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NOTE FOR CSHB 8 / am F IL E

J o d i n e  Reposa, D e p a r t m e n t  of  Rev e n u e ,  P e t r o l e u m  D i v i s i o n ,

(276-13'' 3) g a v e  m e  the f o l l o w i n g  d a u a  o n  the s t a t e ' s  r e v e n u e  

f r o m  the 20 m i l l  oil and gas p r o p e r t y  tax:

In 1978, the gross, s t a t e w i d e  20 m i l l  tax w i l l  co m e  to 

$ 2 2 1 , 5 4 4 , 4 7 6 . 3 0 .  Ho w e v e r ,  m a n y  b o r o u g h s  h a v e  n o t  yet set t h eir 

m i l l  rates, so f r o m  that f i g u r e  w i l l  h a v e  to be s u b t r a c t e d  the 

m u n i c i p a l  c r e d i t s  w h e n  t h e y ' r e  d e t e r m i n e d .  O f  the $2 2 1 . 5  m i l l i o n ,  

$1 4 1  3 lies w i t h i n  o r g a n i z e d  b o r o u g h s  and $ 7 9.8 m i l l i o n  in the 

u n o r g a n i z e d  borough.

In 1977, the s t a t e w i d e  g r o s s  20 m i l 1 tax w a s  $ 1 6 9 . 8  mil l i o n .

$ 1 0 7 . 8  w a s  w i t h i n  b o r o u g h s  a n d  $ 6 2 . 0  m i l l i o n  lay in the u n o r g a n i z e  

borough. T h e r e  w e r e  $ 3 0 . 3  m i l l i o n  in m u n i c i p a l  c r e d i t s  w h i c h  g i v e s  

$ 1 3 9 . 5  m i l l i o n  n e t  tax.
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Currently, under AS 29.63.050(a) a hc*oe rule or general' 

lav? b o r ough n a y  establish a service area to provide a special 

service (e.g., fire protec t i o n ) . Sxich services are services 

xxot provided on an arnawi.de basis v/ithin the borough or within 

the borough area outside cities; but they nay also be services 

that are at a h i g h e r  or different level than the services 

provided o n  an areawide basin or in the borough outside cities, 

Under subsection (b), the borough assembly m a y  levy taxes and 

assessments in service areas to finance the special s e rvices.

A  heave rulo or general law borough presently may, under 

Sec. 29.53.010, levy;

(1) >u-i area wide property tax to provide for 

functions carried out urcawldo, which area may 

include cities au wull us the area outside of 

cities, and

(2) a property tax limited to the area outside 

cities to pay for functions which are limited 

to areas outside cities.

Section 29.48.210 provides that revenue collected by the 

borough on an areawide basis is to bo spent on general ad­

ministrative costs and on axeawide functions. Any revenue



collected in the area o u t side cities can on l y  be expended 

on general administrative costs and functions which render 

service to the area outside c i t i e s .

These taxing powers and what is to be done with the 

revenues might be restated as follows:

(1) A borough assembly can establish a 

special district and can cau3e property taxes

to be paid on property in that special district, 

but the tax revenue must bo spent on the special 

service provided for that special d i strict. For 

example., if i.t is a tire district, then the

revenue hn3 to be spent for providing fire pro­

tection in that special district area.

(2) A borough assembly can levy a property 

tax borough wide to pay for functions that are 

boroughwi.de (and it mokes no difference whether

property is in or  outside of a city) so long as

the function jr. boro u g h w i d e .

(3) A  borough assembly con levy a property 

tox limited to the area o u taide c i t i e s , but the 

tox revenue has to bo spent for functions limited 

to the area outside cities.



T h e r a  i s  e q u i t y ,  l o g i c  a n d  s e n s e  t o  t h e s e  p r e s e n t  t a x -  .. 

i n g  p o w e r s  a n d  l i m i t a t i o n s  o n  s p e n d i n g :  t h e  p a r t y  b e i n g  t a x e d

g o t o  t h e  b e n e f i t  o f  t h e  s e r v i c e  b e c a u s e  t h e  t a x  m o n e y  collected* 

c a n  o n l y  b e  s p e n t  o n  s e r v i c e s  w h i c h  a p p l y  t o  a n d  b e n e f i t  t h e  

o n e  p a y i n g  t h e  tax.

C5 f o r  5TB 87 w o u l d  s e e k  t o  r a d i c a l l y  c h a n g e  t h i s  by p r o­

v i d i n g  t h e  m e c h a n i s m  to u p s e t  t h a  f u n d a m e n t a l  p r i n c i p l e  t h a t  

t h e  o n e  w h o  p a y a  t h e  t a x  o u g h t  uo o b t a i n  t h e  b e n e f i t .  S e c t i o n  2 

o f  t h e  b i l l  a d d 3  n e w  s e c t i o n  A S  2 9 . 7 3 . 0 7 0  a n d  w o u l d  p e r m i t  t a x e s  

i m p o s e d  a n d  c o l l e c t e d  o n  a b o r o u g h * i d e  b a s I s  t o  b o  a p p r o p r i a t e d  

b y  t h e  b o r o u g h  a s s e m b l y  a s  '‘grants*' t o  s p e c i a l  d i s t r i c t s  a n d  

t o  c i t i e s  t o  p a y  f o r  t he f u n c t i o n s  t h a t  a s p e c i a l  d i s t r i c t  o r  a 

c i t y  p r o v i d e .  T h e  a m e n d m e n t  t o  A S  2 9 . 6 3 . 0 9 0 ( b )  ( w h i c h  is 

s e c t i o n  1 o f  t h e  bill) b l a t e u t l y  g o e s  so f a r  aa t o  p r o v i d e  t h a t  

t h e  b o r o u g h  a s s e m b l y  m a y  e v e n  f i n a n c e  b y  " a p p r o p r i a t i o n s "  all 

o f  t h e  c o a t  o f  s p e c i a l  s e r v i c e  in t h e  s p e c i a l  d i s t r i c t  w i t h  

r e v e n u e  f r o m  Jx>roughwide r e v e n u e ,  t h u s  m a k i n g  it p o s s i b l e  to 

s e t  u p  a  s p e c i a l  d i s t r i c t  to p r o v i d e  a s p e c i a l  s e r v i c e  b u t  p a y  

f o r  t h a t  s e r v i c e  w i t h  b o r o u g h w i d e  r e v e n u e  i n s t e a d  o f  t a x  m o n e y  

f r o m  p ro  pi. y  i n  t h a t  d i s t r i c t .

T o  c a r r y  o u t  t h i s  s c h u m e ,  S e c t i o n  2 9 . 5 3 . 0 1 0  ( s e c t i o n  5 of 

t h e  b i l l )  i s  a m e n d e d  t o  p e r m i t  n b o r o u g h  to i m p o s e  a n  a r e a w i d e  

(i.e., t o r o u g h w i d e )  p r o p e r t y  t a x  f o r  ( a p p r o p r i a t i o n s "  t o  

s p e c i a l  d i s t r i c t s  a n d  f o r  '’g r a n t s "  t o  c i t i e s  a n d  s p e c i a l  d i s t r i c t s



in a d d i t i o n  t o  t h e  p r e s e n t  p o w e r  w h i c h  is l i m i t e d  t o  t h e  isa - 

p o s i t i o a  o f  a n  a r e a v i d e  (.i.e., boroughvi.de) p r o p e r t y  t a x  t o  

p a y  f o r  a r e a w i d e  f u n c t i o n s .

I t  i s  r a t h e r  o b v i o u s  t h a t  t h e  K e n a i  P e n i n s u l a  B o r o u g h  

i s  o n e  w h i c h  h a s  t h e  f a c t  p a t t e r n  w h i c h  m o s t  c l o s e l y  c o u l d  

a p p l y  t h i s  r a d i c a l  a n d  p a t e n t l y  i n e q u i t a b l e  t a x  s c h e m e .  A  

v e r y  l a r g e  p a r t  o f  t h e  p r o p e r t y  t a x  v a l u e  i n  t h e  B o r o u g h  b e ­

l o n g s  t o  o i l  c o m p a n i e s  i n  t h e  f o r m  o f  i n d u s t r i a l  p l a n t s  l y i n g  

i n  t h e  Borough, b u t  o u t s i d e  c i t i e s  a n d  s e m e  o f  t h e  s p e c i a l  

d i s t r i c t s .  T h e  p l a t f o r m s  a n d  m u c h  o f  t h e  e q u i p m e n t  a r e  e i t h e r  

in t h e  Inlet, i t s e l f  o r  o n  t h e  w e s t  s i d e  w h i c h  i s  r e l a t i v e l y  i n­

a c c e s s i b l e .  O n i o n  O i l  h a 3 j u s t  c o m p l e t e d  c o n s t r u c t i o n  o f  a 

l a r g e  n e w  p l a n t  a t  t h e  p r e s e n t  s i t e  o f  its e x i s t i n g  p l a n t .

T h e  v a l u e s  o f  oil i n d u s t r y  p r o p e r t i e s  h a v e  a l w a y s  b e e n  a 

v e r y  h i g h  p e r c e n t a g e  o f  t h e  t o t a l  B o r o u g h  v a l u a t i o n  a n d ,  i n­

d e e d ,  t h i s  v a l u a t i o n  h a n  j u m p e d  s i g n i f i c a n t l y  in J.970 a s  t h e  

r e s u l t  o f  O n i o n ' s  n e w  p l a n t  a n d  it w i l l  j u m p  s i g n i f i c a n t l y  in 

1 1 7 9  a n d  1 9 8 0  a s  o t h e r  o i l  c o m p a n y  p r o p e r t y  c o m e s  o n t o  t h e  t a x  

r o l l u .  d u s t  r e c e n t l y ,  t h e r e  w a s  a n  a n n o u n c e m e n t  by P a c i f i c  

A l a s k a  triG o f  i t r. p l a n s  t o  b e g i n  c o n s t r u c t i o n  i n  J u l y  1 3 7 9  

f o r  a l a r g e  g a s  l i q u e f a c t i o n  p l a n t  i n  t h e  i n d u s t r i a l  a r e a  o f  

t h e  K e n a i  B o r o u g h .



V?ith o i l  i n d u s t r y  v a l u a t i o n  iti t h e  B o r o u g h ,  b u t  l y i n g  

o u t s i d e  c i t i e s / b e i n g  s o  g r e a t  a n d  t o  b e c o m e  e v e n  g r e a t e r  in 

t h e  r e a r  f u t u r e  it b a t e s  l i t t l e  i m a g i n a t i o n  t o  soe h o w  t he 

t a x  s c h e m e  c o n t a i n e d  i n  t h i s  b i l l  c c u l d  c a u s e  t h e  o i l  i n d u s t r y  

p r o p e r t y  t o  b e c o m e  a ctujor f i n a n c i n g  v e h i c l e  f o r  c i t i e s  a n d  

s p e c i a l  d i s t r i c t s  w h i c h  c o u l d  n o t  b e  a c c o m p l i s h e d  u n d e r  p r e s e n t  

law.

F o r  e x a m p l e ,  a s s u m e  th a t  t h e  t o t a l  v a l u e  in the b o r o u g h  

ia $1 b i l l i o n  o f  w h i c h  t h e  o i l  i n d u s t r y ' s  s h a r e  is $ 8 0 0  m i l l i o n  

w h i c h  l i e s  o u t s i d e  c i t i e s .  A s s u m e  t h e  b o r o u g h w i d e  tc.x r a t e  is 

5 m i l l s ,  w h i c h  p r o d u c e s  $ 5 , 0 0 0 , 0 0 r‘ o f  r e v e n u e  f r o m  n.'i i t a x­

p a y e r s  t o  t h e  B o r o u g h .  A s s u m e  f u r t h e r  t h a t  C i t y  X in t h e  

B o r o u g h  h a s  a c i t y  t a x  r a t a  o f  15 m i l l s  lin a d d i t i o n  t o  the 

b o r o u g h  r a t e  o f  5 m i l l s )  w h i c h  p r o v i d e s  C i t y  X d i r e c t l y  w i t h  

$ 7 5 0 , 0 0 0  b a s e d  o n  $50 m i l l i o n  o f  v a l u e  in t h e  c i t y  ($50 m i l l i o n  

X  1 5  m i l l s ) .

I f  t h e  B o r o u g h  r a t e  is r a i s e d  to 0 m i l l s ,  a n  additional. 

$.1,000,000 w i l l  b e  r e c e i v e d ,  b u t  $ 0 0 0 , 0 0 0  o C  it w i l l  b n  m a i n l y  

f r o m  t h e  o i l  I n d u s t r y .  t a x p a y e r s  in C i t y  X w i l l  h a v e  p a i d  

$ 5 0 , 0 0 0  o f  t h e  $ 2 0 0 , 0 0 0  p a i d  b y  n o n - o i l  c o m p a n y  t a x p a y e r s .  

H o w e v e r ,  t h i o  b i l l  w o u l d  p r o v i d e  t h e  meant; w h e r e b y  C i t y  X 

c o u l d  g e t  «  " g r u n t "  o f  m o n e y  f r o m  t h e  B o r o u g h .  S u p p o s e  t h a t  

" g r a n t "  w a s  $ 2 0 0 , 0 0 0 .  T h e  r e s u l t  w o u l d  b e  t h a t  t a x p a y e r s  in 

C i t y  x  w o u l d  h a v e  p a i d  a n  e x t r a  $ 5 0 , 0 0 0  to t h e  B o r o u g h  w h e n



fcha rate want from 5 m i lls zo 6 Kills, but it would regeiyo 

$200,000 for a net gain of $150,000. The c i t y tax rate could 

thus be reduced fco 12 m i lls to firovid-? for receipt of $600,000 

{$50 million X 12 mills) and City X still would end up with a 

total or $750,000. Under such a scheme, the oil industry and 

other Borough area taxpayers would have financed tax reduction 

for City x  taxpayers but v/ithout receiving any benefit for it.

This same type of scheme could work for special districts 

too. Hero, a borough assembly could set up a special district 

but not e n d o w  it with taxing powers w hich is the method under 

present low to pay for the s e r v i c e , |i«th.sr, the assembly could 

give the special district a "grant" which might come from the 

$1,000,000 referred to above, or the assembly could even 

establish a special area wide tax rate to cover the *appropriateion" 

to the special district, as provided for in this bill.

The tax scheme in this bill blatantly violates the funda­

mental tax principle that the taxpayer is entitled to benefit 

from the tax he pays. This scheya* is simply designed to ta>: 

industry property and, through "grants" and "appropriations", 

finance city and special district functions which provide no 

benefit to the party supplying the tux funds.

To permit such a scheme in the law would he a ta x  inequity 

of the highest order and would be inconsistent wi t h  efforts by

- 6 ~



the state of Alaska to attract industry to the state. This 

.to a good example 0 f a tax p r0p 0 s a i which, in conjunction with 

a lot. of others proposed in the p a s t  few years, has made in­

ventors wary of investment in Alaska. The bill would once 

again change the "rules of the game" front norsil, equitable 

tooi rules to specially contrived rules.
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F O R  BRIEF C O M M U N I C A T I O N S -

M A Y  BE H A N D W R I T T E N

MEMORANDUM

to, r
Senator Joe Orsini, Chairman 

Senate C&RA Committee

State of Alaska

r :  > • / £  ^ 5  

M &

D E P I .  
D IV .  _  
SEC. _

DATE : 5/29/78

f r o m - .  H u g h  Malone SUBJECT:

I would appreciate any help you could give in scheduling HB 83 and 87 

before your committee.



5-9-78

0
This bill v ould enable the Kenai Peninsula Eorough 
to tax oil properties, or to receive revenue from 
oil taxes, wrfehin the City of Kenai.

It is strongly supported by Malone and the Kenai 
Borough. The City of Kenai m a y‘oppose it.

The Municipality of Anchorage is concerned about it 
since Ted B e m s  believes that the laiguage involving 
"special uses" in service areas could be construed 
to mean almost anything, which could result in the 
Municipality be:ng forced into holding referendums 
on a number of issues, such as roads, parks 6c rec, 
or a civic center.

Bruce Aronson in D C/RA opposed to the bill.

NOTE BOR HB 87 FILE
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BRUCE ARONSON, D C/RA, said yesterday that his department views the bill 
as the worst piece of municipal legislation this session.

It would do the following: it would allow the Kenai Peninsula Borough to 
institute an area wide property tax, the proceeds of which would be funneled 
to the City of Kenai to cover various city service expenses associated with 
its proximity to the oil and gas industries, but which lie outside the city's 
boundary.

Bruce called this a "dirty" procedure for taxation. He said the obvious way 
to resolve Kenai's problem, i.e. through the city annexing the area, had been 
reiacted since the outlying residents were opposed. However, what the legislation 
would create would be a system whereby residents of a borough would be taxed 
to provide a specific service to a specific area or city and from which the 
taxed areawide residents would receive no benefits. For this reason, the bill 
has been dubbed "borough revenue sharing."

Malone is personally very interested in the bill and testified extensively 
at the H C/RA hearings on it.

Bruce said that D C/RA would strongly oppose the bill when it came before 
this conmittee for hearings.

(Question: would the enactment of this legislation cut the ground from the 
idea of service areas, since the bill would tax areawide to provide for 
local services? Thus, a populous urban area could outvote the rural area 
in a borough and t’ ’ set up areawide wide taxes that would be allocated
only to the urban
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In short, this is a nice, neat way to impose a large borough 

tax on the remaining commercial and oil industry property with all 

functions of government (i.e., city, special district and borough) 

being paid for by the borough taxes. Such a plan also effectively 

gets around an annexation problem to*reach the large industry pro­

perties in the borough.

One of the problems with this whole scheme, from a political 

standpoint, is that if the borough tax is raised significantly (fo>- 

example, suppose it went from 5-mills to 12-mills), the amount of tax 

paid to Kenai borough becomes a credit against the 20-rnill "hardware" 

tax imposed at the state level on oil and gas producing equipment and 

pipelines. Thus, as the Kenai borough takes more in taxes with 

respect to prcperty taxable under the 20-inill hardware tax, the less 

revenue the state receives.

Politically, it is difficult to see how anyone outside the 

Kenai Borough would agree to such a scheme, because the people 

outside Kenai have everything to lose and nothing to gain by per­

mitting the state, in effect, to subsidize homeowners at the expense 

of state revenue. This is probably one of the strongest arguments 

why such a scheme as this would not he acceptable.

The foregoing discussion perhaps cynically assumes that 

voters in Kenai would agree to take property taxes off their homes. 

This may or may not be what the author has in inind but it certainly 

would be a rather powerful force to reckon with if these changes ever 

became a law.

V  C / f c  A
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