enploynent tax,
bed/room tax, fuel transfer tax, business |license tax, sales and
use tax, value-added tax, severance tax, property transfer tax,
and gross receipts tax. However, not all taxes may be |evied by

all nmunicipalities. He inforned the committee that in 2006,
approximately $1.1 billion in local taxes was collected by
muni ci palities, of which $223 mllion was sales and other
special taxes and $905 million was property taxes, including oil
and gas. O the $905 nmillion in property taxes, about $220
mllion was collected from oil and gas property tax - the

maj ority of which goes to the North Sl ope, Kenai, and Val dez.

MR. VAN SANT explained that taxes are necessary in order to
distribute the tax burden for services rendered by the
government as equitably as possible. In many cases, property
taxes are thought to be the nethodol ogy. Wth regard to the
page entitled "Have Muinicipal Tax Revenues |ncreased?", M. Van
Sant acknow edged that nunicipal tax revenues have increased.
In fact, from 1995-2005, sales tax revenues increased 63.5

percent; bed taxes and other tax revenues increased 68.4
percent; and |local property tax revenues increased 75.4 percent.
However, at the same tineg, the  rmuni ci pal full val ue
determ nation has only increased 52.3 percent. Mor eover, oil
and gas property tax revenues decreased 15.3 percent over the
same tinmefrane. The next page entitled, "A Mjor Reason Wy
Taxes Have |ncreased” uses a graph to illustrate that municipal
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property tax increases coincide with state cuts and increases to
the municipalities from the state. The burden to find revenue
is being placed on the local nunicipalities, he opined.

8:09: 39 AM

CO- CHAIR LEDOUX inquired as to how Alaska's municipal property
taxes rank in conparison to other states.

MR. VAN SANT answered that Al aska's property taxes rank about
15-18 nationally and thus Alaska's property taxes are fairly
hi gh. However, when one views the overall tax, Al aska ranks 45-
48. He then acknow edged that there have been accusations that
the property tax system is broken, and in fact |egislation has
been introduced to fix the property tax system However, he
guesti oned whether the property tax systemis really broken. He
expl ained that property tax is a mjor source of revenue for
state and l|ocal governnents throughout the U S. In Al aska the
property tax accounts for about 80 percent of total revenue
gener at ed. He opined that there should be an effective way of

distributing the tax burden. He then explained that the
property tax is an ad valorem tax, and thus it's based on the
mar ket value of the property. Therefore, assessed values wll
vary as does the nmarket. He noted that the property tax is one
of the few taxes that has an appeal process. M. Van Sant
acknowl edged that the property tax is hated by everyone.
However, it's w dely used across the nation because nortgage

conpani es and lending institutions use the information.
8:13: 53 AM

MR. VAN SANT, in response to Co-Chair LeDoux, related that the
federal income tax is the nunmber one tax that fol ks hate and the
property tax is second. He pointed out that the despise of the
property tax often is associated to situations when the property
tax has to be paid in two lunp sunms, such as when a honeowner's
house is paid off. Furthernore, nortgage conpanies are
increasing the amount wthheld due to increases in property
taxes. The reasons for the increase in property taxes is nmulti-

faceted, including an increase in the cost of services and
exenpti ons. M. Van Sant then noted that nany believe that the
assessed value drives the mll rates, although that isn't the
case because mll rates are a nmathematical calculation. I n
order to determne the mll rate, the budget is divided by the
total taxable assessed val ue. "I'n theory, if the budget stays
the sanme and the assessed values increase, the ml|l rate should
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decrease,” he rel ayed. The aforenmentioned does occur in many
cases.

CO- CHAIR LEDOUX opined that in nunicipalities there my be
pressure for the assessors to evaluate the assessed value nore
frequently when tines are tight.

MR. VAN SANT pointed out that assessors are required to provide
new market values each year, and furthernore statute requires
that [assessors] make visits to property on a cyclical basis.
Therefore, he said that pressure on the assessor to change
val ues doesn't happen. The state assessor's office oversees all
the assessors and thus the state office will intervene if it's
found that nunicipalities are putting pressure on an assessor.
Furt hernore, assessors provide the state office with their total
statistics, which allows the state assessor to see whether an
assessor is not doing his/her job in accordance with state |aw.
M. Van Sant said that he has found very little evidence of
assessors trying to keep values high or low Although everyone
wants | ower val ues, the problem is that Alaska is a
nondi scl osure state and thus not all data is available when a
sale occurs. He then acknow edged that there's the
m sconception that an assessor who hasn't been to a house for a
few years doesn't know the value of the property. However, the
reality is that if the assessor has good sales data and there
have been no changes to the house, the value can be re-
determ ned through a statistical analysis every year.

8:19:13 AM

MR. VAN SANT directed attention to the pages entitled, "Here's
What it Looks Like" and "Increase ONLY the Assessed Value, and
...", which relates how m|| rates and taxes are determined in a
hypot heti cal situation. Those pages illustrate the theory that
if the value goes up while the budget/revenue requirenent stays
the same, the mll rate will decrease as wll| everyone's share.
He then turned to the page entitled, "Wat Causes Changes in
Assessed Val ues?", which specifies that such is caused by narket
shifts, increase in property denmands, decrease in supply of
properties, and incone |evels changing. Wth regard to the
guestion and corresponding page in the presentation entitled,
"What Causes Changes in Local Tax Bills?", M. Van Sant said
that differences are created by |ocal property tax exenptions,
| ocal services increases/decreases, budget changes, and state

shared revenue increases/decreases. He then pointed out that
cuts in state revenues directly correlate with increases in
| ocal revenues. He noved on to the graph entitled, "Senior
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Citizens Tax Exenption”, which amobunted to over $40 mllion in

2006. He nmentioned that he's working on the proposed
| egislation that would increase the exenption to $250, 000. The
proposed legislation, he said, wll increase the loss to
muni ci palities since the legislation doesn't include a

correspondi ng fundi ng anount .
8:23:16 AM

COCHAIR FAIRCLOUGH asked if there have been discussions
regardi ng funding the senior property tax exenption to encourage
[ borough] incorporation versus revenue sharing.

MR. VAN SANT replied yes, but noted that it hasn't occurred at
his |evel. He suggested that the conm ssioner and director of
the Division of Community Advocacy could be asked this at the
next neeti ng.

8:23:51 AM

MR. VAN SANT inforned the committee that the senior tax
exenption hasn't been funded since 1996. He also inforned the
cormmittee that Anchorage bears about half the loss from the
senior tax exenption. In fact, Anchorage probably lost a little
over $20 mllion due to the senior tax exenption. M. Van Sant
clarified that he isn't saying that the senior tax exenption is
a bad exenption, but nmerely that it costs every taxpayer in a
muni ci pality.

COCHAIR FAIRCLOUGH pointed out that the legislature has
encouraged incorporation for decades. She then said that she
didn't want to disenfranchise smaller conmmunities that can
handl e property taxes. However, there seens to be a discussion
and sonme fall out points that could help determ ne why revenue
sharing is utilized rather than fundi ng state mandat es.

MR. VAN SANT related that from a property tax view, the senior
tax exenption is of the nobst concern for nunicipalities. He
noted that in smaller comunities, the senior tax exenption
isn't as problematic as in areas such as Anchorage. For sone of
the smaller comunities, revenue sharing would over power
funding of this program Furthernore, revenue sharing helps
every community whether it has a property tax or not.

CO CHAIR FAI RCLOUGH asked if Al aska's exenptions are consistent
wi th other allowable exenptions throughout the nation.
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MR. VAN SANT clarified that in Al aska there are mandated
exenptions, such as the senior tax exenption and optional
exenpti ons. He explained that under the senior tax exenption

every nunicipality has to exenpt the first $150, 000. However,
Kenai offers an optional exenption that exenpts everything over
the first $150, 000. He relayed that at this point Kenai is
reviewing potentially trimmng its exenption because the
muni cipality is losing a lot of noney due to the exenption.
Wth regard to other states, M. Van Sant specified that other
states have nandated options, but Alaska is one of the few
states wth optional exenptions, such as the senior tax
exenption beyond the $150,000 and the residential exenption. He
noted that the nunicipalities of Kenai, Anchorage, Fairbanks,
North Slope, and Valdez all take advantage of the $20,000
residential exenption, which is simlar to the honestead
exenption in other states.

8:27:34 AM

MR. VAN SANT continued his presentation with the page entitled,
"Pro's of the Property Tax", which include that property taxes
are a stable and reliable source of revenue, have nore open and
visible administrative systens than for other taxes, offers an
appeal system taxes are secured by property and thus they're
difficult to evade, and collection costs are |ess expensive than
ot her types of taxes.

8.28: 47 AM

CO- CHAIR LEDOUX inquired as to how often property is taken due
to nonpaynent of taxes. She pointed out that her | ocal
newspaper includes lists of those subject to foreclosure,

al though there never seens to be a foreclosure sale and the
individuals remain on the foreclosure list the next year.

MR. VAN SANT explained that people often don't pay their
property taxes wuntil they absolutely nust as the penalties
aren't very harsh. Furthernore, the individuals can use their
property tax noney to derive nore revenue than if the noney was
given to the municipality and thus they nmay pay their property

tax at the last mnute. Some individuals, he noted, do this
each year and sone who |let their property proceed to foreclosure
don't want the property. In reality, Alaska has a very |ow

foreclosure rate, he rel ated.

8:30: 31 AM
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MR. VAN SANT noved on to the page entitled, "Con's of the
Property Tax", which include that taxes increase proportionately
nore than income, property tax falls on unrealized capital gains
and nmay be poorly related to cash flow, and large |unp-sum
paynents often associated with property tax nake the magnitude
of the tax nore apparent and unpopul ar.

CO- CHAIR LEDOUX inquired as to why nunicipalities use two |unp-
sum paynents rather than nonthly paynents such as is utilized
for utilities.

MR. VAN SANT said that it would be a bookkeeping nightmare for
the nmunicipality.

CO CHAI R FAI RCLOUGH, drawi ng upon past experience, related that
it's a cash flow issue because sonme nunicipalities have to
borrow to provide nonthly services for police and other public
safety individuals. Therefore, wunless the nunicipality could
get "out in front of the collection,” the nunicipality woul dn't
have funds to pay for the aforenentioned services.

MR. VAN SANT pointed out that another issue inpacting this is

the |unp-sum bond paynents that nunicipalities face. M. Van
Sant opined that the private sector could develop a [fee
schedule], but it will want to make npney. The af orementi oned

is evidenced by nortgage conpanies that take nonthly paynents
toward the property tax. Only those individuals with contracts
or who don't have a nortgage have to make the | unp-sum paynents.

CO CHAIR FAI RCLOUGH surmised that there are a limted nunber of
i ndi viduals who own their own honme, and thus consideration of
those who own their home regarding property tax paynents could
occur. She then asked if M. Van Sant knew how many honeowners
have to make | unp-sum paynents.

MR. VAN SANT said his office doesn't have such data. He
reiterated that those who pay lunp suns also include those who
have private contracts wi th other individuals.

8:35:46 AM

MR. VAN SANT continued his review of the negative side of the
property tax, which includes the fact that nore organizations
are requesting and receiving exenptions from the tax. The
aforenentioned causes a shift in the tax burden. Fur t her nor e,
the property tax systemis an expensive system conpared to other
tax nethods, although it's fairly efficient to maintain it.
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Wth regard to whether the property tax system is broken in
Al aska, M. Van Sant opined that the system isn't broken but
rather is m sunderstood. However, he confirnmed that an increase
in assessed value usually equals an increase in the tax burden.
He highlighted that the effective tax burdens vary dramatically
from household to household and shifting the burden guarantees a

new group of aggrieved taxpayers. M. Van Sant then questioned
what to do if the assunption is that the property tax systemis
broken and then reviewed the pages entitled, "Assessnent
Limtations." He explained that assessnment limtations don't
reduce the total tax burden, it merely redistributes it. In
general , capping assessnents benefits those wth rapidly
i ncreasi ng val ues. However, |ower valued properties tend to pay
nore in taxes due to tax shifting. Therefore, capping
assessments only creates an appearance of limting the tax, it
actually falls short of helping the needy whose values nay not
increase in value as rapidly as other properties. Mor eover,
assessnent limtations create winners and |osers because |ike
any property tax exenption, nonlimted parcels will pay for the
tax relief of assessnment-limted parcels. He highlighted that
the biggest policy surprise is that value limts will increase
taxes on value I|imted parcels if their JI|imtation 1is

proportionately snmaller than that of the average limtation. He
related that some 19 states currently have limts on assessnent
growm h, although sonme are now questioning its effectiveness.
Tax rate limtations constrain the anmpunt of tax that can be
collected and offers marginal protection fromrising taxes. The
ram fications of any approach is nerely a shift in the tax
burden, he enphasized. Al though the incidence of valuation
limts isn't yet clear, it may be regressive because rapid
valuation growh likely occurs in nore desirable, high incone
areas forcing low incone taxpayers to subsidize high incone
t axpayers.

8:43: 30 AM

MR. VAN SANT turned to the page entitled, "Alternatives", of
which the top alternative is to reinstate the state revenue

sharing program He informed the commttee that there is a
direct correlation between nunicipal property tax increases and
the cuts in state revenue sharing. Another alternative is to

fund the senior exenption program which cost nmnunicipalities
$40.3 mllion in 2006. The senior exenption programis paid by

property owners who aren't seniors. He also pointed out that
allowng an increase in the local residential exenption fromthe
present $20,000 is another alternative. |In fact, Valdez and the

North Slope would like to increase the residential property tax
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exenption in order to shift nore to their comrercial and
i ndustrial property owners. Since Valdez and the North Slope
have much oil and gas property, an increase in the residential
property tax exenption would shift the burden to the oil and gas
property owners.

8:44:51 AM

MR. VAN SANT, in response to Co-Chair LeDoux, specified that
local municipalities currently have the option of a $20,000
residential exenption. However, if that exenption is increased
to "not to exceed $50,000", then a nmunicipality could choose
whether it wanted to shift the burden nore. In further response
to Co-Chair LeDoux, he specified that the limtations of the
exenption are made be state law, but the nunicipality has the
option to utilize the exenption. However, he explained that if
a community does increase the exenption but doesn't have
anything to which the tax burden could be shifted, then the
value would' ve been exenpted and the mll rate increases.
Therefore, the taxes would essentially be the sane.

8:46:11 AM

COCHAIR FAIRCLOUGH requested a history illustrating how
industry and commercial entities responded to the residential
exenpti on. She related her understanding that valuations are

based on comercial and residential property and thus the
exenption shifts the burden of <collection of those property
taxes to the comrerci al devel opnents.

MR VAN SANT said that from the oil and gas industry's
viewpoint, [the residential exenption] isn't of concern because
the industry will pay 20 mlls regardl ess of whether it's to the
state or the nunicipality. However, it does nmake a difference
for local conmercial property. The history that's available is
when there was a change from the $10,000 to the $20,000
exenption, and there wasn't nuch resistance in Fairbanks, Kenai,
or Anchor age. From one perspective, the property taxes wll be
witten off and the commercial property owners can pass that on
to the individuals, although that's not done on a dollar-for-
dol l ar basis. M. Van Sant said he wasn't sure how the
commercial industry would view increasing [the residentia
property tax exenption] to $50, 000.

CO CHAIR FAIRCLOUGH inquired as to the constitutional challenge

threshold for a fair taxation argunent. She surm sed that at
the $20,000 exenption one can nake the case that conmerci al
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property uses greater police service, roads, et cetera and cause
additional costs that residential property owners aren't paying.

MR. VAN SANT said that he hasn't reviewed such
8:48: 40 AM

MR. VAN SANT continued his presentation and infornmed the
comnttee of the alternative of "Circuit Breaker" prograns,
which are utilized in many states. He explained that under a
circuit breaker program the tax bill doesn't exceed a certain
percent of a household's incone and thus tends to help |ower
i ncome individuals. Many of these circuit breaker prograns
utilize the poverty level as the threshold. He noted that
Al aska has one deferral programin its laws and it's set at the
federal poverty guidelines, which is fairly low to be able to
own a home and pay taxes. He said to his know edge, no one in
Al aska has taken advantage of that deferral program M. Van
Sant then highlighted the alternative of allow ng property tax
deferrals for those who sinply can't pay the property tax.
Currently, nunicipalities have no alternative when people can't
pay their property taxes. Therefore, deferral and circuit
breaker programs will provide nunicipalities with tools in these
si tuati ons.

CO CHAIR LEDOUX opined that a circuit breaker program since
it's based on incone, wuld seem to increase the senior
exenpti on.

MR. VAN SANT noted his agreenent. However, he recalled his tine
as the assessor in Anchorage and being faced with individuals
who couldn't pay their property taxes for a couple of years.
The nunicipality was wunable to offer any help in such

si tuations. Therefore, the circuit breaker prograns provide a
tool for municipalities who want to offer help to someone who
has fallen on bad tines. M. Van Sant then continued his
presentation and related, in regard to alternatives, that any
new prograns should have realistic eligibility criteria so those
needing to participate can. Al so any new program should have

some sort of inflation indexing.

8.52:34 AM

MR. VAN SANT enphasized that nunicipalities are struggling to
mai ntain expected service levels to residents; need to be

encouraged to spread the revenue burdens; and need assistance
from the state with shared revenue. "Any type of deferral,
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l[imtation, circuit breaker, abatenment, or exenption expansion

will do little except shift the tax burden, thus creating a
different category of aggrieved taxpayers, however, |oca
muni ci palities should have the tools they need to make their own
deci si ons. Any new state nandated exenptions should be

acconpani ed by state funding," he concl uded.
The commttee took an at-ease from8:54 a.m to 9:02 a.m

Al aska Muni ci pal League

9:02: 32 AM

CO CHAI R LEDOUX announced that the final order of business would
be the presentation fromthe Al aska Minici pal League.

9:02: 39 AM

TIM BOURCY, President, Alaska Muinicipal League (AM.), inforned
the commttee that he is also the Mayor of the City of Skagway.
He then reviewed his background with AML over the |ast seven
years, during which revenue sharing has been and continues to be
a priority for AM. He pointed out that Alaska is an owner
state and the revenue from resources belong to the residents of
the state. The AM. is passionate about revenue sharing because
it desires for the future of the state to be bright and thus the
resources to provide the basic services in communities. Revenue
sharing is a way to achieve the aforenentioned, he stated. He
related that AML views itself as a partner of the state in that
both desire for the state to be organized wth healthy
communi ties and educated chil dren.

MR. BOURCY then recalled |last year when the |egislature provided
funding for revenue sharing, and nentioned his agreenent in
cooments he heard regarding the need to find a long-term
sol uti on. Therefore, AM. has sought to review possibilities,
whi ch devel oped into a sustainable revenue sharing program that
woul d provide an annual appropriation of 6 percent of the
natural resource revenues for the state. The proposal is based
on the existing revenue sharing program he noted. He then
explained that the proposed program has a base distribution
formula of $25,000 to unorganized communities, $75,000 to all
organi zed nunicipalities, and $250,000 to all boroughs. The
remai ni ng revenue would be allocated on a per capita basis. He
poi nted out that he had provided the comnmttee wth a docunent
entitled, "2007 Revenue Sharing Per Community," which |ays out
the distribution of the $8 mllion in the governor's proposed
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budget this year. The committee packet should also include a

docunent entitled, "Revenue Sharing Conparison 6% Natura
Resources,"” which relates how that revenue wll be distributed
t hroughout the state. In conclusion, he highlighted that the

conmm ttee packet should also include draft legislation that AML
woul d I'i ke introduced.

9:09:44 AM

CO CHAIR LEDOQUX returned to the unorganized conmunities with a
popul ation of 25 or nore, and asked if they are required to
provi de at |east rudinmentary |evel services.

MR. BOURCY said that he agreed that [the use of the funds]
shoul d be defined and should be required to fund sone services.
In further response to Co-Chair LeDoux, he confirnmed that the
proposed | egislation doesn't include a specific definition as to
how t he funds nust be used.

CO CHAIR LEDOUX then asked if this draft |egislation includes
[any funds] going to unincorporated communities in the organized
bor ough.

MR. DORSEY related his understanding that [it would be left] to
the borough to disseminate sonme of the $250,000 to the
unorgani zed conmunities within the borough. However, he said
that he hadn't thoroughly reviewed the latest version of the
proposed | egi sl ati on.

9:12:39 AM
ADJ OQURNNMENT
There being no further business before the commttee, the House

Community and Regional Affairs Standing Commttee neeting was
adj ourned at 9:12 a.m
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