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A BILL

For an Act entitled: "An Act relating to an exemption or deferral from

municipal taxation for economic development property;

and providing for an effective date."

BE 1T ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*

read:

HBO557B 1

Section 1. AS 29.45.050 is amended by adding a new subsection to

(1) A municipality may by ordinance exempt or defer from taxa-
tion, in whole or in part, economic development property. An ordi-
nance adopted under this subsection may not provide for an exemption
or deferral that exceeds five years in duration, must establish spe-
cific eligibility requirements for the exemption or deferral, must
require a written application for each exemption or deferral demon-
strating eligibility, and must subject each exemption or deferral to
approval by the governing body after a public hearing. The governing
body may deny an exemption or deferral under this subsection if it
finds that the exemption or deferral would result in an unreasonable
competitive disadvantage to other businesses in the municipality. In
this subsection "economic development property" means real or personal
property that may be depreciated for federal income tax purposes and
is used in a trade or business in a way tha:

(1) creates new employment in tne municipality by generat-
ing sales outside of the municipality of goods or services produced in

the municipality; or

(2) materially reduces the importation of goods or services

CSHB 557(C&RA)



from suppliers outside the municipality.

* Sec. 2. This Act takes effect January 1, 1989.

CSHB 557 (C&RA) 2. HBO557B
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May 3, 1988

T0: Members,
Senate Community and Regional Affairs Committee

FROM: Staff
Senate Community and Regional Affairs Committee

RE: CSHB 511 (C&RA) - "An Act relating to an exemption or
deferral from municipal taxation for economic
development property; efd."

SB 511 i1s a companion bill to HB 557. HB 557 is currently 1in
House Finance. The proposed draft CS for SB 511 mirrors the
current version of HB 557 which has had extensive hearings in the
House.

In this packet is a one page explanation of the bill, a position
paper from DC&RA supporting the bill, a zero fiscal note, a memo
from the Alaska Municipal League supporting the bill ana the
changes in the CS, a policy statemc * from the Anchorage Chamber
of Commerce supporting tempo? ™Y abatements and a letter from
the State Assessor listin® _ nal tax exemptions currently
on the books and the number oi municipalities that have adopted
them.
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1. Local Governments may, by ordinance, exempt or defer from
taxes.

2. Such an exemption may not exceed five years.

3. The governing body must establish specific eligibility
requirements.

4. Written application demonstrating eligibility must be
submitted by each project requesting the exemption. (thus it
IS on a case by case basis)

5. Must be a public hearing prior to governing body approval.

6. Such a request shall be denied iIf It creates an
unreasonable competitive advantage within the local
government®s jurisdiction.

Economic development under the C&RA CS focuses on the stated
desire of the original proposers that the exemption or
deferral apply either to economic development that
1) creates new employment through the generating of goods
and services produced inside the government®s
jurisdiction for sale outside the jurisdiction, (does not
prohibit sales within a jurisdiction);

2) reduces the importation of goods and services.
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RE: Senate Bill 511: "An Act relating to an exemption or
deferral from municipal taxation for economic development
property; and providing for an effective date.”

SPONSOR: Labor and Commerce Committee

Program Summary

This bill relates to property taxes and adds a section to the
optional exemptions that municipalities may adopt under
AS 29.45.050. An ordinance adopted under this section would
allow municipalities to exempt or partially exempt or defer or
partially defer from taxation property that is classified as
economic development property. In order to qualify for any tax
exemption or deferment the property must fulfill certain local
eligibility requirements and must create new employment and
provide goods or services that are used m, or, exported from

the municipality.

Comments

The 1languageein SB 511 1is consistent with existing statutes,
serves a positive public purpose and provides direction and

guidance to municipalities. The primary focus of this bill is
to assist municipalities currently seeking ways to encourage
economic development. Those activities are Tully promoted by

this Department, and we support passage of this bill.

Acting Deputy Commiss

21-PILH



BELL VERSION : SB 511

PUBLISH DATE:

STATE OF ALASKA
1988 LEGISLATIVE SESSION

FISCAL NOTE
REQUEST:

Revision Date: Agency Affected: Community & Regional

Title: "An act..exemption municipal

tax.

- BRU:
economic development property..."
Sponsor: Labor & Commerce Committee Components :.
Requestor:
EXPENDITURES/REVENUES: (Thousands of Dollars)
OPERATING FY 88 FY 89 FY 90 FY 91 FY 92 FY 93
FERSONAL SERVICES
TRAVEL
CONTRACTUAL ®
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING -0- -0- -0- -0- -0- -0-
CAPITAL
REVENUE
FUNDING: (Thousands of Dollars)
GENERALFUND -0- -0- -0- -0- -0- -0-
FEDERAL FUNDS
OTHER
TOTAL Cl- -0- -0- -0- -0- -0-
POSITIONS:
FULL-TIME -0- -0- -0- -0- -0- -0-
PART-TIME
TEMPORARY
ANALYSIS : (Attach aseparate page if necessary)
<
ZaF’alJ D LaD' 465-4750
Prepared by: . alsmznge _EpUti/ A |rfac:or Phone /_/
Division: _ nicipa egiona ssistance Date: . 5/2/88
Approved by Commisdid A CxpJjv~—1 X Date:
Agency: Community & Regional Affalscsijt
Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
page. of

Impacted Agency(ies)

Affairs



MUNICIPAL

TELEPHONE
(907) 5861325 1U5 MUNICIPAL WAY, SUITE 301
JUNEAU, ALASKA 99801
TO: Senator Arliss Sturgulewski, Chair
Members of the Senate Community and Regional Affairs Committee
FROM: Scott A. Burgess, Executive Direc
DATE: May 3, 1988

SUBJECT: SB 511 - Optional exemption from municipal taxes for
economic development property

On behalf of its municipal members, the Alaska Municipal League supports
SB 511, allowing municipalities to exempt municipal taxes on economic
development property. In addition, the AML requests that SB 511 be
amended to include "exemptions and deferrals"”, similar to CSHB 557 (C&RA).

The AML"s support 1is based on the 1988 AML Policy Statement languaqge
below:

PART X - ECONOMIC DEVELOPMENT, B. INCENTIVES:

1. Local Incentives: The League urges the Legislature to adopt
legislation which would allow local municipalities greater
flexibility through the use of local options in offering property tax
incentives to new and expanding industry and business.

The bill would accomplish this policy in the area of optional exemptions
on economic development property, in whole or part, for up to five years.
The proposed legislation would allow a municipality to provide an
incentive to a specific or type of industry or business it wishes to
attract or support. Allowing optional tax exemptions for economic
development property will provide municipalities with another option in
carrying out community development strategies which Ffit their unique
circumstances. Adequate safeguards exist by requiring an ordinance; a
five year limitation; eligibility criteria; and, findings of no
"unreasonable competitive disadvantage”™ and of benefit to the community.

The deferral language would expand the municipalities™ options to defer
with a payback where appropriate. While tax advantages may be only one,
and in some cases a less significant, criteria for a business or industry
locating in a community, it could also be the deciding factor. The AML
supports SB 511. Thank you.

MEMBER OF THE NATIONAL LEAGUE OF CITIES AND THE NATIONAL ASSOCIATION Or COUNTIES
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I. Budget

The Legislature should continue to reduce the state operating
budget in response to expected future declines in ail production
and the inherent instability of market prices. Aggressive reductions
in state spending should occur prior toconsideration of appropriat-
ing monies from other distinct funds. Any surplus created as a
result of rising oil prices or further reductions in the state operating
budget should be expended on capital projects designed to im-
prove infrastructure and stimulate the economy. The Chamber
strongly opposes increases in taxes of any kind, including modifi-
cation of the economic limit factor, imposition of an individual
income tax, state sales tax, or increases in the motor fuel tax. Excess
earning reserves are to be applied to a budget deficit only after
aggressive measures have been undertaken to reduce state spend-
ing. The legislature should not use the corpus of the Permanent
Fund to finance the activities of state government under any
foreseeable circunstances. The Chamber endorses SIR -I0propos-
ing a ballot measure to amend the Alaska State Constitution to
authorize allocation of permanent fund eamnings as follons: 40%
to dividends, 30% to inflation proofing, and 30% to the budget
reserve account. The Chamber also supports provisions in SIR -0
imposing constitutional spending limitations on future state legis-
latures.

Il. Economy

The Cbimber recommends that the legislature consider the
following recommendations to protect and reinvigorate the Alas-
kan economy:

A. Taxes. The legislature should not, under any foreseeable
circumstances, impose increased taxes or user fees on any segnent
of the Alaska economy during the impending recession. Nor
should the legislature impose the equivalent of additional taxes
on the ail industry by modifying the economic limit factor. Such
action would disrupt long-term operating plans for mgjor Alaskan
cilfields and weaken the commitment of industry to expand addi-
tional exploration and development funds in the state. The
Chamber is also opposed to any proposals in the Alaska state
legislature to impose separate accounting methodology on oil and
gas companies for the purpose of calculating corporate income
taxes. Nor should the legislature consider imposing a personal
incone tax, state sales tax, or any increased motor fuel tax

B. Economic Incentive Policy. Alaska is one of a dwindling
number of U.S. states that does not have an “economic incertives
policy" in place to help local development groups lure besic indus-
try to Alaska. The Anchorage Chamber of Commerce supports
theenactment of an economic incentives policy that would include:

Ig ) Temporary tax abatement

[1 2 Infrastructure investment

I 3 Land and resource availability

| 4) Financing assistance

I These inducerments should be made available only toqualifying
Jprivate-scctor projects that expand Alaska's economic bese. They
mshould provide a flexible array of incentives that encourage de-
Ivelopnunt without unduly subsidizing it. In addition, the
mChamber supports amending Alaska Statutes, Title 29 to allow
mlocal governments to offer tenporary property tax incentives to
mqualifying economic development projects.

C. Alternative methods of compensation for overtime. The
state legislature should adopt legislation incorporating appropriate
federal regulatory methodology for compensating employees en-
gaged in operations involving irregular work weeks. Specifically,
the legislature should eliminate impediments to alternative
methods of compensating for overtime, including compensatory
time off and flexible work week plans. Such action will assist
natural resource development projects involving work schedules
which are unpredictable with respect to time demands on employ-
ers and employees.

D. Expeditious Conveyance of Public Land to Private Sector.
The legislature should expedite the conveyance of municipal, state
and ederal public lands to the private sector. The legislature
shorld r. quire the Department of Natural Resources to expedite
the process or issuu.g permits, leases, and mining production
licenses on state mineral lands to facilitate natural resource de-
velopment.

E. Regulatory Reform. The State of Alaska's redundant, overly
complicated, and counterproductive regulatory processes impede
economic development and growth. The Chamber supports pass-
age of House Bill 212 establishing the Department of Natural Re-
sources as the lead agency for all natural resource projects in
Alaska. The legislature should consoP late coastal zone manage-
ment authority within DNR and cur'jil CZM jurisdiction over all
upland areas which are more than three miles removed from the
Alaska coastline. Many of the existing regulations of DF&G and
DEC arc redundant with federal regulations promulgated by the
EPA and Federal Fish and Wildlife Service. The state legislature
should review and consider eliminating any unnecessary regula-
tory programs in an effort to conserve public funds and encourage
development of Alaska's natural resources through private invest-
ment. Federal prograns which are appropriate for the state to
assume exclusive control and jurisdiction in an effort to benefit
local industry should be excluded from this process.
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April 21, 1988

The honorable Henry Springer
Alaska State Legislature
P.0. Box V

Juneau, AK 99811

Dear Representative Springer;

In the hearing on CSHB557 yesterday, you mentioned the number
of property tax exemption bills you had seen before the
Legislature this session and took a sympathetic position for
those who do not enjoy such exemptions, and, 1in fact, wind up
making up the difference iIn taxes for each exemption granted.
As 1 am sure you can imagine, the Office of the State Assessor
shares that sympathy, and our general position on most
exemption proposals i1s one of opposition.

Your comment, however, along with some recent discussion before
the Senate Community and Regional Affairs Committee, prompted
us to do some research iIn the area of local option exemptions
to see how many of the exemptions available under AS 29.45.050
have actually been adopted by municipalities 1iIn recent years.
We believe you will find the results interesting.



The Honorable Henry Springer
April 21, 1988
Page Two

Enclosed 1s a chart on that subject showing the amount of
activity which has occurred since September, 1972, when the
original Title 29 rewrite took place. You will note there are

guestion marks beside two of our estimates. In those two cases
we were not certain about the actual number, but we believe
those listed to be ccl ;ect. There are a total of 25

municipalities 1iIn the Sta.e which currently levy a property
tax. The reason certain oithe numbers in the first column do
not equal 25 1is because some communities had already adopted
various types of exemptions prior to the 1972 rewrite, and
"grandfathered" in under the rewrite language.

We hope you find this chart interesting and beneficial. IT you
have questions regarding this information, please do not
hesitate to contact me.

Sincerely,

Mike Worley
State Assessor

Enclosure

cc: Arliss Sturgulewski, Chair
Senate Community and Regional
Affairs Committee



The following statistics apply to the adoption of municipal property tax exemptions since
September, 1972. Column one shows the number of municipalities which had the option to exempt
certain properties. Column two shows the number of municipalities which actually did adopt the

exemptions.

Optional exemptions under Available to this number Number of municipalities
AS.29.45.050 of municipalities actually adopting the exemption

@ $10,000 residential 25 5
(@ boats @ $5 and $15 10 1
(b (2)A) community purposes property 25 2
(b)(2)(B) historic sites 25 0(?)
(2O nonprofit agricultural 25 0
IS all personal property 20 2
()@ business inventories 13 3
()(B) motor vehicles 13 2
e land and wetlands 25 0
) new maintenance (residential) 25 1
Q%; addition to home 25 0

fire protection 25 0
©O) Senior/Disabled Vets

over $150,000 25 2

i timber processing 25 1
83 EPA facilities 25 1(?)
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March 31, 1988 CORPORATION

Honorable Arliss Sturgulewski
Senate
Alaska State Legislature

P.O. Box V
Juneau, Alaska 99811

Dear Senator Sturgulewski:

Recently you received from my office two pieces of draft
legislation regarding economic development incentives. Specifically,
one would give local governments the authority to offer property tax
abatements and the other would allow utilities to offer economic
development i1ncentive rates. Both bills contain strong provisions for
local control and oversight and strong safeguards that ensure public

process.

This letter is to reconvey those bills to you with some slight
improvements. Those passages that are underlined have been added or
redrafted. However, none of the changes are substantive, just some fine

tuning.

The support for this legislation is broad and growing. Groups as
diverse as the Alaska Municipal League, the Anchorage Chamber of
Commerce and the Anchorage Board of Realtors have endorsed it
specifically or in concept. These groups understand the real need for
some tools with which to conduct economic development.

Again, we would welcome any comments on these bills and appreciate
your time and support.

Respectfully submitted,

Scott E. Hawkins
President and CEO

Attachments:
1D Revised Bills
2) Position Statements from Various Organizations
3) Survey of U.S. Cities®™ Use of Economic Development Tools

550 West 7th Avenue
Suite 850
Anchorage, AK 99501

Telephone (907) 258-3700
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House Bill 557 "An Act relating to an exemption or

deferral from municipal taxation for economic development
property; and providing for an effective date.”

SPONSOR: House Joint Committee on Economic Recovery

Program Summary

This bill relates to property taxes and adds a section to the
optional exemptions that municipalities may adopt under
AS 29.45.050. An ordinance adopted under this section would
allow municipalities to exempt or partially exempt or defer or
partially defer from taxation property that 1is classified as
economic development property. In order to qualify for any tax
exemption or deferment the property must fulfill certain local
eligibility requirements and must create new employment and
provide goods or services that are used in, or, exported from
the municipality.

Comments

The

language 1in HB 557 1is consistent with existing statutes,

serves a positive public purpose and provides direction and
guidance to municipalities. The primary focus of this bill 1is
to assist municipalities currently seeking ways to encourage
economic development. Those activities are fully promoted by
this Department, and we support passage of this bill.

Marty TSutherfb<d”
Acting Deputy Commissioner
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ALASKA STATE SENATE

JOE P. JOSEPHSON WHII" IN JUNEAU
DISTRICT H ANCHORAGE P.O. SOX V
3111 C STREET, SUITE 530 JUNEAU. ALA.'"KA 99811
ANCHORAGE. ALASKA 99503 (907)463-4723
(907)561-761 |
April

Mr. Scott Hawkins
President and CEO
Anchorage Economic
Development Corporation
550 West Seventh Avenue / a1
Suite 850
Anchorage, Alaska 99501

Dear Scott:

Thanks for your letters of March 23 and 31 and the
enclosed draft Ilegislation regarding tax incentives and
utility charges.

I will recommend to the Co-Chairs of the Committee on
Economic Recovery that these concepts be considered iIn the
Committee, of which 1 am a member, with a view to possible
introduction iIn the Legislature. As you know, the
opportunity for passing bills is getting shorter and shorter
because of the 120-day deadline, but 1 think your letters
make a strong case for consideration of these measures.

With best wishes, | am

Sincere Ip®

Joe P. Josephson
State Senator

JPJ:rak

cc:U>enator Arliss Sturgulewski
Senator Lloyd Jones



ANCHORAGE BOARD OF REALTORSMNC.
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(907) 561-2338

REALTOR 3

March 25, 1988

Mr. Scott Hawkins, President
Anchorage Economic Development Corporation

550 West 7th Avenue, Suite 850
Anchorage, Alaska 9950l

Dear Mr. Hawkins:

On behalf of the Anchorage Board of Realtors | would like to take this opportunity to
thank you for attending our forum discussion Thursday evening and presenting
AEDC'’s proposed incentive legislation to our membership for discussion.

Although the turnout was not as good as | had hoped, | am happy to report that the
support was very strong with only one person dissenting in the straw poll. The
Anchorage Board of Realtors will take an official position in support of the
legislation and recommend statewide support at the Alaska Association of Realtors

Legislative meeting on March 3lst.

In addition we would be willing to give public testimony in support of the legislation
when you present it to the Anchorage Assembly on April 5, if you deem it helpful
and appropriate. Please let me know if we can be of assistance.

Sincerely,
/

Anita Bates
President



TABLE I1-1

TOOLS

COST REOUC TION
Deferred Tax Payments

Direct Cash Contribution to Project
Direct Loans to Private Business
Donation of Land to Oevelopers
Donations of Unused Real Property
Foreign Trade Zones

Historic Preservation Designation
In-Kind Payment

Issuance of Tax-Exempt Bonds for Private Development
Land Ur ite-Oowns

Loan Guarantees

Loan Subsidies

Revolving Loon Funds

Sale-Lcasc Bock

Shared Equity

Synd icat ion

Tax Abatement

Taxable Bonds

Venture Capitol

CAPACITY IMPROVEMENT
Assignment of Air Rights

Building Construct ion/Renovat ion
Daycare Assistance

Development Fees (linkage)

Employee Training/Retraining
Entrepreneurial Assistance
Infrastructure |Improvements

Land Acquisillon

Land Clearance

Land Condemnation

Leasing of Land to Developers

Local Survey of Business Needs

lot Consoli dation

One Stop Business Center (permitting)
Procurement Assistance

Relaxation of Building or Zoning Regs.
Relaxation of Environmental Regs.
Relocation of Residents & Business from Redcv. Areas
Sale cf Land to Developers

Special Purpose Zoning

Strategic Planning

HAREET EXPANSION

Advert ising

Export Assistance

Marketing Strategy

Promotional Missions (domestic)
Trade Missions Abroad

USED IN
THE PAST

39.4
47.2
14.9
28.9
19.9
59.9
27.3
78.3
45.3
30.5
39.3
49.1
16.5
18.9
12.4

13.0
7.8

54.0
14.0
53.7
42.5
25.5

PERCENTAGE Of CITIES USING ECONOMIC DEVELOPMENT TOOLS

AMOUNT OF USAGE
IN 1986
EXTENSIVE OCCASIONAL

LIKELY TO USE
IN THE FUTURE

d,?2
7.5 30.7 36.6
16.5 28.3 48 .4
0.9 11.2 19.6
4.3 19.6 29.8
5.0 15.2 37.6
20.8 33.9 63.7
4.7 18.6 27.3
34.2 36.3 57.8
10.2 23.0 44 .7
5.6 22.4 32.6
12.1 22 .4 38.5
26.4 21.4 62.1
1.9 9.6 24 .2
2.5 11.8 27.6
4.0 4.7
Ooir.t iiox an ,
3.4"° 9.6 37.9
1.2 8.7 26.4
1.6 14.9 28.0
15.8 20.2 42 .9
3.7 5.9 16.8
5.0 13.4 27.0
26.4 25.5 55.6
16.5 26.4 51.9
47 .5 32.3 83.5
23.0 36.3 69.3
20.5 30.4 57.8
14.0 30.1 56.2
6.8 21.7 46.3
19.3 30.4 66.1
13.0 23.3 43.2
73.9 9.9 55.3
6.5 17.7 30.7
2.5 18.3 24 .2
0.3 3.1 4.3
17.1 28.9 55.3
22.4 36.0 72.0
6.5 26.1 45.3
27.0 23.3 62.8 £
21.7 36.0 62.4
. 10.2 26.1
29.5 28.6 68.9
13.4 28.6 50.3
4.0 20.2 32.0

league,

cUtie



ANCHORAGE BOARD OF REALTORS"', INC.

510 WEST TUDOR. SUITE 8
ANCHORAGE. ALASKA 99503
(907)561-2338

REALTOR®

March 25,1988

Mr. Scott Hawkins, President

Anchorage Economic Development Corporation
550 West 7th Avenue, Suite 850

Anchorage, Alaska 9950l

Dear Mr. Hawkins:

On behalf of the Anchorage Board of Realtors | would like to take this opportunity to
thank you for attending our forum discussion Thursday evening and presenting
AEDC'’s proposed incentive legislation to our membership for discussion.

Although the turnout was not as good as | had hoped, | am happy to report that the
support was very strong with only one person dissenting in the straw poll. The
Anchorage Board of Realtors will take an official position in support of the
legislation and recommend statewide support at the Alaska Association of Realtors

Legislative meeting on March 3lst.

In addition we would be willing to give public testimony in support of the legislation
when you present it to the Anchorage Assembly on April 5, if you deem it helpful
and appropriate. Please let me know if we can be of assistance.

Sincerely,
/

Anita Bates
President

MI*. 1"l NATIONAL ASSOCIATION Of REALTORS
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Friday, April 15,1988

Special-interest bills to bail out businesses

This year’s legislative session
has been flooded with bills to create
state-funded welfare programs for
businesses, but the latest group is
by far the worse.

Last Monday the Senate Finance
Committee introduced SB502, the
bankers’ bail-out of 1988. Moving
with uncommon speed, the first
committee hearing is scheduled
next Monday.

This bill would authorize the
state to iuy low-interest subordin-
ate debentures from Alaska banks.
There’s no requirement that the
bank be in any financial difficulty
to deserve this largess, just that it
have less than $150 million in
capital.

Most people are unfamiliar with
the subordinate debenture, for the
same reason that most people are
unfamiliar with climbing the south
face of Denali in the winter. A de-
benture is a form of unsecured
long-term debt. A subordinate de-
benture is one where the lender
agrt2s that all other claims against
the borrower’s assets will have
priority over his own claim in the
event that the company borrowing
his money goes into liquidation,
bankruptcy or reorganization.

Subordinate debentures are good
for the borrower because they
make it easier for hirn to borrow
even more money from more pru-

Fred
Pratt

Views expressed here do not necessarily
represent those of the Daily News-Miner

dentlenders. The subordinate posi-
tion taken by the debenture owners
means newer lenders have a more
secure position, they can effective-
ly get. into line ahead of the sub-
ordinate debenture holder.

In the normal business world, the
subordinate debenture carries
higher interest rates to reflect the
greater risk involved. That’s not
the case in 3B502. It would require
only a minimum interest rate of
one-half of 1 percent more than the
prevailing rate on municipal bonds
of the same maturity, among the
lowest rates in the lending market.

The money would be available to
"a bank, savings bank or bank
holding company” chartered in
Alaska and with its principal office
here.

The bank wouldn’t have to start
paying back the state’s bail-out for
20 years. The only limit on the
amount of new debt the state is will-

ing to buy is the amount of the
bank’s capital, surplus and undi-
vided profitsonDec. 31,1985, which
reflects the high-pointof most Alas-
ka bank’s recent balance sheets.

The bill would also give the state
a special exemption from its laws
limiting the amountofmoney itcan
loan toasingle borrower. Subordin-
ate debentures bought under this
new program “may be issued with-
outregard to the principal amount
of the notes and debentures of the
institution that are outstanding on
the date of issuance.”

For the banks that have done the
poorest in the past two years, the
bill allows the state to loan substan-
tially more than the bank’s net
worth.

There’s only one restriction on
how the bank can spend all this
money. The bank has to agree to
invest at least 15 percent of the
purchase price in areas of the state
outside of metropolitan areas with-
in three years after receipt of the
purchase price.

The exact definition of “metropo-
litan area” is left up to the Alaska
Industrial Development and Ex-
port Authority, which is to manage
the program. The money is sup-
posed to come from the same
source that is supposed to supply
therest of AIDEA’s business loans.

Interestingly the bill contains a

legislative finding that the state’s
banks have, “. . . during the last
two years, lost a major portion of
their capital due to circumstances
not of their making.” One might
well argue with that, as one might
also argue with other statements in
the bill that it is intended to invest
money “at minimum risk” with the
aim of “increasing banking com-
petition.”

This brazen and shameless piece
of special interest legislation bears
the title, “An Act relating to the
economic stabilization program.”
One commentor at a related leg-
islative hearing Saturday noted
that “economic stabilization” is
something of a contradiction, since
a healthy economy is by nature un-
stable.

He’s right. “Economic stability”
is in fact an economic coma, and
SB502 would do little more than
reinforce the status quo among our
financial institutions.

Another welP i bill for indus-
trialists is HB557, introduced Tues-
day. It would allow municipalities
to exempt or defer real or personal
property taxes on “economic de-
velopment property” in its juris-
diction.

An economic development prop-
erty is any real or personal proper-

ty that may be depreciated for
federal income tax purposes ana ;s
used in a trade or business insuch
way that it creates employment,
generates sales outside the munici-
pality of goods and services pro-
duced in the municipality, or re-
duces the importation of outside
goods or services.

A legislative staffer told me
Wednesday this bill, which comes
up for its first committee hearing
April 20, will probably be amended
toreplace the “or” with an “ar.d,”
making it less general and more
aimed at export industries.

The third bill is so bad even its
sponsors are afraid to make it pub-
lic. It would let electric utilities
grant similar preferential rates to
business customers.

It took me four days of requests
and one day of vile threats to get a
draft of this bill, along with an ex-
planation that it will be completely
rewritten before it’s introduced in
the Legislature.

It and its companion bill on taxes
were written by Scott Hawkins, a
former bank economist who now
heads an Anchorage economic de-
velopment office.

Fred Pratt, a freelance writer living in

Fairbanks, is a reporter and long-time
observer of Alaska politics.
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Disabled et o los,e VWalley warns sts
Medicald payments

CITY

TODAY

6 p.m.—Fairbanks Libertarian
Party TGIF supper club, 1G04
Madison Drive. Bring your own
cocktails. Dinner at 7 p.m. RSVP:
479-4250.

6:30 p.m.—Veterans of Foreign
Wars Post and Auxiliary No. 3629
dinner, 3535 Holt Road. Informa-
tion: 451-8810 or 452-4273.

6:30 p.m.—Catholic Ladies din-
ner and auction, Westmark Fair-
banks, $16. Please bring an item for
the auction. Contest: Design your
own hat. Information and reserva-
tions: 452-6029 or 452-3477.

7 p.m.—Al-Anon Alatot meeting,
St. Matthew’s Episcopal Church.
Information: 456-6458.

7:30 p.m.—Interior Farming
Association meeting, Agriculture
Museum, Tanana Valley Fair-
grounds. Dan Nelson will speak on
markets for agricultural products.

Disabled veteran Jim Kincaid
will lose his Medicaid payments
in two weeks, but volunteers say
they will help care for him at his
Northward Building apartment.

Garth Patterson, public hear-
ing officer for the state Division
of Medical Assistance, deter-
mined Thursday that Kincaid,
who has multiple sclerosis, isin-
eligible for Medicaid payments.

Kincaid receives $812 in social
security disability payments,
and to be eligible for Medicaid
he cannot make more than $659 a
month.

Earlier thisyear, a doctor had
determined that Kincaid needed
$1,600 in monthly medical pay-
ments for an in-home care
program.

Karel Parsons, a registered
nurse who has helped Kincaid
since he moved into the apart-
ment three months ago, said she
and Billie Keaster, a personal
care attendant, will continue to
help Kincaid even though he
cannot afford to pay them.

City crews begin
ML 1.1 .

Short Takes

cials as a result of a lawsuit filed
by the Sierra Club in 1986.

Dixon interim head
of UA Museum

The University of Alaska
named James Dixon acting
director of the UA Museum. Dix-
on, the curator of the archeology
collection, will replace Basil
Hedrick, who leaves inJune.

Hedrick is leaving to become
director of the Michigan State
University museum system.

Dixon joined the UA Museum
in 1974, and was named an
associate professor of archeolo-
gy at the University of Alaska
Fairbanks in 1982.

Cowper to fight

cuts in aid to state

WASHINGTON—Gov. Steve

Cowpe: Wednesday pledged to
flrflIf VA NnNA»N\N»*»| D »»« WX —

Astandoff Thursday over further
purchases of property on the Savoy
Bar block led Mayor Bill Walley to
threaten to abolish the Fairbanks
Development Authority.

“You're all my friends, |
appointed all of you,” Walley told
the five of seven members present.
But hesaid if the board didn’t move
to buy those properties, he had no
alternative but to ask the Fair-
banks City Council to disband the
FDA.

“1 think I've got the votes to do
that. At that time, the city will take
the money and will continue the
negotiations,” he said.

Four votes are needed by the
board to adopt a motion. At one
point the five members present
couldn’t muster votes to adjourn.
Chairman Ray Kohler stood and
tersely said he was leaving. Discus-

Bafoy may owe
life to carseat

By NED ROZELL
Staff Writer
A child restraint seat may have
prevented a tragedy Thursday
nightas a car containing two adults
and an infant flew off an embank-

‘we'e-Wirf

siondid resume, butwithoutresolu-
tion.

Votes snagged 3-2on various mo-
tions. Pat O’'Rourke and Elizabeth
Keating held firm that the prices
negotiated for the two properties
are too hbh. Kohler, Jim Messer
and Gerald Victor were voting yes.
Abser. were Dave Rasley and Bob
Bett;sworth.

Discussion went round and round
on the current real estate market,
the comparable value of downtown
property, the business income that
will be lost by the sellers and what it
might cost the city if condemnation
is pursued.

The goal is to acquire all prop-
erties in the block between Second
and Third avenues and Lacey and
Noble streets, and ultimate’y level
the buildings and construct a park-
ing garage. The grant money is in-
sufficient to achieve that at pre-
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Mississippl Has An Objective

By Edward L. Thomas
and Anne Ashworth

t can spell economic chaos for a
state,

A medical group claims that all
personnel using its system at a local
hospital are employees of the system
and are highly trained. They want a
tax abatement. A lift company submits
a number of separate proposals all of
which make a case for abatements.
And another industry, knowing there
are no obijective criteria for deciding
who qualifies for income tax or sales
tax abatements on purchases, wants
additional tax cuts.

Political and community pressure is
brought to bear on selection boards to
grant abatements for area businesses,
and, ultimately, almost any type of
industry, whether "high tech" or "low
tech," is assured of reduced taxes.

Industries in every state are lining up
at any available "tax trough." Without
a program to evaluate who merits a tax
abatement and who doesn't, states can
make costly investments of tax dollars
that don. always show a healthy
return.

In Mississippi, where the current tax
incentives can amount to Si,000 per
employee in state income tax abate-
ments and exemptions on sales tax for
supplies and materials used in expan-
sion or construction of new facilities,
we've developed a model for determin-
ing who qualifies for tax abatements.
It is custom fitted to existing computer
software so it can be easily used by

Prolessor lidwanl I.. Thomas is a coordinator
for the Research and Curriculum Unit of Mis-
sissippi State University, lie ami Anne Ash-
worth. a vice president ol Butler Services of
Mississippi Inc., helped design and implement
the selection model that determines who receives
tax abatements in Mississippi.
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Method

officials trying to coax companies into
their areas.

Developed by a university research
team working with the state Depart-
ment of Economic Development, Mis-
sissippi's selection model helps
determine which new or expanding
industries are high tech by Mississippi
standards, but other states can use it
as an example for developing their own
models.

hat is needed are the folio.v-

ing components:

< A Data Bank. In Missis-
sippi, some 20 high-tech industries that
had been declared eligible for tax
abatements in the last two years were
randomly selected to provide statistics
for the data bank. They ranged from
being marginal high tech to being state-
of-the-art in technology. Since the term
"high tech" is not readily definable, 10
indicators that are common to high-
tech industries were used as bench-
marks in the selection model. Five deal
with average annual salaries of
employees and five deal with capital
investment. This information is
provided by each industry when appli-
cations for tax abatements are filed
with the state.
= Data on Average Annual Salaries.
High-tech industries are perceived in
Mississippi as those companies em-
ploying a large percentage of engi-
neers, scientists, certified and skilled
technicians and other skilled workers
and a small percentage of semi-skilled
and unskilled workers. Highly skilled
workers are expected to be paid annual
salaries competitive with their peers in
other states. Weights are applied to
salary data to reward those industries

that have a large percentage of highly
skilled labor. Thus, with the applica-
tion of the selection formula, :ompa-
nies with a majority of 1 tskilled
workers at low salaries will have little
if any chance of obtaining state tax
abatements unless they build and
maintain operations in an area desig-
nated as economically depressed.

= Capital Investment Data. High tech
in Mississippi also applies to compa-
nies that invest a large percentage of
capital in research and testing, analyt-
ical labs, robotics, computers and
computer-aided drafting and engineer-
ing equipment and other automated
equipment. Weights are applied to
capital expenditures for research,
robotics and computers. Those indus-
tries with capital investments below
r~erage, when compared to the indus-
tri sin the data bank, will also encoun-
ter problems receiving tax abatements.
= Computer Application. Mississippi
uses a Lotus 1-2-3 computer software
program to recoid information on
average annual salaries and capital
investment. Once the data bank was
established, weights were applied and
a numerical ranking of industries was
developed using simple descriptive
statistics. Industries with high positive
rankings or scores are classified as high
tech while those with low rankings and
negative scores arc classified as low
tech. In processing a new application
for tax abatements, the computer oper-
ator simply calls up the program and
the data base, enters the salaries and
capital investment data from the appli-
cation and the computer does the rest.
If the industry gets a positive score, a
decision will be made to grant the tax
abatements.



Representative Paul Schauer of Colorado, who served on the Lincoln Institute-NCSL
committee, confers with Colorado Representative Betty Neale, a member of the

Legislative Audit Committee.

rather than give away the state trea-
sury to entice new industries and jobs."
Another important aspect of a good
revenue system, the group believes, is
substantial diversification over reason-
ably broad bases. This makes it possi-
ble to keep tax rates relatively low,
which is important because "every tax
has some undesirable effects, and they
are magnified when rates are high."
But, as Connecticut Representative
Linda Emmons points out, "No two
states are alike because of the differ-
ences in their history, natural resources
and political values," so strict numeri-
cal standards for the proper balance
among taxes cannot be determined.

any parts of the statement
owe something to earlier
efforts. In addition to the

article by Kleine and Shannon, the
1984 report of the Minnesota Tax
Study Commission inspired certain
ideas. Robert Ebel, who served as the
executive director of that commission,
says members had extensive discus-
sions before reaching a consensus
about guiding principles and that he
was sent back to his word processor
three or four times to rewrite that part
of the report. One of the Minnesota
conclusions is that the use of taxes to
achieve social and economic goals
should be minimized.

The Lincoln Institute-NCSL group
gave that notion a twist by saying that
the revenue system "should not be used
as an instrument of social policy to
encourage particular activities, al-
though it is appropriate to discourage
some actions through tax policy." It

condemned state tax incentives "be-
cause a large proportion of the tax
savings go to people and businesses for
doing what they would have done in
any case." On the other hand, it said,
taxes are sometimes a good mechanism
for discouraging socially undesirable
activity, such as air and water pollu-
tion, smoking and excessive consump-
tion of alcoholic beverages.

Among the other precepts endorsed
by the report are these:
= A stable tax structure is important,
so states should establish well-en-
dowed Rainy Day Funds. Gary Olson,
deputy director of the Michigan Senate
Fiscal Agency, considers this one of the
key recommendations.
= Complexity should be minimized, in
part by avoiding special taxes on
specific industries. Another consider-
ation that should be taken more seri-
ously in framing tax policy is how
difficult that tax may be to administer.
= States should ensure that all local
governments have sufficient resources
to provide an adequate level of ser-
vices, especially in view of federal cut-
backs in aid to cities and counties.

Gilmore Dutton, who directs the
Kentucky legislature's tax staff,
summed up the spirit of the statement
this way: "Principles of good tax policy
by themselves sound like platitudes,
but this statement can be used to
develop a checklist to see how well a
state's tax system measures up to what
it ought to be. This is really a good
working document if someone takes it
to heart."

Dutton added that legislators are
more likely to pay attention to this
kind of statement because it comes
from their counterparts rather than
from some other source. This view
was echoed by Senator Larry Levitan,
chair of Maryland's budget and taxa-
tion committee, who said that "guid-
ance to states is crucial, and this was
a very fruitful effort that will be help-
ful to me and other chairmen of tax
committees.”
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OPINION

By Earl H. Harbison J-.

The Coming Boom in Biotechnology

The art is as old as civilization—as old as the use of
yeast to leaven bread or to make wine, or to crossbreed
animals to make better livestock. And thanks to ad-
vances in biology, the practice is about to undergo an
explosive growth the likes of which none of us has ever
seen. It has been hailed "a new industrial revolution" by
Vice President George Bush. It has even earned its own
name: biotechnology.

Biotechnology, by definition, is any technique that
uses living organisms to make or modify products, or to
improve plants and animals. This ability to take a bene-
ficial characteristic of one living thing and introduce it
into another living thing to add to its value will affect
our lives in ways that stretch our imaginations almost
beyond limit.

This newfound technology is already revolutionizing
the field of human health care. Genetic engineering has
produced, among other things, human insulin and tPA,
the new product used to relieve heart attacks. It will
without doubt revolutionize agriculture, with plants

By the year 2000, the bio-
technology industry will
be generating as much as
$100 billion of income
worldwide.

protected from insects, disease and other stresses aid
pigs that produce leaner meat. And it will reach deeply
into industries from mining to manufacturing, delivering
new processes and new products. Biotechnology will be
as basic to the 21st century as physics and chemistry
were to the 20th.

But there's an interesting twist to the biotechnology
story. While the United States recognizes its social con-
tributions, only state governments have recognized its
economic potential. By the year 2000, the biotechnology
industry will be generating as much as S100 billion of
income worldwide,

More than 20 states have established biotechnology
centers to conduct or facilitate collaborative research; to
exchange information about research and potential
products among universities, companies and the govern-
ment; and to focus on biotechnology as an economic
development tool.

The Mc-ral government, on the other hand, perceives
biotechnology or.iy ac ' regulator v issu<\ It . oordinates
and watches—as it should—ail raw biotechnology
processes and products. But the fervor and excitement
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among states about the economic potential of biotech-
nology are unmatched at the national level.

This is alarming because of our worldwide competi-
tion. The governments of Japan, Britain, France and
other European countries have formally recognized
biotechnology as important to the economic futures of
their nations. They have decided where they want to
put their foejs, organized for progress, and in some
cases, taken a major role in directing research, develop-
ment and commercialization.

So while our government is doing a good job of mak-
ing sure that nothing goes wrong in this technology, no
one is expending much effort to see that things go right.
Winston Churchill once said, "When the eagles are
silent, the parrots begin to jabber." We in this industry
hear a lot from the parrots -the critics, the worriers,
the doubters. We don't hear much from the eagles—
from government, from opinion leaders, from all the
stakeholders in biotechnclogy.

Practically all of us are stakeholders in biotechnology.
Farmers, medical practitioners, environmentalists,
naturalists, industrialists, economists, politicians—their
lives, their interests, their goals can be affected by this
technology in a profoundly positive way. But mostly,
they are silent, and all | hear are parrots.

We need our eagles to speak up and | suggest that
our nation's state legislators are some of our best eagles.
We need a clear message from those of you who recog-
nize that your states and your constituents—and the
nation as a whole—stand to gain from biotechnology,
that this is an important industry which should be
encouraged to proceed as rapidly as good science
permits.

Such a signal will tell entrepreneurs that their risks
are worth taking, because positive social and political
forces will see to it that the playing field is level It will
tell our nation's regulators that they can base their deci-
sions on science, and not worry about the political wind
shifts. In other words, it will create a more stable politi-
cal, economic and social environment for this industry
to mature at a pace that will keep us ahead of the very
stiff competition we face.

If | said we could recreate the steel industry of 1949,
with all its economic strength, its exports, its jobs, its
contribution to the GNP, every state would be beating
down my door. The biotechnology industry will dwarf
steel in its heyday and rival anything we have seen in
this century. The benefits of biotechnology will cascade
through the economic systems of the nations that stay
in its front ranks.

lurge state legislators to make sure the United States
stays in the front ranks so that this country can reap
the benefits from the technology it pioneered.

F.irl H. Hnrbison Ir. is president ol Monsanto, ivltose worldwide oper-
ations include .ifjicultur.il products .mil chernic.ds.



= Determining Eligibility. Tax abate-
ment eligibility may be determined at
either the state level (governor's office,
economic development office) or at the
local level, simply by providing the
locals with the computers, pertinent
software and necessary training. Put-
ting the control at the local I €l cuts
out much of the red tape and time con-
straints for companies trying to decide
where to locate.

< Model Updating. The data base
should be upgraded every two years
using statistics from the industries that
have been granted tax relief. This will
ensure that a state's requirements for
high-tech tax abatements increase as
technology improves.

= Other Recommendations. It is also
necessary to have a process for
checking the accuracy of information
submitted by companies seeking tax
abatements. Applications should be
limited to one per year. States should
also require that data provided by a
company include the firm's entire work
force and that material submitted for
expansion programs average all expan-
sion data with current data.

Partial applications should not be
accepted for any reason. If automatic
tax abatements are established for eco-
nomically depressed areas in a state,
these applications should be handled
separately.

Setting up a system of graduated tax
benefits is also worth exploring—
breaking down your positive scores so
that low positive scores mean smaller
tax benefits and high scores mean
larger tax benefits. A range in income
tax exemptions from SIOO to Si,000
per employee could be established in
place of the automatic $1,000 per
employee for all applicants with posi-
tive scores, as in the case of Mississip-
pi. Such a graduated procedure can
save as much as 50 percent in a state's
tax abatement program. Mississippi
hopes to implement a graduated in-
come tax range in 1939.

If statco continue offering tax abate-
ments they must take control over the
problems such policies generate. A
state with an objective, logical system
for deciding who gets tax relief calls the
shots when dealing with new and
expanding industries. And that's the
way it should be. Mississippi's model
can be adapted to meet the needs and
philosophies of any state seeking an
equitable solution to what has turned
into an economic Pandora's box. £&
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