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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM April 26, 1989

SUBJECT: Sectional summary of HB 1

TO: Representative Eileen MaclLean

FROM: Tamara Brandt Cook/~"y
Director

Division of Legal Services

Sec. 1. Requires the Local Boundary Commission to conduct a
boundary study of the unorganized borough. LBC may submit
proposals for annexation compatible with the boundary study
to the legislature and may also submit propofor
incorporation of boroughs during the first 10 days of the
First Regular Session of the Seventeenth Legislature.

Sec. 2. By January 1, 1990 the Department of Community and
Regional Affairs 1is required to prepare a provisional home
rule charter for boroughs incorporated under this Act. The
voters of a region scheduled for incorporation may petition
for an amendment to the provisional charter for that new
borough.

Sec. 3. The director of elections is required to hold an
election of initial borough officials in each borough sched-
uled for incorporation. Any proposed amendments to the pro-
visional charter are also to be submitted to the voters.

Sec. 4. A legion 1is incorporated as a home rule borough on
the first Monday following certification of the election.

Sec. 5. A committee on municipalities is established in the
department to consider means to eliminate or reduce disin-
centives and enhance incentives for borough formation. It
must submit a report to the Seventeenth Legislature within
the first 10 days of the First Session.

Sec. 6. Provides and effective date.
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80X53
PALMER. ALASKA 99645
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District 1633

TO: Members of the House Community and Regional Affairs Committee
FROM Representative Ronald L. Larson
SR Fummarv of House Bril 1

DATE  January 10, 1989

Once again, | have introduced House Bill 1, legislation dealing with
borough organization in the Unorganized Borough. As you can see,
however, the legislation is substantially different from the House Bill 1
I introduced during the Fifteenth Legislature.

Most importantly, unlike theoriginal House Bill 1, the billdoes
not mandate borough iformation forthe entire Unorganized Borough.
Rather, it mandates the Local Boundary Commission to conduct a study of
the Unorganized Borough to determine which areas should be annexed to
existing boroughs or unified municipalities, which should be incorporated
as new boroughs, and which should remain in the Unorganized Borough. In
completing the study the Commission is required to consult with existing
municipalities, regional attendance areas, and coastal resource service
areas and to hold at least one puul®c hearing iIn each area it determines
to be suited for annexation or borough formation.

The lagislation directs the Local Boundary Commission to submit its
rocomnendaiions to the legislature during the first 10 days of the First
Regular Session of the Seventeenth State Legislature (i.e., January,
(991). The legislature would then have «5 days to act on each recommen-
dation for annexation and borough formation by concurrent resolution of
disapproval. If the legislature fails to art on any one recormendation,
it would stand as approved lay implied consent.

The bill also stipulates that each new borough beincorporatedas a
Home Rule Borough operated consistent with a provisional heme rule
charter prepared by the Department of Community and Regional Affairs.
(The former House Bill 1 called for the formation of third class
boroughs.) It provides means for local voters tt .mend the provisional
charter as well as a process for electing borough officials.
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The new boroughs would be incorporated in October of 1991, but
borough officials would have up to two years to assume full powers and
functions associated with a borough.

Finally, the legislat ion would establ ish a "Cornnittee on f."unicipal-
ities"” in the Pepartmcnt of Ccm.unity and Regional Affairs "to consider
means to eliminate or reduce the disincentives and [to] enhance incen-
tives for the formation of boroughs"™ and "to consider ways to ensure
greater equity in the distribution of financial aid to municipalities."
The committee would submit its report of findings and recommendations to

the legislature during the first 10 days of the First Regular Session of
the Seventeenth Legislature.

The legislation is based laraely on the "Statement on Borough
Government in Alaska"™ authored by the State of Alaska Local Boundary

Commission. | enclose as part of this packet a copy of that statement
for your review.

I am prepared to answer any of your questions regarding House Bill 1
or borough organization in general.



STEVE COWPER, GOVERNOR

P.0. BOX B
JUNEAU, ALASKA 99811-2100
PHONE; (907) 465-4700

O 949 E. 36TH AVENUE, SUITE 400
. ANCHORAGE, ALASKA 99508-4302
April 27, 1989 PHONE: (907) 563-1073

O

K»EI>T. OF COMMUNITY & KIEGIONAL AFFAIItS

OFFICE OF THE COMMISSIONER

POSITION PAPER

RE: HOUSE BILL NO. 1 "An Act relating to the incorporation of
boroughs, to annexation of certain areas, and to the committee
on municipalities, and providing for an effective date".

SPONSOR: Representative Larson
Program Effects of Bill

Section 1 of the bill requires the Local Boundary Commission
(LBC) to conduct a study of the unorganized borough to
determine: 1) which vregions (if any) satisfy standards for
incorporation of boroughs, and 2) which vregions (if any)
should be annexed to existing boroughs and unified
municipalities.

In carrying out the study, the LBC is required to consult with
existing municipalities, regional educational attendance areas
and coastal resource service areas. The LBC must also conduct
at least one hearing 1ineach region found to meet the
standards forborough formation and in each na which the
commission determines should be annexed to an existing borough
or unified municipality.

Under the bill, the LBC 1is authorized to submit to the
legislature any proposal for the incorporation of a borough in
a region found to satisfy standards for borough formation.
Such proposals must be submitted during the first 10 days of
the First Regular Session of thel7th  Alaska  State
Legislature. Any proposal not disapproved by a concurrent
resolution adopted by a majority of the members of each house
within 45 days from the date of receipt would be approved.
Current law permits the LBC to submit recommendations to the
legislature in a like manner for annexations to boroughs and
unified municipalities.

Section 2 requires the department to prepare a provisional
home rule charter for boroughs to be 1incorporated under the

legislation. The charter would provide that the boroughs
exercise only those powers required by Ic. i (education,
planning and taxation (the Ilatter, only to the extent

necessary to support local services).
Voters in a region scheduled for incorporation would be

allowed to propose amendments to the provisional charter.
ng%tpgﬁgosed amendments would be decided at the incorporation

2t'P1LH



POSITION PAPER
HB 1
PAGE TWO

Section 3 provides that elections be conducted by the State
for the election of initial officials and for proposed charter
amendments for each borough to be formed under the Act. The
elections must be conducted by the first Tuesday in
October 1991.

Section 4 provides that boroughs formed under the Ilegislation
are formally incorporated on the first Monday following
certification of the election. This section also expressly
provides that statutes allowing up to two years for transfer
of powers exercised by cities and service areas applies to
boroughs formed under  the legislation. Further, these
boroughs would be entitled to organizational grants in the
amount of $600,000 each and other types of transitional
assistance.

Section 5 provides for the creation of a "committee on
municipalities”™ within the department. The committee 1is to
consider 1) means to eliminate or reduce disincentives and
enhance incentives for the formation of boroughs and 2) ways
to ensure greater equity in the distribution of financial aid
to all municipalities.

The committee would be comprised of eighc members consisting
of the Commissioners of the departments of Community and
Regional Affairs, Education, and Revenue (or their designees);
the Cha.rman of the LBC, and the following individuals
appointed by the Governor: a member of the Senate, a member of
the House of Representatives, an employee or official of a
borough or unified municipality with a population of less than
10,000 and an employee or official of a borough or wunified
municipality with a population of 10,000 or more.

The committee must report 1its Tfindings to the legislature
during the first 10 days of the First Regular Session of the
17th Alaska State Legislature. The committee terminates upon
submission of its report.

Section 6 providesthat the legislation take effect
immediately.

Comments

Recent accounts (e.g., Anchorage Daily News ™"People in Peril”
ser.es and the Alaska Federation of Natives L”oorc) have
clearly delineated the growing social and economic crisis in
rural Alaska. In par*-, these problems stem from the feeling
of helplessness and frustration resulting from the lack of
control people in rural Alaska, particularly Native Alaskans,
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have over their lives. The greater part of rural Alaska
remains in the unorganized borough. While the State has

assumed the role of local government for the unorganized
borough, mechanisms for Jlocal control and input on decisions
affecting residents of the unorganized borough are often ill
defined or inadequate.

At the direction of the Legislature, the department undertook
a study of issues in 1987 vrelating to regional service
delivery throughout the State. Since then, the department has
also been conducting borough feasibility studies in ten
different regions of the State which make up approximately
two-thirds of the unorganized borough.

As a consequence of this work, the department has concluded
that the creation of regional governments, specifically home
rule boroughs, offers an effective means of 1improving the
quality of lives of rural Alaskans. For example, the
formation of boroughs would enhance:

1. Local Control. Home rule boroughs provide the most
effective way to transfer power to local residents.
Decisions about 1local 1issues are made by the local
assembly which has been elected by local residents, rather
than well meaning, but distant bureaucrats. Further,
empowerment at the local level may be realized through the
transfer to the borough of various State functions
accompanied by associated funds.

2. Cultural Sensitivity. of any form of municipal
government, home rule boroughs permit the greatest degree
of cultural sensitivity to traditional institutions and

values. For example, a home rule charter could provide
for 1local native councils to serve as advisory boards,
service area management boards, etc. Such boroughs could

also provide for greater local control of education than
under other institutional arrangements. Home rule charter
provisions may mandate locally relevant curriculums.

3. Local hiri and economic development. The transfer of
powers and duties (accompanied By funds to enable the
borough to carry out such powers and duties), coupled with
effective local hire provisions, would provide new jobs
for rural Alaskans. Public employment is the largest
provider of jobs in rural Alaska. Local governments are
not bound by State registers or personnel systems.
Similarly, Jlocal hire provisions and minority contracting
policies not suitable at a statewide level often can be
developed and adopted at a regional level. In this
manner, home rule boroughs may serve as instruments of
local hire and economic development.
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4. Response to alcohol abuse. Home rule boroughs could
provide a mechanism for a regional response to the problem
of alcohol abuse. Regional governments could provide for
a comprehensive approach to alcohol control and treatment
throughout a region, not simply in individual
communities. Such efforts could 1include coordination of

5.

6.

law enforcement efforts of state and local authorities,
coordinated cooperation with the judicial system, and
pursuit of state and federal funding opportunties on a
regional basis.

Efficiency of service delivery. The present method of
delivering services to tKe unorganized boroughs does not
appear to be particularly efficient. Such services are
delivered through more than 200 organizations, many of
wliich operate as single purpose or limited purpose

organizations. Home rule boroughs provide n means to
lower costs and improve efficiency of government services
through improved economies of scale. Many func ions which

are too expensive, or for which human resources do not
exist at the community Ilevel, <could be prov:ded on a
regional basis by circuit riding employees. Better
service and increased employment for local residents would
be the result.

Funding for local services. Recent and expected continued
reductions Tn State revenues have already and will
continue to adversely affect the level of funding

available for localservices. The formation of boroughs
will enable regions to tapState, Federal and local
revenue sources presently unavailable. It is often

possible to develop a structure for the generation of
local revenues which minimizes the burden on local
residents (e.g., fish tax, bed tax, severance  tax,
property tax with partial exemption for residential

property).

Security of regional boundaries. As financial aid from
the State continues to decline and other circumstances
develop, it is inevitable that existing boroughs will seek
to annex portions of the unorganized borough. The Kodiak
Island Borough recently successfully annexed a portion of
the Alaska Peninsula.The Fairbanks North Star Borough®s

proposal to annex an area north of 1its present North Star

Borough was narrowly defeated bythe Legislature in March
of this year. The department isawareof incerest by the
City and Borough of Juneau and the Matanuska-Susitna
Borough to seek annexations 1in the current year. The
Fairbanks North Star Borough may also make another attempt
to annex territory. In addition, vregions which seek to

form new boroughs often include territory which residents
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of adjacent regi ->ms believe should be rightfully reserved for
their use. Such  circumstances lead to significant
inter-regional conflicts.

These potential benefits notwithstanding, the history of
Alaska has clearly shown that vresidents of the State are
unwi”ling to form boroughs unless there are vastly superior

advantages in doing so. Indeed, 95 percent of those Alaskans
who reside in boroughs today, Qlive in boroughs which were
form in the 1960°s under mandates from the Legislature. The

remaining 4 percent of Alaska®"s borough residents live in
boroughs which were formed 1in areas encompassing vast natural
resources capable of supporting boroughs with relatively
little cost to the residents.

While significant resources still exist in certain
unincorporated regions of the State, there are simply too many
disincentives for 1incorporation under current law to believe
that many new boroughs will be formed. Examples of such
disincentives are provided in the Statement on Borough
Government in Alaska (copy attached) issued last year 5y Elfe
Local Boundary Commission.

House Bill No. 1 has evolved from legislation considered by
the 15th Legislature (HB 1, SSHB 1 and 2d SSHE 1). The
department offered extensive comments concerning the previous

legislation. Most of the previous concerns have been
accommodated by the current version of the bill. The
following is a statement of the few remaining concerns of the
department.

A. Financial |Impacts. Economic conditions in rural Alaska

are so critical that the department cannot support any action
which would result in a loss of financial resources to the

unorgan.zed borough. The establishment of regional
governments will be supported only if there 1is no Tfinancial
penalty for adopting the borough form of government. For this

reason, the 1issue of incentives and disincentives of borough
formation must be addressed before the formation of new

boroughs.

B. Schedule. With the current legislative session coming to
an end, Ft seems that the earliest this bill will be acted
upon 1S next year. The requirement that the work of the LBC
and the Committee on Municipalities -e submitted to the First
Se"sion of the 17th Legislature means that there would be less

than one year to undertake this important work. The
department believes that a minimum of two to three years would
be necessary to complete this effort. A conceptual plan

developed by the department for the completion of the boundary
study required by Section 1 of the bill is attached.
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C. Regions  Should Incorporate Voluntarily. While the

department supports the establishment of boroug.is, it strongly
favors the concept of voluntary boroughs over those created
under mandate from the Legislature. Once the Committee on
Municipalities has identified changes needed to make boroughs
more attractive and viable, and once the LBC has 1identified
regions which meet the standards for borough formation, 1t Iis
hoped that a number of regions would seek to Tform boroughs
voluntarily. For these reasons, the department recommends
that there be no provisions requiring mandatory incorporation.



CONCEPTUAL PLAN FOR BOUNDARY STUDY

OBJECTIVE: TO IDENTIFY TERRITORY APPROPRIATE FOR ANNEXATION
TO EXISTING BOROUGHS AND UNIFIED MUNICIPALITIES, AND TO
DETERMINE THE BOUNDARIES OF REGIONS IN THE UNORGANIZED BOROUGH
WHICH MEET STANDARDS FOR INCORPORATION OF NEW BOROUGHS.

STEP ONE: PREPARE A MAP OR MAPS SHOWING THE FOLLOWING:

AlIl communities in the State

Major geographic features (rivers, mountain ranges)

Transportation corridors (highways, air routes, marine
routes)

Boundaries of boroughs and unified municipalities

Boundaries of ANCSA Regional Corporations

Boundaries of regional educational attendance areas

Boundaries of coastal resource service areas

Boundaries of federal census areas

Boundaries of military and Indian reservations

Areas which are culturally interrelated

Areas which are socially interrelated

Areas which are economically interrelated

Traditional land use patterns

Boundaries of judicial districts

Boundaries of regional health corporations

Boundaries of State election districts

Boundaries of State and federal land use plans

Boundaries of State and federal parks, wilderness areas,
wildlife refuges, recreation areas, preserves,
national forests, etc.

Boundaries of commercial fishing management areas

The location of the Trans-Alaska Pipeline and all
purpstations

STEP TwWO: PREPARE A NARRATIVE STATEMENT DESCRIBING THE MANNER
IN WHICH EACH OF THE ABOVE RELATES Tu BOROUGH BOUNDARIES.
[ i

Some of the above factors have little or no significance to
prospective borough boundaries (e.g., judicial districts)
while others have great significance. Some means of assigning
values to each of these factors should be considered. Too,
consideration should be given to the fact that certain of the
boundaries will change or are likely to change 1iIn the near

future (e.g., election districts will be changed following
reapportionment in 1991).

STEP  THREE: CONDUCT  WORKSHOPS IN  CONJUNCTION  WITH KEY
GATHERINGS TO OBTAIN INITIAL INPUT ON BOUNDARIES

These workshops would 1include 1) the annual local government
conference of the Alaska Municipal League; 2) the annual
convention of the Alaska Federation of Natives, and 3) the
annual convention of the school boards throughout the state.



STEP FOUR: DEVELOP CONCEPTUAL BOUNDARIES

It is possible that the various parties consulted in Step
Three may have widely ranging opinions on where tentative
borough boundaries should be set. Further, certain of areas
of the State may be difficult to place 1in one region over
another. Nonetheless, this step should result in the
identification of a single set of prospective boundaries.
Where appropriate, secondary choices (i.e., "alternative”
boundaries) may be shown.

STEP  FIVE: PUBLISH MAP(S) OF CONCEPTUAL BOUNDARIES AND
NARRATIVE BACKGROUND MATERIAL FOR STATEWIDE DISTRIBUTION.

Publish 5,000 "newspaper-type™ publications describing the
boundaries and the considerations which went into them.
Distribute there materials to each of the 161 municipalities
in the state, the 100 or so unincorporated communities, the 4
CRSAs, the 22 REAAs, the ANCSA Regional Corporations and
Non-profit corporations. Publish maps in newspapers, do press
releases, video tape, etc.

STEP SIX: OBTAIN PUBLIC REACTION TO BOUNDARIES

The LBC would conduct a number of hearings on the conceptual
boundaries. Both regional hearings and statewide hearings
would be conducted. More than one hearing 1in each region may
be necessary.



P.O. Box Y, State Capitol
Juneau, Alaska 99BI11-3100

ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

Mail Slop 3100
(907) 465 )991
April 21, 1989
MEMORANDUM
TO: Representative Eileen MaclLean

ATTN: Louann Christian

FROM:  Karen OakleyY~”
Legislative Analyst

RE: Boroughs: Methods to Encourage Their Formation
Research Request 89.302

You requested an analysis of House Bill 1 and asked what other steps the
legislature could take to encourage or facilitate the formation of boroughs.

This memorandum discusses: how existing boroughs were formed; the current and
former versions of HB 1 and the effects that HB 1 has already had; and other
methods to encourage the formation of boroughs.

In summary:

Historically, boroughs have been slow to develop by local
initiative. Only five of the state"s 13 boroughs were formed by
local initiative; the others were formed under the Mandatory
Borough Act of 1963.

The introduction of HB 1, which was patterned after the Mandatory
Borough Act, has stimulated considerable interest in the formation
of boroughs during the last two years. One new borough has
already held an incorporation election, and nine borough
feasibility studies are underway.

The legislature could further stimulate interest 1in borough
formation by proposing to institute a tax in the unorganized
borough. However, given the current high level of interest, such
a step may not be necessary at the present time.

At this point, the legislature can probably best encourage borough
formation by supporting the existing borough studies, revamping
the programs that provide aid to local governments, and addressing
issues (such as discrepancies in fish tax reporting) that surface
during the process of forming the new boroughs.



Representative MaclLean
April 21, 1989
Page 2

How Existing Boroughs Were Formed

The borough is the form of regional local government in Alaska and was devised
by the framers of the Alaska Constitution to provide for

maximum local self-government with a minimum of local
government units, and to prevent duplication of tax-levying
Jjurisdictions.

Boroughs are analogous to counties in thnt borrughs provide areawide govern-
ment, but unlike counties, boroughs are the oniy form of areawide government
in Alaska, and they alone were delegated the power to levy taxes on an
areawide basis.

Deciding that boroughs could not be expected to form immediately upon
statehood, and that some rural areas would not be financially or otherwise
ready to organize for some years, the framers of the constitution mandated
that the state would be divided into boroughs, organized and unorganized. At
statehood, the entire state consisted of a single unorganized borough. Since
statehood, 13 boroughs have been formed, thereby carving large chunks out of
the unorganized borough. These organized boroughs comprise roughly 35 percent
of Alaska"s land area; approximately 85 percent of Alaska®s population lives
in these boroughs.

The history of the formation of Alaska®"s boroughs is summarized 1n Table 1.
To implement the local government article of the constitution, the legislature
passed the Borough Act of 1961 which provided for the formation of boroughs
under local option. Two years after passage, only a single borough--the tiny
Bristol Bay Borough--had formed, and it was obvious that local initiative was
not working. There was an increasing demand for local services, particularly
in the areas outside cities, an increasing demand for local control of
essentially local functions, and perceived needs to equalize tax burdens and
to integrate the special service districts (such as the independent school
districts) into constitutional forms of local government. Those needs
provided the impetus for passage of the Mandatory Borough Act.

The Mandatory Borough Act required that the edght most populous regions of the
state incorporate as boroughs. Any of the designated regions not incorporated
by local option by January 1, 1964 would become boroughs by default on that
date. To provide an incentive for incorporation, the legislation provided for
grants of bot* land and money to the new boroughs. By January 1, 1964, four
boroughs--the Ketchikan, Sitka, Kodiak and Juneau boroughs--were formed by

local option. Incorporation elections failed 1n the Anchorage, Matanuska-
Susitna, Kenai and Fairbanks areas, and these areas became boroughs by
default.

Article 10, Section 1, Alaska Constitution.



TABLE 1
ALASKA™S BOROUGHS: A HISTORY OF THEIR FORHATION

YEAR
ORIGINALLY
BOROUGHS AND HOW THEY WERE FORMED INCORPORATED
FORMED BY LOCAL OPTION UNDER BOROUGH ACT OF 1961
Bristol Bay Borough 1962
FORMED BY LOCAL OPTION UNDER HANDATORY BOROUGH ACT
Kodiak Island Borough 1963
City and Brrough of Sitka 1963
Clty and Borough of Juneau 1963
Ketch ikon Gateway Borough 1963
FORMED BY DEFAULT UHOER HANDATORY BOROUGH ACT
Fairbanks North Star Borough 1964
Kenai Peninsula Borough 1964
Matanuska-Susitna Borough 1964
Municipality of Anchorage 1964
FORMED BY 10CAL OPTION SINCE 1964
Haines Borough 1969
North Slope Borough 1972
Northwest Arctic Borough 1986
Aleutians East Borough 1987

Prepared by the House Research Agency, April 1989 (89.302A).

CURRENT TYPE
OF BOROUGH

second class borough

second class borough
unified home rule municipality
unified home rule municipality
second class borough

second class borough
second class borough
second class borough
unified hone rule municipality

third class borough
home rule borough
home rule borough
second class borough

JULY 1, 1987
POPULATION

1,326

14,127

8,160
29,370
12,982

75,079
43,612
44,280
248,263

1,991
8,308
6,696
2,001
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Since the creation of eight boroughs under the force of the Mandatory Borough
Act, only four boroughs have been created by local option. The first of these
was the Haines Borough in 1969. In 1972, the North Slope Borough was
incorporated to take financial advantage of a world class oil field within its
bounds. No boroughs were formed for 14 years. Then, in 1986, the Northwest
Arctic Borough was formed due to the impending construction of a world class
mine within its bounds. The Aleutians East Borough was formed next, 1incor-

porating in October 1987.

Although at this moment there are only 13 boroughs, a 14th borough is expected
to be officially incorporated within a couple of weeks. The Lake and Peninsula
area near Dillingham Just voted to incorporate. As soon as the Division of
Electi .is certifies the results of lhr election (possibly as soon as May 2),
the new Lake and Peninsula Borough will be incorporated. *

Thus, borough formation has been, and continues to be, a slow process. Only
five of the state"s 13 boroughs were formed by local initiative. The four
most populous regions of the state (Anchorage, Matanuska-Susitna, Kenai
Peninsula, Fairbanks) were forced to organize as boroughs despite local
opposition. Four other regions were organized by local option, but only under
the threat of the Mandatory Borough Act.

The generally slow development of boroughs and the concomitant equity problems
have been of continuing concern to the legislature. Between 1969 and 1979,
the legislature considered at least eight bills addressing the organization
and financing of regional governments in the unorganized borough. During the
period 1979 - 1981, the House and Senate Community and Regional Affairs
Crnmittees and the Department of Community and Regional Affairs (DCRA)
conducted an extensive study of the "local government" problem, including
holding hearings in many villages and contracting with outside experts for
reports on various aspects of the problem. Although two regions--the Yukon
Flats and the Yukon-Kuskokwim Delta (Association of Village Council Presidents
area)--conducted borough formation studies during this period, neither held an
incorporation election.

2
The incorporation ballot included a measure that would have approved a

one percent sales tax in the new borough; voters failed to approve the tax
measure. News reports on the election falsely stated that because the tax
measure Tfailed, the state would prohibit the borough from incorporating. The
state"s only opportunity to disapprove of new boroughs 1is when the Local
Boundary Commission reviews the incorporation petition. IT the petition is
disapproved, no election is held.

3The findings of the DCRA study were published in a report entitled
"Problems and Possibilities for Service Delivery and Government in the
Unorganized Borough,™ 1981.
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Between 1981 and 1987, there appears to have been little interest at the state
level in addressing the continuing slow development of boroughs by local
initiative. With the 1 itroduction of HB 1 1n 1987, the stage was set for a
replay of many of the same issues and concerns that occupied the 1963
legislature when it passed the Mandatory Borough Act.

House Bill 1

Representative Ron Larson from Palmer is the prime sponsor of HB 1, which was
introduced at the beginning of the 15th Legislature. The bill was heard by
the House Community and Regional Affairs Committee, and two sponsor substitutes
were introduced during 1987 and 1988. The HB 1 under consideration Ly the 16th
legislature is a "stepchild"” of the original HB 1 and reflects the work done
during the 15th legislature on the bill. Copies of all versions of HB 1 are
provided in Attachment A.

The first Sponsor Substitute HB 1, which is the version of the bill that has
received the most consideration, was directly analogous to the Mandatory
Borough Act. The bill mandated the formation of boroughs from the remaining
unorganized borough area by July 1, 1989. The boundaries of theRegional
Educational Attendance Areas (REAAs), which are the service areas set up by
the legislature to provide for education in the unorganized borough, were to
serve as the boundaries of the new boroughs, and the boroughs were to be
incorporated as third class boroughs. Third class boroughs exercise only two
areawide powers--education and taxation. There is onlyonethird class
borough, the Haines Borough, and current statutes prohibit theformation of
new third class boroughs.

House Research Agency Report 88-A provided a detailed analysis of SSHB 1, and
a copy is provided as Attachment B. This report analyzed the potential
revenues and education costs of each of the 21 new boroughs that would have
been formed. The report reached an unexpected conclusion:

. . this analysis of the finances of the proposed boroughs
dispels the commonly held notion that borough formation
requires substantial sums to be raised locally and that there
is a financial disincentive to borough formation. In fact,
the converse is true: Under the current laws governing the
transfer of State funds to local governments, most areas of
the unorganized borough would benefit financially from
organization. That some ofthese areas have not yet or-
ganized--despite the financial incentiveto do so--suggests
cither that peop.e are not aware of the financial benefits of
organization or that people do not want to organize. Based on
this analysis, the generally slow development of boroughs from
the unorganized borough should probably be attributed more to
sociological than to financial factors.
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At the beginning of the 1988 legislative session, a second sponsor substitute
was introduced. This bill pushed the deadline for borough formation back one
year to 1990 and changed the boundaries that would be used for the nrev;
boroughs and the class of boroughs that would be formed. Under the second
sponsor substitute, the Local Boundary Commission (LBC) was required to study
what the boundaries of the new boroughs should be, and the new boroughs were
to be incorporated as home rule boroughs. The DCRA was given the respon-
sibility of drafting a provisional home rule charter for the new boroughs.
House Research Memorandum 88.154, which is provided as Attachment C, analyzes
the second sponsor substitute and compares it to the first sponsor substitute.

The current version of HB 1 is similar to the second sponsor substitute
considered during the 15th legislature. The current version includes a new
section creating a "Committee on Municipalities." This cor,mittee, composed of
the commissioners of DCRA, Revenue, Education, the chair of the LBC, a member
of the House, a member of the Senate, and two representatives of existing
boroughs, would be charged with studying the means to eliminate or reduce
disincentives to borough formation. The committee would be required to report
their findings at the beginning of the 17th Legislature (1991).

In introducing HB 1, Representative Larson hoped to stimulate discussion of
and interest in the problems presented by the slow development of boroughs; he
did not expect that the bill, as originally written, would pass. As he hoped
it would be, HB 1 has been incredibly successful at stimulating interest in
and debate about boroughs and their formation; HB 1 is at least partially
responsible for the incorporation of the Lake and Peninsula Borough. Most
likely, several other boroughs will also be incorporated within the next year
or two. Within the past year, the DCRA has been asked by residents from
almost all regions within the unorganized borough to prepare borough feasibil-
ity studies. According to Dan Bockhorst, with the DCRA, the only areas that
have not requested borough feasibility studies are the areas represented by
the Southeast Island, Bering Straits, Kuskpuk, and Lower Kuskokwim REAAs. The
department expects to finish most of the studies by the end of FY 89. They
have just undertaken a study of the Tanana Chiefs Conference region which they
expect to complete by December 1989. Attachment D summarizes the status of
the borough feasibility studies.

With the great interest in borough government that was stirred up by HB 1, the
Local Boundary Commission developed a "Statement on Borough Government,™ which
was adopted at their December 2, 1988 meeting. One of their primary con-
clusions was that the state programs that distribute aid to local governments
need to be modified to ensure that funds are distributed equitably. A copy
of this statement is provided as Attachment E.
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Other Metnods to Encourage the Formation of Boroughs

You requested discussion of alternatives to HB 1 as a means to encourage the
formation of boroughs. One alternative suggested to you was to create a
single borough out of the unorganized borough and to create service areas
within this borough for education and other functions. The problem with this
proposal is that it basically describes the status quo: the unorganized
borough is a single "borough.” The legislature, acting as the assembly for
this borough, has already created service areas for education--the REAAs--and
for coastal management--the coastal resource service areas. The legislature
has the power to create other types to service areas as well. For example, we
recently analyzed a proposal to provide service areas for solid waste
management in the unorganized borough.

The legislature could continue to authorize new types of service areas within
the unorganized borough as various needs arise. However, the proliferation of
service areas is not entirely consistent with the local government article of
the Alaska Constitution. Moreover, the creation of service areas within the
unorganized borough, particularly the REAAs, may have actually slowed the
development of boroughs. People [living within the unorganized borough
(outside of first class and home rule cities) have control over their schools
but the state continues to pay the entire operating and capital costs of the
schools. Under this situation, unorganized borough residents have very little
incentive to seek borough formation.

One way that the legislature could stimulate borough formation would be to
introduce a bill that would levy a tax within the unorganized borough. (As we
have seen with the reaction to HB 1, the simple introduction of a bill
proposing to change the status quo can have a major effect.) The legislature,
as the assembly for the unorganized borough, has the power to establish a tax
in the unorganized borough. Because equity (or rather, the lack of it),
particularly in education financing, 1is the major complaint with the s;atus
quo, instituting a tax 1in the unorganized borough 1is a logical step.
Residents of the unorganized borough would probably react to the tax proposal
by seeking to form their own boroughs.

Given the current interest within the unorganized borough in forming boroughs,
there is probably no immediate need to further stimulate interest in borough
formation by proposing a tax. Some areas in the state are clearly capable of
supporting a borough government, and these areas will most likely be incor-
porated within the next year or two. There are other areas that are not ready
to undertake formation of a borough government, and these areas may remain
unorganized for several more years.

4See House Research Memorandum 89.090, "Options for Regional Garbage
Collection and Disposal Services in the Unorganized Borough,"™ provided as
Attachment F.
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At this point, the legislature can probably best encourage borough formation
by the following means:

continue consideration of HB 1;

continue to provide funds to the DCRA to prepare borough feasibil-
ity studies;

undertake a comprehensive evaluation of the formulas for state aid
to municipalities, as recommended by the LBC; and

closely monitor and react as necessary to the particular issues
that arise in the process of forming the new boroughs.5

I hope this information is useful. If | can provide any further information,
please let me know.

Attachments

For example, 1in preparing the borough feasibility studies, the DCRA
discovered major discrepancies in the reporting of Fisheries Business Tax
revenues. Fish tax revenues are an important revenue source for some of the
proposed boroughs (also for some existing boroughs), and the financial
viability of some proposed boroughs could Le misjudged due to the uncertainty
of the fish tax projections.
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STATEMENT ON BOROUGH GOVERNMENT

The Local Boundary Commission (LBC) was established
under Alaska's Constitution to deal with certain critical
local government matters. Its constitutional and statutory
duties includemakingsludiesofloct.ilgovernment boundary
problems and judging proposals for borough incorporation
and annexation. The LBC consists of five members ap-
pointed by the Governor. Itis independent ofall Stateagen-
cies ard other boards.

Due toasubstantial increase ininterestconcerning borough
government, conflicts over regionaljurisdiction have begun
to surface in several areas of the state (e.g. annexation by
existing boroughs vs. incorporation of new boroughs). The
LBCfeels that dealing with such matterson a piecemeal basis
is neither efficient nor effective. Therefore, the LBC has
developed this statement in an effort to generate discussion
among citizens of the state, policy makers and bwmakers
concerningfuture regional servicedelivery in Alaska. This
statement was formally adopted by the LBC on December2,

1988.

INTRODUCTION

The structure for the delivery of regional services in
Alaska is in need of improvement. It can N» argued
that the evolution of regional government over the
past thirty years appears to have fallen short of the
intent of the State Constitution. The present system for
the delivery of regional services is inequitable and, in
some respects, inefficient. While there is a strong need
to change the system inorder to improve the delivery
of local government services to all Alaskans, substan-
tial barriers stand in the way.

CONSTITUTIONAL INTENT FOR THE
FORMATION OF BOROUGHS'

The State Constitution provides the framework for
borough governments. Article X, Section 3 of the
Constitution provides that "The entire state shall be

IN ALASKA

divided into boroughs, organized or unorganized."
Senator Vic Fischer, a member of the Committee on
Local Government at the Constitutional Convention,
wrote that the initial principles set forth by the Com-
mittee included the guideline that "proxnsion should be
madefor subdividing all Alaska into local units (boroughs)
based on economic, geographic, social, and political factors;
initialh net all need be organized" (emphasis added).2

It was clearly the position of the Local Government
Committee that "although voluntary incorporation was
preferable, organized boroughs should be created without
approval in the area if considered necessary by the state.”
Further, the Committee believed that "the state may
want to mandate incorporation ifan area is deemed to have
reached a position where ‘it should take on the burden ofits
own government’."3

INTENT VS. IMPLEMENTATION

During the first four years of statehood, only one
borough had formed. The area encompassed by that
borough was a mere 87a of Alaska's 586,400 square
miles. By 1963, the need for th* nratio:. ofbotoughs
in otner areas of the sta” became so apparent that the
Legislature was willing to adopt "oneofthe mostcontro-
versial statutes ever passed by an Alaskan legislature' —
the Mandatory Borough Act.* This act required the
formation of boroughs in the regions encompassing
Ketchikan, Juneau, Sitka, Kodiak, the Kenai Penin-
sula, Anchorage, the Matanuska and Susitna Valleys,
and Fairbanks.

Presumably, boroughs were mandated for those re-
gions because, in the words of the Local Government
Committee, they were “considered necessary by the
state" and each area was "deemed to have reached a
position where it should take on the burden of its own gov-
ernment."



property values. Inone case, the law requires that the
borough contribute a millage rate equivalent of only
0.33 mills in support of education. This is only one-
twelfth of the amount required for the 31 other municipal
school districts. Elimination of this inequity would save
the State in excess of $10 million annually.10

Inequities are found in programs other than those
relating to education. The Municipal Assistance Pro-
gram haselements which are not only inequitable, but
extremely arbitrary. Under that program, a borough
formed after Juno, 1977 with a population outside of
cities ranging from 2,207 to 4,097 would receive vastly
greater aid over what it would receive ifits population
v ere either higher or lower by even one person. Thus,
a new borough with a population of 2,207 would
receive nearly $1.4 million in annual program funds
while a borough with a population of 2,206 would re-
ceive less than $200,000 in annual payments.

Policy concerns abound with respect to factors used in
the State Revenue Sharing Program (e.g. population
and local tax effort determinations). Concerns over
perceived inequities in this program have led to court
challenges in the past.

The structure of the State-shared fisheries tax program
actually serves as a substantial disincentive to the
formation of boroughs in certain areas of the state.
Under the present law, some dtiesouts eofboroughs
would lose several hundredsofthousandsofdollarsin
annual program payments if their regions incorpo-
rated.

SOME BOROUGH BOUNDARIES
ARE NOT REASONABLE

gnme of today's boiuughs have boundaries which
present unique problems for efficient delivery of re-
gional services. An interesting example of this is the
Haines Borough. Klukwan, which is located well
within the borders of the borough, existsasa "jurisdic-
tional hole" in the borough. Educational services in
Klukwan are not provided by the borough, but by the
State operated Chatham Regional Educational Atten-
dance Area (REAA). The seat of the school district is
located in Angoon, a community approximately 170
air miles distant. Itis apparent that a more reasonable
approach to serving Klukwan's education needs
would likely be through the borough surrounding it.

It should also be noted that the boundaries of four of
.heeight boroughs formed pursuant to the mandatory

Borough \ct were not originally set according to stan-
dards ust d today. Rather, those boroughs had their
boundaries set along State election district lines. The
LCC substantially modified the boundaries of one of
those bt-i oughs upon petition shortly after incorpora-
tion. However, the boundaries of the remaining three
boroughs are substantially unchanged.*1 Their bor-
ders would no necessarily meet today's standards for
the formation if boroughs. Boundaries of other bor-
oughs in the state have not necessarily kept pace with
development within their regions.

CURRENT STRUCTURE IS INEFFICIENT

The prest ~iguration of school districts sur-
rounded b >".«\erschool districts is one example of the
inefficiencies of the current structure. Regardless of
the size of each district (which can be either an REAA,
a first class/home -ule city in the unorganized bor-
ough, oi a borough) each maintains independent
administrative structures. Establishing boroughs
throughout the state would consolidate many of the
smallerschool Jistrictsand producemillionsofdollars
in savings thioughout the state. The most dramatic
example of this can be found in Southeast Alaska. Ifa
borough were fc-med along the lines of the Southeast
Island REAA (including Metlakatla), eight separate
school districts v ould be consolidated into one. It is
projected that savings from reduced administrative
costs from this one consideration alone would total
$1,400,000.**

BARRIERS TO CHANGE

Unless there are overwhelming advantages to entice
residents of a region to form a borough, it seems clear
that if most Alaskans were given a choice, they would
prefer to remain outside anv rryHnnsl government.
Betore the mandatory creation of their borough, resi-
dents of Anchorage rejected a proposal to incorporate
by a marginof more than 3 to 1. Residents of Fairbanks
also rejected a voluntary borough by a margin of
nearly 3to 2.1 It iseven more telling that today nearly
96% of borough residents live in boroughs which were
formed under the Mandatory Borough Act.

CONCLUSION AND
RECOMMENDATIONS

The LBC has !ormed the following conclusions:

e Because of the disparity of re-
sources and problems with current
State aid programs, ¢ comprchen-



4 Ibid, pp. 1 & 3 (proposed FY 89 State aid to
REAA schools is $110,224,629 of the total of
$442,643,697); (projected FY 89 average daily member-
ship for REAA schools is 12,826.55 while projected
average daily membership for total schools is
100,904.05).

7 Cease and Saroff, p. 94 (see also pp. 87-89,93,
al7).

| Department of Community and Regional Af-
fairs, Regional Government Study (Anchorage; Janu-
ary, 1988) p. 3. See also, pp. 4 - 7 for a discussion of
disparities in the distribution of other resources
within boroughs and unincorporated regions. =

9 Technically, a third municipal school district
falls under the 35% rule, however, the difference be-
tween its required contribution and the 4 mill equiva-
lentisa mere $3,011. In fact, its required contribution
is the equivalent ofa3.999228 mill tax. Thus, in effect,
it is paying a 4 mill equivalent.

10 By requiring each municipal school district to

contribute the lesser of: 1) a 4 mill equivalent or 2)
"basic need" less federal aid (deductible PL-874), a
savingsof$10,234,157 would resultin thecurrentyear.
Such a requirement would still have the districts with
large tax bases paying far less than a 4 mill equivalent
(0.95 mills in one case and 2.42 mills in the other case).
It is believed that this change in the formula could be
made without violating federal equalization require-
ments relating to local support of schools.

1l The boundaries of the Fairbanks North Star
Borough originally included some 23,110 square
miles. Two days after the borough was incorporated
under the Mandatory Borough Act, the LBC approved
the detachment of some 17,082 square miles to the
south and theannexation of some 1,333 square miles to
the west. Theboundaries of the Kenai, Anchorage and
Matanuska-Susitna boroughs remain largely un-
changed from those established 25 years ago.

15 See Table C.4 of A New Mandatory Borough
Act: Local Education Costs and Potential Revenues of
Newlv Created Boroughs by House Rcsearch Agency
of the Alaska State Legislature, February, 1938.

u Cease and Saroff, p. 30.

(The following page is a map of Alaska showing
which regions of the State are incorporated and
which are not.)
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April 19, 1989

Mr. Larry Bussone

Aide to Representative Larson
P.0O. Box V

Juneau, AK 99811

Dear Mr. Bussone:

Per your request, enclosed 1is a summary of the status of our
efforts iIn preparing various borough feasibility studies.

Included 1is a statement of expenditures incurred during

month of February for matters relating to the fcimbursable

Services Agreement between the Legislative Budget and Audit
Committee and this agency. If you have any questions or need

further clarification of the expenditures, please contact me.

Dan Bockhorst
Local Government Specialist

Enclosures
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STATEMENT OF EXPENDITURES FOR FEBRUARY, 1989
BOROUGH STUDIES - RSA BETWEEN DCRA AND LB&A

$306.00 per diem for 1l staff person to travel to Levelock,
Igiugig, Kokhonak, Pedro Bay, Iliamna, Port Alsworth and
Nondalton to conduct informational meetings regarding
incorporation of the Lake and Peninsula Borough.

$238.00 per diem for 1l staffperson to King Salmon, Chignik
Lake, Port h*eiden, Egegik and Pilot Point to conduct

informational meetings regarding incorporation of the Lake and
Peninsula Borough,

$32.01 to Anchorage Telephone utility for December phone bill.
$36. 75 to Era Aviation to goldstreak the Lake and Peninsula
Borough Incorporation Report and Recommendation to Frank Hill
of King Salmon for distribution in and around that area.

$726.95 to State of Alaska, Central Duplicating for printing of
the Yukon-Koyukuk, Railbelt, Delta Greely and Copper River
draft borough study reports.

$1,723,00 to ComputerLand for purchase of Macintosh software.

$$4,878.00 to Computerland for purchase of Macintosh terminal
and full page radius display screen.

$434.99 for postage to mail draft borough study reports.

$1.32 for postage machine expense.
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COPPER RIVER BASIN

On December 9, 1983 approximately 90 copies of the draft study
were distributed for public review and comment. A meeting to

discuss the draft report 1is scheduled in Clennallen on May 1,
1989.

DELTA GREELY REGION

On December 9, 1988 approximately 80 copies of the draft report
were distributed for public review and comment, A meeting to

discuss the draft report will be held in Delta Junction either
May 10 or 12, 1989.

LOWER YUKON REGION

On March 10, 1989 approximately 60 copies were distributed for
public review and comment. The comment period expires April
21. A number of meetings have already been conducted 1in the
region by the Department.

ALEUTIANS WEST REGION

On April 7, 1989 approximately 75 copies were distributed for
public review and comment. The comment period expires June 2.

NORTHWEST BRISTOL BAY

Staff is currently working on the draft report. It 1is
anticipated that it will be released for public review and
comment no later than April 28.

CHATHAM REGION STUD*

A draft borough feasibility of much of central Southeast
Alaska, extending from Dry Bay south of Yakutat and extending
south to 1include the greater Kake area, was mailed to seventy
interested parties, including business and community leaders,
municipal officials and school district administrators on March
31.

Informational meetings in Kake, Angoon, Hoonah and Pelican have
been tentatively scheduled for the week of May 1-5.

DENALI REGION STUDY

On December 9, approximately 55 copies of the first draft of
the Denali Region borough feasibility study were distributea
for review and comment. The draft study concludes that even
though the area clearly meets most of the standards for borough
incorporation, financial characteristics of the region are such
that "...under the current structure of entitlement funding
programs, Tformation of a borough in the study area 1is at best
marginally feasible."
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Recipients included Senator Coghill and Representatives Shultz
and Larson. The Fairbanks Regional Office was provided with
ten copies. Copies were also distributed to various municipal
officials in the region# non-profit corporations# regional and
village corporations within the study area and the adjacent
Fairbanks North Star Borough and the Matanuska-Susitna Borough,
REAA administrators and leading organizations 1in the adjacent
REAA*®S. Copies were also provided to other State agency
personnel who were 1involved 1in providing data contained the
report, including the Departments of Natural Resources# Labor
and Education. The deadline for receipt of comments was
January 23# 1989.

YUKON-KOYUKUK STUDY

On December 9# approximately 65 copien of the first draft of
the "Koyukon™ Region borough feasibility study were distributed
for review and comment. The draft scudy concludes that the
area appears to meet the standards for lorough 1incorporation.

Recipients included generally the same types of interested
parties discussed above. The deadline for receipt of comments

was January 23# 1989.
REGIONAL GOVERNMENT 1IN ALASKA

The publication entitled "Regional Government in Alaska™ was

completed by staff as a general guide ti borough governments.

tt is intended to serve as a companion document to the other
rough feasibility studies. Seven hundred copies were printed
.d nearly half have been distributed since August.

SOUTHWEST REGION/DILLINGHAM STUDY

Printing and distribution of the final report and executive
summary of the REAA 6/Dillingham borough feasibility study was
accomplished 1in August# 1988. Copies of the 42 page report
and/or eight page executive summary were distributed to some
250 interested parties.

TCC BOROUGH STUDY

On March 16# 1989# the Department entered into an agreement for
the preparation of a borough feasibility study in the TCC
region. This study effort is outside of the provisions of the
RSA.

The agreement calls for the evaluation of "no more than three
(borough) scenarios”™ (boundaries# classification, powers and
taxation). The largest of the three boundary scenarios
encompasses all of REAAs 11# 12# 13, 14 and 16.

The agreement calls for "informational hearings throughout the
region to gather comments on the (draft) study”™ to be conducted
between September 20 and November 30# 1969. By December 30#
1989, TCC is to "inform the Department of its intent regarding
borough formation™.
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ANNUAL REPORT TO THE STATE LEGISLATURE
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The election code today continues to allow the conduct of elections in this fashion. The
Commission continues its concerns over this practice. In fact, the Commission would
like to see AS 15.20.800 amended to exempt municipal incorporations and dissolutions
from mail-in election procedures this legislative session.

Regional G.pyernnunUn Alaska Study

The 1987 Legislature directed the Department to "conduct public hearings and examine
the issues of forming regional municipal government in the Unorganized Borough and
report back to the Legislature oy January 1,1988" (Page 105, Chapter 95, SLA 1987).

In response to this direction, the Department published two documents. The first
entitled Regional Government in Alaska provides general information concerning bor-
ough government. The second, Regional Government Study, deals more with issues
relating toborough government in what is now the Unorganized Borough. In addition
to identifying issues, this latter report discusses options for dealing with those issues.
In 1988 the Department received $45,000 from the Legislative Budget and Audit Com-
mittee to update the Regional Government Study and, more significantly, to conduct
borough feasibility studies (as requested by local residents) and to educate citizens of
the state about borough government in Alaska. With the exception of the Prince
William Sound study, all others listed below are being funded by this initiative.

Prince William Sound Borough Feasibility Study (State Election District 6)

In 1986, the City Councils of Valdez, Cordova and Whittier requested funds from DCRA
to conduct a feasibility study of borough formation in the area. They were granted an
award and subcontracted for the study. The Department provided project administra-
tion and technical assistance.

The study began in mid-September, 1986 and was completed in April, 1988. The report
concluded thataborough exercising only the mandatory powers ofeducation, taxation,
planning, platting ar.d land use regulation at a level of funding tocover basic education
needs is avery viable proposition, and at maximum education funding levels is not an
unreasonable proposition. These conclusions assume levy of a maximum of 6.18 mill
real property tax (at maximum education funding levels) or levy of a maximum 5.14%
sales tax (at basic education funding levels).

Southwest REAA Borough FensibilityiStudy (State Election District 26)

In response to a request from Senator Fred Zharoff in early 1987, the Department began
a study of the feasibility and effects of establishing a borough in the area known as the
Southwest Region REAA (REAA 6). This area included the communities of Dillingham,
Clark's Point, Aleknagik, Ekwok, Koliganek, Levelock, Manokotak, New Stuyahok,
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Portage Creek, Togiak and Twin Hills.

The study was completed in August, 1988. It was prepared by staff of the Department
as guided by an advisory committee comprised of residents of the region. The
Departmentsubcontraded with the Bristol Bay Native Association toassist in establish-
ing the committee and coordinating and funding its travel and meetings.

The study provided area residents with information about how a borough could be
formed in the Southwest Region REAA including the City of Dillingham, how it would
operate and what kind of revenues would be available to operate it. The report
concluded that formation of a borough exercising only the mandatory powers of
education, taxation and planningis financially viable. This conclusion is based upon the
assumption of a 1% general borough sales and use tax and 1% sales and use tax on fish.
The conclusion projects substantial revenue fron. State shared raw fish taxes.

In the course of this report, the Department planned to conduct a borough feasibility
study of REAA 7 as requested by the Steering Committee. However, while in its
preliminary stages of study, a petition for incorporation of the Lake and Peninsula
region was filed. Therefore the issues ofborough governmentwere evaluated asaresult
of the Department's report and recommendation to the LBC on the proposed Lake and
Peninsula Borough.

Copper Rivgr Basin Borough Feasibility Study,(State Election Districts 17 and 6)

Following a number of meetings with Department staff during 1987, residents of the
Copper River Basin submitted a petition with ninety-one signatures requesting a bor-
ough feasibility study be conducted in the region under the provisions of AS 44.47.700.
The petitioners represented the area defined by REAA 17 which includes the commu-
nities of Paxson, Slana, Chistochina, Nabesna, Gakona, Gulkana, Glennallen, Tazlina,
Copper Center, Kenny Lake, Tonsina, Lower Tonsina, Chitina and McCarthy.

On December 9, the Department issued an initial draft of the study on the feasibility of
borough governmentin the area. It was distributed for extensive review and comment.
The Department anticipates publication of the final report in the first half of 1989. This
draft report concludes that borough governmentis indeed feasible in the area defined
by REAA 17. Significantly, it finds that under the assumption of minimal powers and
services, a borough would have sufficient operating funds its first two years atsem
property or sales tax. Beginning the third year of operation it is projected thata 0.7 mill
property tax would be necessary and the fourth year would require a 0.9 mill property
tax to generate sufficientsurplus funds to maintain aborough. From that pointforward,
itis projected that a 0.9 mill levy would be adequate to operate the borough.
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PeltarGreelv Borough Feasibility Study (State Election District 17)

In January of 1987, Governor Steve Cowper received a letter from the chairman of the
Concerned Citizens Group of DeltaJunction. This letter states that/n theshadou, of House Bill
I [mandatory boroughformation], and the threat ofannexation],) the Concerned Citizens Group
of Della Junction is petitioning the State of Alaska to give us a chance to exercise our right ofself
determination in the selection of a local government structure.

Unclosed with that letter was a petition signed by over 500 area residents also request-
ing, among other things, thefunds to ... study and implement a form of self government
equally acceptable to the majority of the people living in the Delta/Greely School District, [and]
the State of Alaska... This sentiment was reinforced by an advisory vote on February 16,
1988, in which 421 of 467 vcting residents in the region indicated their support of a task
force to research or study a minimum form of self government. On April 12,1988, a
formal request for a feasibility study was submitted to the Department from the
president of the Task Force Committee.

On December 9, the Department issued an initial draft of the study on the feasibility of
borough governmentin the area. It was distributed for extensive review and comment.
The Department anticipates publication of the final reportin the first half of 19S9. This
draft report concludes that borough government is indeed feasible in the area defined
by REAA 15. Significantly, it finds that under the assumption of minimal powers and
services, aborough would have sufficientoperating funds its first year absent property
or sales tax. Beginning the second year of operation it is projected that a 1mill property
tax would be necessary to generate sufficient surplus funds to maintain a borough.
From that point forward, it is projected thata 1 mill levy would be adequate to operate
the borough.

Lower Yukon Borough Feasibility Study (State Election Districts 23 and 241

In February, 1988, the Coastal Yukon Mayors' Associr tion unanimously passed areso-
lution requesting a $50,000 grant from DCRA for an independent study and analysis of
borough formation in the Coastal Yukon area (communities of Russian Mission,
Marshall, Pilot Station, St. Mary's, Pitka's Point, Mountain Village, Kotlik, Emmonak,
Alakanuk, Sheldon Point, Scammon Bay, Hooper Bay and Chevak). The issue had been
discussed locally and the Mayors’ Association considered the present time to be
appropriate for further examination of the issue.

The Department responded to the Association’s request by offering to perform the
study in*house. The mayor's Association accepted the offer and the first draft report of
astudy in theregion was issued in 1988. After extensive review and comment, a second
draft report was Commissioned. Revisions to the first draft primarily concerned the



f ANNUAL REPORT TO THE STATE LEGISLATUREA
JANUARY 1989 R N

report format, but in some cases, examination of additional data with specific conclu-
sions was provided. The second draft is anticipated for release in early 1989.

Indications at this point are ihat, given the relatively low estimated full and true value
of taxable property in the reg on, the absence of significant regional revenues combined
with the high cost of living, nigh unemployment rate and low per capita income, the
Department will conclude, (as it did in its first draft report) that borough government
in the region is financially infeasible.

Kovuko.n LYukon-Koyukuk.REAA) Borough Feasibility Study (State Election Dis-
trict 24).

On December 8,1987, the Galena City Council unanimously adopted a resolution to
pursue through the City Manager the possibility of bringing someone infrom the Slate to doa
feasibility study offormation ofboroughs. In February, 1988, then City Manager Lee Wyatt,
wrote to the Department requesting that DCRA prepare such astudy. The Department
agreed. The result was an examination of the feasibility of borough formation in an area
that included approximately 75% of the Yukon-Koyukuk Regional Educational Atten-
dance Area. The study specifically excluded the communities of Tanana, Nenana,
Manley Hot Springs, Minto and adjacent areas.

The report finds that the study area contains a significant property tax base due to the
location of a 130 mile portion of the Trans-Alaska Pipeline in its northeast section. Itis
estimated that every mill of property tax could generate tax revenues in excess of
$500,000. Such revenues could allow the potential borough to provide basic services
and encourage economic growth to the extent that the latter might be desired by
residents of the region. The Department projects that with a 6 mill borough property
tax, a borough in the study area would generate a slight surplus of funds its first year
and sufficient surplus funds in subsequent years to operate a borough.

Denali (Railbelt REAA) Borough Feasibility StudvfState Election Districtsl7and24)

In April, 1988, the Department received a request from the City of Nenana to prepare a
borough feasibility study for an area that would encompass an area along the 'Railbelt’
betweentheboundariesoftheMat*SuBoroughandFairbanksNorthStar[B]orough. Thescope
of the region was further defined to embrace the entire Railbelt REAA and a small
portion of the Yukon-Koyukuk REAA. AtaMay 26,1988, meeting in Nenana represen-
tatives of the City of Nenana proposed the study area be called the Denali Region.

On December 9, the Department issued an initial draft of its feasibility report. This draft
was widely distributed throughout the region and comments were solicited. The draft
report indi cates that under the structure of existing formulae governing distribution of
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entitlement funds to borough governments, a borough in the study area would likely
face severe financial difficulties if it does not impose a relatively heavy burden of
borough taxation. For example, given the comparatively low estimated as-essed
valuation of the study area (approximately 563,000,000 compared to a 1987 estimate of
$934,498,200 in the neighboring Yukon-Koyukuk REAA) a property tax would verge on
being uneconomic. Itis noted that residents of Nenana already pay a 9 mill property
tax which annually generates $117,095 (61.7% of the city's tax revenues.). Itis anticipated
that the need for a borough in the study area *oimpose a relatively high borough tax

burden would tend to undermine popular support for a borough government and
weaken its effectiveness.

Chatham_REAA Borough Feasibility Study (State Election_District 2)

In February, 1988, the DCRA was requested by the City of Hoonah to prepare aborough
feasibility study for the area including that portion of the Chatham REAA south of Dry
Bay plus the Greater Kake Area.

Preliminary indications are thata borough in the study area is financially viable and that
for aChatham Region borough toexecute the powers and services requires by law, alevy
of moderate property taxes or a combination of property and sales taxes would be
necessary. The draft study is scheduled for distribution in February, 1989.

Bering Sea.fAleutlan”Pribilof.and Adak REAA's) Borough Feasibility Study (State
Election District 26)

In 1988 the City of Unalaska formally requested that the Department conduct aborough
feasibility study in the area west of the Aleutians East Borough. The Departing* is in
the preliminary stages of this study and anticipates issuing a report in the first half of
1989. Included within the report will be a special examination of the Pribilof REAA as
a part of the area examined for borough feasibility.

Northwest Bristol Bav Borough Feasibility Study (State-Election Districts 25 and 26)

In October of 1987, DCRA received a request from the Togiak City Council to prepare
aborough feasibility study for the area encompassing Togiak, Twin Hills, Manokotak,
Alegnagik, Clark's Point, Ekuk ar.v* possibly Gooanews Bay and Platinum. The request
followed *he start of the Department's borough feasibility study in RE/LA 6 and REAA
1.

The rationale behind the study request was succinctly stated by the City of Togiak. It
wrote that these communities have more in common with one another because of their size and
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economic base than they do with other communities in REAA 7. Therefore, the request was
madeforexaminationofasmallerboroughinthestudyarea. TheDepartmentcompiled

portions of the report during 1988. It anticipates release of the draft of the complete
report in the first half of 1989.

Suggeste.d-Review of Raw Fish Reporting Practices

While compiling the borough feasibility reports, the Department discovered that data
from the Alaska Department of Revenue and data from the Alaska Department of Fish
and Game concerning the estimates and actual reports of raw fish processing within
identified areas differed considerably and consistently. In fact, estimated raw fish tax
revenues generated by the discrepant information and data amounted to as much as a
potential 5913,040 in annual revenues in one region of the state.

It appears that the differences can be attributed to the reporting practices of floating fish
processors. The Department of Revenue indicates that there is substantial reporting of
processor activity outside the State's jurisdiction and therefore, outside the possible
jurisdiction of any borough. Conversely, Department of Fish and Game data consis-
tently indicate that only a portion of the fish caught in borough study areas is processed
outside the State's jurisdiction or in neighboring regions. Improved enforcement (on
the part of the State and/or any borough ) of accurate fith processing reports would
seem to resolve much of the difference.

Prominent Prospective Action<

The Department routinely receives a large number of inquiries concerning prospective
boundary changes and other actions to be brought before the Commission. Often these
proposals are never formally initiated. However, the Commission feels thatitis appro-
priate to list seme of the more prominent proposals currently under consideration.

Tanana Chiefs Conference Borough (Doyon Corporation Region) (State Election
Districts 24 and 17)

In January, 1989, Tanana Chiefs Conference raised the prospect of borough formation
with the Local Boundary Commission. The area of interest was defined by the
boundaries of the Doyon Corporation (excluding the Fairbanks North Star Borough and
the Delta-Greely Region). This area includes all or portions of five Regional Education
Attendance Areas. These are the Yukon-Koyukuk, Railbelt, Yukon Flats, Iditarod and
Alaska Gateway REAA's. The Department has received no petition to date.
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In reference to the feasibility study of borough formation
in the Delta/Greely area the following rebuttal is submitted:

On April 11, 1989, a group of Alaskans Against More Govern-
ment met to discuss the study as presented by the Community and
Regional Affairs Department. The separate publication titled
Regional Government in Alaska as a reference for this study is
not valid as this publication 1is written by DCRA and is flawed.
To be brief - we cannot afford a borough. In 1986 we could have
made a borough from REAA 15, and a viable borough, but events
since that time indicate that by 1993 the borough would be
bankrupt with a small property tax, or bankrupt and needing
assistance to survive with a large property tax. The deficit
could be more than four million dollars.

The following errors or ommissions have been noted.

On page 3 the communities of Dot Lake and Whitestone Farms

are omitted.

Page 6, population is now in error due to the severe econo-
mic conditions in the area. Also Fort Greely 1is scheduled to
lose Cold Regions Test Center (CRTC) with an estimated loss of
330 military and forty civilians by March 1990.

Page 8 shows two medical clinics. There 1is now only one
clinic with one doctor available. The Deltana Community Cor-
poration 1is located in the unincorporated community of Clear-
water. Big Delta Historical Park is located in Big Delta. Along
with Dry Creek we have another religious community of Whitestone
Farms and yet another smaller community Jlocated near Big Delta.
Along with Healy Lake there is a mu .n larger native community of
Dot Lake on the Alaska Highway. The Tanana Chiefs Conference, in
their proposed borough, want both Healy Lake and Dot Lake 1in the

scenerios.

Page 10 talks of garbage disposal which is performed by the

City through a contracting firm and has been so for many years.



Page 11 talks of Jurisdictional Integrity of a Region: This
would be insured with the passage of HJR 26 (Schultz). The tax-
able property of 660 million for the pipeline is a 1966 figure
and it has been reduced at a rate of 10% per year since that

time. Real estate 1is 1iIn a poor market with Jlower prices, no
buyers. Many houses and apartments are vacant. Another tax
problem is - how do we tax agricultural rights farm land? The

taxing of the pipeline 1is misleading as the maximum tax is 20
mill of which the local communities can receive only 5 mill.

Page 12 on land entitlement is a laugh. Where could we get
nearly 30,000 acres of land that has not been already titled or
IS swamp or mountains?

Changing patterns of public policy? With the center of
population for the State of Alaska being in one city, and
comprising more than half of the state residents, and with
taxable property of under three million acres out of the 365
million acres of the state, public policy will be dictated
from the population center. There sheaid be no change as to
borough assuming educational powers, as the constitution of
the State of Alaska places their requirement on the state
and not on the local communities. In a recent issue of the
Fairbanks Daily News Miner 3492 parcels of property were
listed as tax delinquent. This 1is the future for the REAA
15 district if formed into a borough.

Page 19 shows State Aid going down by one half and the loss
being picked up by local residents. Is this any way to sell
boroughs to the public?. Costs on the Delta REAA 15 are low by at
least one million dollars for 1988, but near for 1989.

Page 21, a recreational fisheries tax would not be easily
collected unless a surcharge 1is placed on fishing licenses.
Local guide services in Telta are a post office box with the
operation based at some distance.

Fage 22 1is using figures from 1987 and the 10% decrease in
the vialue of the pipeline would have lowered the value by more
than 50% by 1993. Therefore, an increase of taxes would be a
reality and by 1993 the rate would have to be above 20 mill Ilocal

taxes for survival.



Page 25 shows no cost of living increases or allowances that
go along with the cost of living index annual increases.

Page 26 rent and utilities at 1,000 dollars. Thisamount
could be spent in any one month in the winter. Bonding and
insurance is too low, try 6 to 10 thousand dollars.

Page 27 about contract lawyers. The FY 90 cost 1is about
right for the other years with an increase to 20,000 dollars or
more for the first FY 90. Where can you get these cheap lawyers?

Page 29 on the Delta/Greely P.EAA (FY 88). The PL 874 places
monies at 10% equals which is 110,457, not 122,730.

Page 30, personnel servicesshows a half secretary - Delta
presently has thrue andas a borough we couldexpect to have at
least three. And again, 1insurance and bonding for only 1,000

dollars? That might cover a month but surely not a year.
Page 32 shows a more realistic figurefor an attorney.

Page 36, the conclusion. Thiswas probably true for 1986
but with a rock bottom economy, about 30% unemployment, Fort
Greely losing about half of the troops and about a third of the
civilians, many itinerate persons leaving the area, and very poor
projections for the future economy; the formation of a borough 1is
presently not feasible. By 1993 at 20 mill tax rate we would
have nearly a five million dollar deficit. In other words, we
cannot afford a borough, the state cannot afford a borough, so no
borough should be formed. By the TCC proposed borough scenarios,
they don"t want us either as part of the new borough. We are too

expensive!

Please find attached petitions signed by local residents as

a protest against borough formation.

Alaskans Ajainst More Government
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EXECUTIVE SUMMARY

At the direction of the Legislature, the Alaska Department of Community and Regional
Affairs undertook a study of the issues relating to the formation of boroughs in the
unincorporated regions of the state (i.e., the Unorganized Borough). Many of the observa-
tions and conclusions reached as a consequence of this study are certain to cause spirited
debate over the delivery of public services in Alaska. Listed below are some of our more
important observations and conclusions:

1. The establishment of boroughs in regions of the Unorganized Borough would
benefit both residents of those regions and the State of Alaska.

2. Incendves forregions in the Unorganized Borough to remain unincorporated are
so great that few regions are likely to form boroughs under present law.

3. A number of regions in the Unorganized Borough presently have financial
capacities to support borough government which are vastly superior to the
financial capacities of most existing boroughs.

4. Many programs for State funding of local government services are outmoded
and/or result in very substantial inequities to local governments. These could
be modified both to make funding within existing boroughs more fair and to
make it financially viable for the poorer regions of the state to form boroughs.

5. The present method of delivering services to the Unorganized Borough is
inefficient. Such services are delivered through more than 2C0 organizations,
many of which operate as single-purpose or limited-purpose organizations.
This system seems contrary to the intent of several provisions of the State
Constitution.

6. While residents of the Unorganized Borough would generally be expected to
oppose the mandatory formation of boroughs (as proposed by SSHB1), nearly
80% of them already live within astructure identical to, or similar to, aborough.
Nonetheless, formation of boroughs would still improve the delivery of services
to such individuals.

Details concerning tneso and o'her importantissues relating to the formation of boroughs
in the Unorganized Borough are included in our report on the topic.



Regional Government Study

INTRODUCTION

In 1987, the Alaska Legislature directed this agency to "examine the issues of forming regional
municipal governments in the Unorganized Borough and report back to the legislature by
January 1,1988."1

This directive from the legislature was inresponse to currentand pending economic, political and
social forces which are causing Alaskans to consider, and in some cases, undergo major changes
to their system of delivering public services.2 The changes being considered and undertaken
include:

VOLUNTARY BOROUGH INCORPORATIONS - Since June, 1986, two new boroughs
were formed in the state.3

LEGISLATION MANDATING THE FORMATION OF BOROUGHS - SSHB 1, intro-
duced in the 1987 session of the Legislature, would convert all unincorporated regions of
Alaska into as many as 20 organized boroughs/

EXPANSION OF BOUNDARIES OF EXISTING BOROUGHS - Certain boroughs,
apparently motivated to an extent by a desire to increase revenues and to remedy
perceived inequities in the present structure of regional government, have expressed
interest in annexing portions of the Unorganized Borough.5

ATTEMPTED EXPANSION OF BOUNDARIES OF OTIES TO ENCOMPASS RE-
GIONS - Some cities, motivated largely by a desire to increase revenues, have sought to
annex vast territories.6 Such proposed annexations have been denied by the Local
Boundary Commission largely because of the commitment that regional services should
be delivered by boroughs.

INTEREST IN BOROUGH GOVERNMENT BY UNINCORPORATED REGIONS -
Five regions and several cities within the Unorganized Borough are presently involved in
borough feasibility studies or have otherwise expressed interest in exploring govern-
ment.7 In certain cases the interest in exploring borough government is apparently
motivated by the threat of legislation mandating boroughs. In other cases, the interest is
apparentlymotivatedbythethreatofbeingannexedtoan existing borough. Still, inother
cases, the motivation may be more to improve local services.

Presented here is our report to the legislature on issues concerning the formation of boroughs in
the Unorganized Borough. Itis our hope that this report will serve to generate informed debate
on issues having great significance to the lives of many Alaskans. In it, we identify and examine
issues relating to the delivery of services in the Unorganized Borough to which the Department
has been exposed. Additionally, we offer some insights into various alternatives for dealing with

the issues.
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SECTION |
PRESENT STRUCTURE OF SERVICE DELIVERY

The following is a brief summary of relevant aspects of the present methods of service delivery
in Alaska, both inside and outside of organized boroughs. For those readers who are interested
ingreater details, numerous publications exist which provide information on the origination and
evolution of the structures and methods of service delivery.8

EDUCATION - Public education in Alaska isprovided by two distinctly different types of organi-
zations — municipal school districts and regional educational attendance areas.

Municipal school districts consist of the 13 boroughs and 19 home rule/first class cities in the
Unorganized Borough. These districts educate more than 87% of Alaska's estimated 102,142
students. State law requires that these districts provide minimum levels of financial aid in
supportofeducation. The Alaska Departmentof Education estimates that these municipal school
districts will contrib ute nearly $136,000,000 toward this effort during the 1987 -1988 school year.

Regional education attendance areas (REAAS) provide educational services in the Unorganized
Borough (exclusive of home rule and first class cities). There are presently 22 REAAs which
educate just under 13% of Alaska's students. Unlike municipal school districts, REAAS are not
required to provide local financial support for educational costs.

PLANNING/PLATTING/ZONING - Municipal governments have the power, and in many
cases, the duty to provide planning, platting and land use regulation.9 Municipalities exercising
such powers encompass an estimated 537,806 Alaskans, 93.7% of the residents of the state. Of
these, 497,230 live in boroughs, 27,690 live in first dass/home rule dties in the Unorganized
Borough and 12,886 live in second dass dties in the Unorganized Borough.10

Coastal Resource Service Areas (CRSAS) may be set up in the Unorganized Borough to provide
for regional coastal planning. With the pending assumption of planning powers by the newly
formed Aleutians EastBorough, four CRSAs will remain. These CRSAs presently encompass the
area lying within the Bering Straits REAA, Lower Yukon REAA, Lower Kuskokwim REAA,
Southwest Region REAA, Lake and Peninsula REAA and Aleutian Region REAA. These areas
contain an estimated 32,289 Alaskars, 16,821 of whom live outside of munidpal governments

which conduct planning.

All told, an estimated 554,627 indhiduals or 96.6% of all Alaskans live within munidpal
governments and/or CRSAs which provide planning services. While the coastal area can rely
upon CRSA's for planning, there exists no formal planning authority for the non-coastal areas of
the state in the Unorganized Borough outside dties. Although the legislature may establish
service areas within the Unorganized Borough to provide spedal services, no such service areas
have been established with the exception of REAAs and CRSASs.
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The Department of Natural Resources is the platting authority for the Unorganized Borough in
the area outside cities.l

OTHER SERVICES - Thirteen boroughs and 147 cities in the state provide a wide range of
services beyond those discussed above. These may include police, fire protection, road mainte-
nance, water, sewer, telephone and electrical utilities, so id waste collection and disposal, ports
and harbors, parks and recreation, libraries, cemeteries, mass transit, sidewalks, taxi regulation,
health and environmental protection, civic centers, animal control and a host of other services.

Home rule and first class cities in the Unorganized Borough have powers and duties which are
virtually identical to boroughs. There are nineteen such cities in Alaska. The population of these
nineteen cities totals 27,690, which is more than 36% of the population of the Unorganized

Borough.

While second class cities lack certain powers and duties of home rule and first class cities in the
Unorganized Borough (principally education) they are similar to boroughs in many important
respects. Like borougiis, second class dties are organizations created to provide public services
and facilities for their residents. Both are governed by elected officials. Second class cities and
boroughs are both recognized by the state and federal governments as legal entities which may
represent the interests of all of their residents. Further, both qualify for abroad range of state and
federal financial assistance.

There are 87 second class cities in the Unorganized Borough. These cities contain a population
01 32,923, which is nearly 43% of the population of the Unorganized Borough. Thus, nearly 80%
of the population of the Unorganized Borough lives within a municipal government structure.

An estimated 16,134 Alaskans live in some 90 unincorporated communities in the Unorganized
Borough. Of these, an estimated 3,200 live on federal military properties. The remainder, 12,934
livein civilian unincorporated communities. The population of the latter comprises less than 17%
of the population of the Unorganized Borough.

In many cases, residents of these unincorporated communities in the Unorganized Borough may
receive some or all of the services provided by cities. These services are provided by the state and
federal governments through such groups as Traditional or IRA Councils, or regional or local
non-profitcorporations. Services are rendered with funds from such programs as state revenue
sharing, legislative grants, or the Village Public S«Jety Officers program.

CD



C Department of Community and Regional Aifalrs

SECTION 11
A COMPARISON OF REGIONS IN ALASKA

The nature of the changes to the system of regional services delivery under consideration (as
outlined in the introduction to this report) demands awareness of relevant characteristics of the
regions which would be affected. Such characteristics include:

¢ value of taxable property
° value of resources

° per capita income

° average monthly wages

° unemployment rates

° population densities

The appendix to this report contains tables providing such information.12 Generally, the data in
these tables are for the most current available year or years.

The reader is cautioned that these data need to be carefully considered and understood. There
are qualifications for practically every table. To the extent thatthe Departmentis aware of aspects
of thes- data which may be misleading, they are noted at the bottom of each table. A discussion
of the data presented in the appendix follows.

VALUE OF TAXABLE PROPERTY PER STUDENT

Aregion’'s value of taxable property per student is a key indication of the ability of an area to
supportaborough. Consideration ofsuch information is specifically required by law in judging
whether a region meets the standards for formation of a borough.

Table 1 of the appendix presents estimates of the value of taxable property per student for 12
boroughs and 20 regional educational attendance areas in the Unorganized Borough. The
estimates for each REAA include values of property and numbers of students in first class and
home rule cities within the respective REAA.

The estimated taxable value of property per student in boroughs ranges from $11,024,197 in the
North Slope Borough to $143,583 in the Northwest Arctic Borough. The ratio of taxable property
tostudents inthe North Slope Borough is highly exceptional. Thesecond highestranked borough
was the Municipality of Anchorage at $497,591. Excluding the North Slope Borough (because of
its anomalous value) and the Aleutians East Borough (for which data were unavailable), the
average value of taxable property per student within all organized boroughs is $421,978.
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The estimated taxable value of property per student i1 the twenty regional educational atten-
dance areas identified ranged from $2,654,954 in the Yukon Hats REAA to $0 in both the Adak
REAA (federal military reservation) and Annette Island (federal Indian reservation). The next
lowest ranked region in the Unorganized Borough was the Kuspuk REAA with a per student
taxable value of $53,477.13

The following list shows how much more or less (in both dollar amounts and percentages) the

value of taxable property per student was in each region of the state as compared to the $421,978
average value per student of all organized boroughs (except the North Slope Borough).

NAME ABSOLUTE RELATIVE
DIFFERENCE ($) DIFFERENCE (%)

(Boroughs With Higher Values)

North Slope Borough +10,602,219 2,512.5%
Anchorage Borough +75,613 17.9%
Kenai Peninsula Borough +42,170 10.0%
Bristol Bay Borough +17,593 4.2%

(REAAs With Higher Values)

Yukon Hats REAA +2232,976 529.2%
Copper River REAA +1,714,788 406.4%
Chugach REAA +1,040,951 246.7%
Yukon Koyukuk REAA +492,404 116.7%
Delta Greely REAA +369,759 87.6%

(Boroughs With Loxver Values)

Juneau Borough -24,006 5.7%
Ketchikan Borough -52,842 12.5%
Fairbanks Borough -62,735 14.9%
Matanuska-Susitna Borough -118,090 28.0%
Haines Borough -150,807 35.7%
Sitka Borough -152,476 36.1%
Kodiak Island Borough -183,751 43.5%
Northwest Arctic Borough -278,395 66.0%

(continued on next page®
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(table continued from previous page)

(RLAAs With Lower Values)

Aleutian Region REAA -30,907 7.3%
Southwest Region REAA -257,841 61.1%
Southeast Island REAA -259,052 61.4%
Chatham REAA -273,074 64.7%
Bering Straits REAA -302,338 71.6%
Lower Kuskokwim REAA -313,636 74.3%
Pribilof REAA -328,865 77.9%
Railbelt REAA -334,764 79.3%
Alaska Gateway REAA -334.927 79.4%
Lake & Peninsula REAA -339,196 80.4%
Iditarod REAA -362,077 85.8%
Lower Yukon REAA -368,038 87.2%
Kuspuk REAA -368,501 87.3%
AdakREAA -421,978 100.0%
Annette Island REAA -421,978 100.0%

RESOURCE VALUES
(VALUES OF COMMERCIAL FISHERIES)

The commercial fisheries resource of a region is one example of a potentially significant source
of revenue to municipal governments. For example, the newly formed Aleutians East Borough
\rill rely almost exclusively upon revenues from the State Business Fisheries Tax and its local 2%
sales and use tax on raw fish. The Bristol Bay Borough has, for many years, relied heavily on
revenues derived from fishing activities.

Data on collections and distributions of State Business Fisheries Taxes during FY 87 indicate that
certain areas of the Unorganized Borough have considerable potential for forming regional
governments funded largely by state and local taxes on fisheries. For example, had boroughs
existed in the unincorporated regions of the state, they would have been entitled to an estimated
$7,028,508.50 in FY 87 proceeds from the State Business Fisheries Tax. Thisamountisnearly twice
the $3,642,118.02 actually distributed to the 11 organized boroughs which qualified for program
funding during the same period.1l



The prospect of such shared revenues from die state, coupled with the prospect for municipal
sales and use taxes on fisheries resources represents a potentially significant source of revenue
for prospective boroughs.

Table 2 of the appendix reports the distribution of FY 87 Business Fisheries Taxes to cities within
the Unorganized Borough by REAA. The data in this table identify 5 regions of the state with
particularly significant fisheries resources. These are the Southeast Island REAA, Aleutian
Region REAA (excluding Aleutians East Borough), Chugach REAA, Lake and Peninsula xvEAA
and Chatham REAA.

One weakness of this table is that it is based upon fish processing activities which occur within
the boundaries of cities. This may tend to underestimate the potential revenue generating
capacity of fisheries in some regions. For example, Table 2 does noc recognize the Southwest
Region REAA as having a particularly significant fisheries resource. However, it was recently
estimated that a borough in that REAA would be entitled to more than $400,000 annually over
the long-term in proceeds from the State Business Fisheries Tax.5

Additional data on fisheries resources in Alaska are provided in Table 3. This table supports the
contention that the Bristol Bay Region, which includes the Southwest Region REAA, has a very

significant fisheries resource.

(OTHER RESOURCE VALUES)

Other resources, such as timber and minerals may also offer significant sources of revenue to
future boroughs. One such source for the Chatham REAA and Southeast Island REAA is the
National Forest Receipts program. Upon incorporation, those two regions (including Annette
Island) would le entitled to 69.4% of the funds available for distribution to boroughs in the
Tongass National Forest. In the best years, this program could potentially provide those two
regions with more than $4 million in annual revenues. Conversely, in lean times, the program
would offer little revenue.6

Prospective boroughs whose boundaries would encompass rich mineral resources might use a
severance tax as a means of generating local revenues.17 The Northwest Arctic Borough, which
encompasses the world class Red Dog zinc mine and other significant mineral deposits, had
considered such a tax before other sources of revenue made it unnecessary.
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1984 PER CAPITA INCOME

Table 4 01 Ihe appendbc lists the 1984 per capita income for 12 boroughs and 11 federal census
areas in the Unorganized Borough. Again, such data is important in determining whether a
region can support a borough.

The 1984 per capita income ranged from a high of $26,077 in the North Slope Borough, to a low
of $7,466 in the Wade Hampton Census Area (which corresponds approximately to the Lower
Yukon REAA, including Chevak).

The lowest level of per capita income within an area organized as a borough was the Northwest
Arctic Borough ($11,822). The per capitaincome of the Kodiak Island Borough was only $4 higher
than the Northwest Arctic Borough (NAB).

Seven of the eleven federal census areas in the Unorganized Borough had per capita incomes
greater than the Kodiak Island Borough and the Northwest Arctic Borough. Four of the eleven
areas in the Unorganized Borough had lower per capita incomes than the Northwest Arctic
Borough.

The following list shows how much more or less (in both dollar amounts and percentages) the per
capita income was in each census area in the Unorganized Borough compared to that of the

Northwest Arctic Borough:

NAME ABSOLUTE RELATIVE
DIFFERENCE  DIFFERENCE
(NAB) (NAB)

(Areas With Higher Income)

Valdez Cordova Census Area +$5,714 48.3%
Aleutian Islancs Census Area +$4,893 41.4%
Skagway-Yakutat-Angoon Census Area +$4,302 36.4%
Wrangell-Petersburg Census Area +$3,990 33.8%
Prince of Wales/Outer Ketchikan C.A +$2,638 223%
Nome Census Area +$2,443 20.7%
Southeast Fairbanks Census Area +5363 7.3%

(Areas With.Lower Income)

Dillingham Census Area -$970 8.2%
Bethel Census Area -$1,772 15.0%
Yukon-Koyukuk Census Area -$2,285 193%
Wade Hampton Census Area -$4,356 36.8%

g3



Regional Government Study \

1986 ALASKA AVERAGE MONTHLY WAGE

Table 5 of the appendix provides a measure of the monthly payroll in the 12 boroughs and 11
federal census areas in the Unorganized Borough.

The data shows that the 1986 average monthly wage ranged from $3,695 (North Slope Borough)
t0 $1,655 (Wade Hampton Census Area). The lowest average monthly wage reported by a region
organized as a borough was $1,729 (Kodiak Island Borough). Except for the Wade Hampton
Census Area, all regions of the Unorganized Borough reported higher average monthly wages
than those reported for the Kodiak Island Borough area The average monthly wage in the Wade
Hampton Census Area was $7 (4.3%) less than the wage in Kodiak.

Eight of the eleven census areas covering the Unorganized Borough had average monthly wage
rates greater than those of the second lowest ranked borough (Matanuska-Susitna Borough).

1985 UNEMPLOYMENT RATES

The rates of unemployment 1986 in the 12 boroughs arid 11 federal census areas in the
Unorganized Borough reported in Ta”'e 6 of the appendix ranged from a high of 18.3% to a low
of 3.5%.

The rate of unemployment among the 12 boroughs reported ranged from 18.3% (Matanuska-
Susitna Borough) to 6.1% (North Slope Borough). The rate of unemployment among the 11
federal census areas which encompass the Unorganized Borough ranged from 17.2% fSkagway-
Yakutat-Angoon Census Area) to 3.5% (Aleutian Islands Census Area)

The average rate of unemployment among each of the 12 boroughs reported was 11.4%. The
average rate of unemploymentin the 11 federal census areas which encompass the Unorganized
Borough was 12.3%.

1986 POPULATION DENSITIES

Population densities can provide some indication of the relative ease with which services may be
provided to a region. The assumption is that economies of scale allow services to be provided
more easily to regions with higher population densities.

Population densities in the 13 boroughs and 19 REAAs reported in Table 7 of the appendix ranged
fromahighof131.77 persons per square mile (Anchorage) toalowof0.03 persors per square mile
(Yukon Flats REAA).



The population density of Anchorage is highly exceptional. The region with the second highest
population density was the Adak REAA with 15.46 peisons per square mile.

Nine of the thirteen boroughs listed had population densities in excess of 1 person per square
mile. The four exceptions were the Haines Borough (0.70 persons/sq.mi.), the Aleutians East
Borough (0.23 persons/sq.mi.), the Northwest Arctic Borough (0.18 persons/sg.mi.), and the
North Slope Borough (0.09 person/sq.mi.). Only two of the REAAs listed had population
densities in excess of 1 person per square mile. The two REAAs with relatively high population
densities were Adak (15.46 persons/sg.mi.) and the Pribilof Islands REAA (10.53 persons/

sg.mi.).

CULTURE

In the sense that culL re may influence preferences for and attitudes concerning delivery of
municipal services, it may be of value to reflect upon the culture of each region as measured by
radal composition. Table 8 of the appendix contains a listing of the data obtained from the 1980
Federal Census. These data give us a general picture of the racial composition of the identified

areas throughout the state.

Keeping in mind the limitations in obtaining the data (as noted at the bottom of the table), some
observations can be made. Ten of the thirteen boroughs in the state have predominantly white
(50% or more) populations. Six of the eleven federal census areas in the Unorganized Borough
have predominantly white populations. Three of the thirteen boroughs in the state have pre-
dominantly native (50% or more) populations. Five of the eleven federal census areas in the
Unorganized Borough have predominantly native populations.

REGIONAL COST OF LIVING DIFFERENCES

Table 9 provides information concerning 1985 cost of living differences throughout Alaska. The
data was compiled on the basis of boundaries of 1961 state election districts.

Information provided in Table 9 becomes important when planning for the delivery of services
and .he relative income available for payment of services when per capita income is considered.
Using Anchorage as a baseline, the cost of living in various areas is expressed in terms of ratios
to the base. The data support widely held perceptions of cost differentials throughout Alaska.
For example, Barrow and Kotzebue held the highest cost of living with Bethel, Nome, Yukon-
Kuskokwim, Brirtol Bay, Wade Hampton and the Aleutian Islands just behind. The Palmer/
Wasilla area, Petersburg/Wrangell, Anchorage, Seward, Kenai/Cook Inlet, Ketchikan, Juneau
and Fairbanks area had the lowest costs of living in the State.
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SECTION 111
OPTIONS FOR DECISION MAKERS

This section of the report considers the current methods of service delivery and identifies and
examines alternatives to these methods. As noted in the Introduction to this report, such options
are offered in the hope that they will serve as a mechanism to generate discussion on the topic.

OPTION 1-RETAIN STATUS QUO

Certainly one option is to do nothing — to leave matters as they are. However, there appears to
be growing concern over the present method of service delivery. The following is asummary of
such concerns to which the Department of Community and Regional Affairs has been exposed:

INEFFICIENT ADMINISTRATIVE STRUCTURE FOR EDUCATIONAL SERVICES: With
the pending assumption of education responsibilities by the newly formed Aleutians East
Borough, there will be 54 school districts in the state. Regardless of ‘eheir size, each of these
maintains separate and independent administrative structures.

Establishing boroughs throughout the state would consolidate many of the smaller school
districts. For example, if a borough were formed along the lines of the Southeast Island REAA,
seven separate school districts, each averaging less than 315 students, would be consolidated into
one district with more than 2,200 students.

INEQUITABLE PROVISIONS REQUIRING FINANCIAL SUPPORT OF EDUCATION:
Alaska's 32 munidprj school districts educate more than 87% of the state's students. State law
requires that municipal school districts provide minimum levels of finandal aid in support of
education. It is estimated that each of the boroughs and home nile/first class cities in the
Unorganized Borough will, on average, contribute more than 31,500 per student in support of
education during the 1987-1988 school year. However, the other 22 districts in the state (REAAS)
are not required to contribute to theoperation of their schools. Forming boroughs throughout the
state will eliminate this inequity.

DISPARITIES IN THE MANNER IN WHICH EDUCATIONAL FUNDS ARE DISTRIB-
UTED: The state formulas for funding education resultin great disparities in the level of funding
per pupil. For example, during the 1987 - 1988 school year, the Matanuska-Susitna Borough is
expected to receive less than $3,600 per student in state and federal (PL 874) funds, while the
immediately adjacent Copper River REAA is expected to receive more than $8,700 per student.13
Formation of boroughs would reduce, but not eliminate, the disparities in funding.
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Additionally, disparities exist with respect to the construction of school facilities. Capital im-
provements for schools in REAASs are funded entirely by the state. Municipal governments pay
a portion of the cost of capital improvements for schools funded by bonds.

PERCEPTIONS OF THE NEED TO IMPROVE THE MANAGEMENT OF THE DELIVERY
OF PUBLIC SERVICES: The concern has been expressed that without a requirement for local
financial support of services, particularly with respect to education, recipients have less motiva-
tion to oversee the efficient administration of those services. Examples cited in this respect
include the recent report that in 1986, teachers in the Copper River REAA received the highest
salaries of any public teachers in the state — $11,000 more per year than the state average. In
December of 1986, this same school district became the first and only one in Alaska (and the
second in the nation) to file for bankruptcy.19 Establishment of boroughs would address this

concern.

CONSTITUTIONAL AND OTHER CONCERNS OVER THE DELIVERY OF GENERAL
SERVICES AND FACILITIES: The Alaska Constitution states that "All local government
powers shall be vested in boroughs and cities." From this, concern has been expressed that the
method of delivering state services generally in unincorporated communities (i.e., through non-
profit corporations, tribal councils, etc.) may be a violation of the Constitution.

Concerns have also been expressed over the public policy of funding services in communities
through organizations which, unlike municipalities, may not represent all of the residents of the
community. This raises questions with the "democratic" process afforded those who may not be
eligible to become members of the groups providing services. Examples of such organizations
include non-profit corporations, Traditional Native Councils and IRA Councils.

Other concerns center on the prospect for the long-term existence of organizations, particularly
non-profitcorporations, to which the state has granted millions ofdollars to fund the construction
and operation of public facilities in unincorporated communities. For example,anumber of non-
profit corporations organized in the early 1980's to receive state aid to unincorporated commu-
nities under the provisions of Chapter 60, SLA 1981, have dissolved leaving their affairs in a state

of limbo.

A final concern relates to the competition for limited funding sources. Given the recent declines
in state aid, there has been an increase in the number of incidents where separate organizations
within a community compete in an effort to receive revenue sharing or other state aid on behalf
of that community. Such competition often causes divisiveness within a community. In such
instances state agencies typically spend adisproportionately greateramountof time administer-

ing such funding.

A borough has the lega capacity to provide all types of local government services. Therefore,
establishment of boron-, hs would resolve this concern to the extent that the borough was respon-

sible for M delivery QO the services in question.

QT>
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OPTION 2 -CREATION OF BOROUGHS WITH POWERS LIMITED
ABSOLUTELY TO EDUCATION AND TAXATION

In effect, this option provides for 1) the granting of taxing powers to all existing regional
educational attendance areas (REAAs) and 2) the consolidation of REAAs and dty school
districts. Because the Alaska Constitution states that 'The State may delegate taxing powers to
organized boroughs and dties only" the REAAs would have to be formally organized as
boroughs. If the power of a borough created under this option was to be limited absolutely to
education and taxation, a new dass of borough government (presumably 4th dass) would have
to be established.

This option offers a simply implemented solution to certain of the problems identified with
option 1. In particular, it would address those concerns relating to 1) administration of small
school districts; 2) inequities relating to munidpal vs. non-munidpal school funding; 3)
reducing disparities in funding for education; and4) perceptions ofdiminished desire to oversee
delivery of education services.

However, this option would not address all of the concerns identified with the status quo.
Because theborough's powerswould be limited absolutely toeducation and taxation, it could not
provide other services to the residents of the region. The Department of Community and
Regional Affairs considers this tobe asevere limitation. In thatthis optionisinflexible and cannot
address service needs of regions/communities other than education, the Department believes
that this option is not as attractive as other options.

Another problem with this option concerns the financial viability of some of the boroughs which
would resultfrom an across-the-board mandate toincorporate all regions of the state. Certainly,
anumber of theboroughs which would resultfrom such an approach would be financially viable.
These may include the unincorporated regions which encompass the trans-Alaska oil pipeline
and those regions fortunate enough to contain rich resources such as fish, timber and minerals.

A final problem identified with this option stems from the boundaries of existing REAA's. In
some cases, the boundaries of REAA's would make poor borough boundaries. In the most
extreme cases, some of the existing REAA boundaries would even fail to meet the standards in
law for the establishment of borough boundaries. Further, in some cases it may be more
appropriate Or all or portions of certain REAA's tobe annexed to existing boroughs rather than
incorporated as new boroughs.2
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OPTION 3 - PROVIDE FOR THE FORMATION OF
3RD CLASS BOROUGHS IN UNINCORPORATED REGIONS

With o.ienotableexception, this option has the same strengths and weaknesses as those identified
earlier lor option 2. The exception being that, unlike the mechanism discussed under Option 2,
a third class borough has the authority (upon voter approval) to perform services other than
education and taxation in limited areas of the borough.

Nonethe ess, the Department believes that this option still lacks desirable traits. The creation of
third dais boroughs was outlawed by the legislature in 1986 (the one third dass borough in
existence at the time was permitted to continue).

New thir i dass boroughs were preduded from forming because of unique limitations of that
dass of borough. Unlike all other boroughs, third dass boroughs are not required to provide
planning, platting and land use regulation throughout their jurisdiction. Another significant
limitation c fa third dass borough is that, while it can exercise powers other than education and
taxation, itcm only do so on aservice area basis.

Certainly the need for and importance of region-wide planning, as well as the legal ability to
provide a wid ?range of services throughout a borough's boundaries were significant factors in
the legislature's decision to predude future third dass boroughs. The Department does not
support the rreation of new third dass boroughs.

OPTION 4 - PROVIDE FOR THE FORMATION OF
1ST OR 2ND CLASS BOROUGHS IN UNINCORPORATED REGIONS

As wi'-h Options 2 and 3, this option offers a simply implemented solution io certain of the
problems identified with the status quo. In particular, it would address those concerns relating
to 1) administration of small school districts; 2) inequities relating to munidpal vs. non-munidpal
school funding; 3) disparities in funding for education; and 4) perceptions of diminished desire
to oversee &  *°ry of education services.

However, this option shares the weaknesses of Options 2 and 3 regarding the uncertain finantial
viability of some of the boroughs which would be created and problems with the boundaries of
some of these prospective boroughs.

This option offers two distinct advantages over Option 3 in that it 1) provides for areawide
planning, platting and zoning, and 2) permits the exercise of other powers on an areawide basis.
While this alternative offers greater benefits than ones examined earlier the Departmentbelieves
that the next option represents the best choice.

GD
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OPTION 5- PROVIDE FOR THE FORMATION OF
HOME RULE BOROUGHS IN UNINCORPORATED BOROUGHS

This option would have all of the strengths and weaknesses associated with Option 4, with one
noteable exception. The borough government which would be formed would, as far as possible,
be tailor made for the region.

Unlike all other types of boroughs, the powers, duties and procedures of home rule boroughs are
established generally by a charter approved by the voters of the borough. By comparison, the
powers, duties and procedures of general law boroughs (1st, 2nd and 3rd class boroughs) are
governed in an exact fashion by some 450 provisions of law established as Title 29 of the Alaska

Statutes.

Some state laws still apply tohome rule boroughs. Forexample, ahome rule borough isrequired
by state law to provide public education in the same fashion as a general law borough. A home

rule borough is also required to "provide for planning, platting and land use regulation.”

However, with respect to the latter, there appears to be considerable flexibility in the maimer in
which a home rule borough implements the functions of planning, platting and land use
regulation. While extensive provisions of state law dictate how general law boroughs conduct
these functions only two of these sections seem to apply in full or part to a home rule borough.2

Home rule status may also be used to provide "ironclad guarantees” to residents that their
government will not grow "out of control”. Voters of one home rule borough who were
concerned about the prospect of burdensome property taxes recently approved a charter
provision which generally prohibits the borough from levying any property taxes unless
authorized by the voters.2 Concerns over the prospect of "excessive regulation” and "unwar-
ranted growth of government" could be addressed through the adoption of charter provisions
which control the manner in which the borough may assumere' ilatory duties and discretionary

powers.

Other innovative options could oe used incombination with a carefully crafted home rule charter
to further promote public acceptance of a borough and to further enhance its effectiveness and
efficiency. For example, as described in detail below, a borough could transform what, in many
cases, may be an inefficientsystem ofservice delivery into one which is coordinated and efficient.

Today, the delivery of services to the 76,747 residents of the Unorganized Borough is accom-
plished in a highly fractionalized manner. Services are delivered through the efforts of 22
regional educational attendance areas, 4 coastal resource service areas, 106 cities and well in
excess of 100 non-profit corporations and tribal councils administering public services in an
estimated 90 unincorporated communities. Each of these more than 200 enti tiesworks in alargely
independent fashion to deliver services.

GD
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Each organization is likely to employ one or more administrators to oversee the delivery of
services. However, given the limited (and diminishing) funds made available by the state to these
organizations, many of them spend disproportionately large amounts of their revenues on
administration. As aresult, there are fewer dollars for the actual delivery of services and/or the

maintenance of facilities already constructed.

Others of these organizations may skimp on administration or simply may not be able to afford
fully trained and competent administrators. This may result in services and facilities which are
poorly planned and carried out. Often financial accountability will suffer in these instances.

Boroughs can obtain the powers to provide virtually every service which isnow provided by the
hundreds of organizations independently serving die residents of the Unorganized Borough. It
would seem apparent that public services could be provided better and more efficiently through

a borough structure.

Further, services could be provided by a borough without unduly diminishing the role of each
community in the planning for and providing of the delivery of services. Such could be done
through the creation of service areas. The assembly is authorized by law to "provide for an
appointed or elected board to supervise the furnishing of special services in a service area".

Such provisions mightbe used in certain instances to enhance the acceptability of a borough. For
example, cultural preferences ofsome regions mightbe accommodated through the appointment
of the community IRA or Native Traditional Coundl to serve as the borough service area board

for that community.
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SECTION 1V
CONCLUSIONS

From information discussed in this report, certain important conclusions can be made regarding
issues of regional government in the Unorganized Borough. These are:

1. There appears to be considerable interest in promoting major change to the present structure
of the delivery of services to the Unorganized Borough.

2. Extending regional government to the Unorganized Borough would potentially serve the
interests of the state and its residents in many ways. Principal examples of how this interest might
be serve d were identified by the sponsor of SSHB1 as goals which led to the introduction of the
bill. These are: 23

° Tomaximize local control and to share local responsibility for programs and services;

° To fully implement the system of local governmentintended by the state constitution
which provides for "a minimum of local governmentunits” and that "All local gov-
ernment powers shall be vested in cities and boroughs";

° To unite the residents of Alaska in an effort to make the state the best that it can be
- to eliminate the divisiveness which results from "rural versus urban" thinking;

° To provide more equitable services and to foster economic development throughout
Alaska— these would be done through the use of the borough's own legal powers
and resources coupled with grants of lands and financial assistance from the state.

The Department would add to this list the benefit of converting a fractionalized system of
delivering services into one which is uniform and potentially far more efficient.

3. To be welcome, aregional government must serve useful functions as defined by its residents
and thestate. Itmustalsobeofaformwhichisconsideredacceptabletoitsresidents. Tothisend,
the Department believes that a home rule borough is the best vehicle to add *ess the needs of the
state and regions.

4. ldeally, residents of unincorporated regions would seek to form boroughs on their own
initiative. However, reality indicates that this is not likely to happen. Nearly 96% of all the
Alaskans who live in boroughs today, live in boroughs which were mandated to be formed by
the legislature in 1963 -1964. Only four boroughs have incorporated since 1964. Without some
compulsory action, it is unlikely that many unincorporated regions of the state will form
boroughs in the forseeable future.

5. Many of the residents of the Unorganized Borough already live within a local government
structure similar to aborough. More than 36% of the residents of the Unorganized Bo”™ugh live
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within home rule and first class cities — organizations whose powers and duties are virtually
identical to boroughs. Further, 43 percent of the residents of the Unorganized Borough live
within second class dties — organizations which, in many respects, are identical to boroughs.
Thus, nearly 80% of Lhe population of the Unorganized Borough lives within a structure similar
or identical to a borough.

6. Clearly, the "natural resources” of the state — whether they are ~.hing, minerals, timber or
property used in oil and gas exploration, production and transportarion — are not located so as
to promote equitable distribution of the benefits of those resources. It is apparent that some
unincorporated regions presently have the resources to support a borough government. In fact,
some seem to have far greater resources than many existing boroughs. Other regions, however,
have resources which are much more limited and may not be able to support a borough under
the present formulas for funding public services.

7. In many cases, the boundaries of regional educational attendance areas would serve as poor
boundaries for prospective boroughs.

SECTION V
FINAL COMMENTS

The role of the Department in this matter was simply to examine and report on issues relating to
regional govemmentin the Unorganized Borough as directed by the Legislature. Itis the role of
the Legislature and others to make dedsions regardingwhat, ifanything, is tobe done concerning
such issues.

While the Department does notadvocate any particular course of action in thisregard, this report
would not be considered complete without the following final comments.

Before any across-the-board change ’s implemented, such as that envisioned by SSHB 1, it is
essential thatappropriate boundaries for prospective boroughs be identified. This could be done
by directing the Local Boundary Commission to examine the Unorganized Borough and to
formally determine:

1. which areas of the Unorganized Borough should be annexed to existing
boroughs; and

2. what boundary lines should be drawn to incorporate regions in the rest of the
Unorganized Borough.
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Because of the vast disparities in the ability of existing and potential borough governments to
support the cost of local government, it may be necessary and would certainly seam appropriate,
to examine and perhaps restructure public funding programs in order to provide more equitable
funding to all municipal governments in Alaska.

There are numerous options and opportunities which could be used to ensure that every region
in the state has sufficient financial resources to provide a minimum level of services. While the
in-depth examination of such options is beyond the scope of this report, the Department would
welcome the opportunity to pursue the matter if requested by the Legislature. For purposes of
this report, however, the following are offered as examples of options to make all regions of the
state financially viable as boroughs:

1. Examine and pursue, if available, the prospect of extending the recognized
offshore jurisdiction of the State of Alaska (and consequently boroughs) to include
all of the territory whhin the U.S. Exclusive Economic Zone. If successful, such an
effort could result in substantially increased revenues available to coastal bor-
oughs.2

2. Revise state formulas for providing financial assistance to municipal govern-
ments.5

3. Transfer substantial responsibility of and funding for direct provision of services
from the state to regional governments.

4. Expand municipalities' powers to tax.5

As an alternative to an across-the-board mandate for the formation of boroughs throughout the
state, it may be more practical and appropriate (at least for the short-term) to provide that those
areas which are presently deemed capable of supporting boroughs do so. This comd be done
through using standards to trigger the formation of new boroughs. Examples of factors which
might be used to set such standards include the value of taxable real and personal property; the
value of taxable sales transactions; the value of resources; per capita income; the population of
the region (i.e., when a region's population reaches a certain threshold); and finally, the
population of aregion as a percentage within dty school districts.

In conclusion, the Department appreciated the opportunity to prepare this report. We hope that
it may lead to improving the delivery of services to all Alaskans.

C19
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FOOTNOTES

1. Chapter 95, Session Laws of Alaska 1987 (page 105).

2.

w

s

(62}

Among the more prominent economic, social and political forces are the decline in state
revenues, legislative reapportionment which will follow the 1990 census, the prospect of a
legislative mandate to form boroughs and the desire to assume greater local control. For a
discussion of these factors, as well as a general discussion of borough government in Alaska,
see Regional Government in Alaska, Department of Community and Regional Affairs
(December, 1987).

. This contrasts with the previous 22 years during which only 2 boroughs were formed (Haines

Borough on 8/29/68 and North Slope Boroughon 7/1/72). The two boroughs formed since
June, 1986 were the Northwest Arctic Borough which became the state's twelfth borough on
June 2,1986 and the Aleutians East Borough which became the state's thirteenth borough on

October 23,1987.

See Regional Government in Alaska, Department of Community and Regional Affairs (De-
cember, 1987) for a discussion of Sponsor Substitute for House Bill 1. In 1963, the State
legislature adopted a measure similar to SSHB1. That law resulted in the creation of 8 of the
13 boroughs which presently exist. Those 8 "mandatory boroughs" encompass nearly 96%

of all Alaskans who live in tx>roughs today.

. The Kodiak Island Borough is considering annexing Shelikof Straitand a portion of the Alaska

Peninsula. The Matanuska-Susitna Borough is considering a proposal to extend its bounda-
ries to the east to include a portion of the trans-Alaska oii pipeline. The Fairbanks North Star
Borough s also considering expanding its boundaries to include a portion of the trans-Alaska
oil pipeline. Residents of the REAA 6 are examining options relating to an expansion of the
boundaries of the adjacent Bristol Bay Borough.

For example, in 1986 the City of Dillingham petitioned for the annexation of more than 900
square miles encompassing all of Nushagak Bay and adjacent lands.

Regions considering borough government include the Western Aleutian Region, the Bristol
Bay Region (REAASs 6 & 7), the Prince William Sound Region, the Lower Yukon Region and
the Copper River Basin. Several cities in Southeast Alaska have also expressed interest in the
topic including Yakutat, Hoonah and Kake.

. Readers who wish further information are urged to read Regional Government in Alaska,

Department of Community and Regional Affairs (December, 1987); Alaska's Urban and
Rural Governments, Thomas A. Morehouse (1984); The Metropolitan Experiment in Alaska
- A Study of Borough Government, Ronald C. Cease and Jerome R. Saroff (1968).
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9.

10.

11.

12.

13.

Home rule boroughs, first class boroughs, second class boroughs, home rule/first class cities
within third class boroughs and home rule/first class cities in the Unorganized Borough must
provide planning, platting and zoning. However, the boroughs may delegate the powers to
cities within the boroughs. In addition, second class cities in the Unorganized Borough have
the power (but not the duty) to provide these services. A third class borough may exercise
platting, planning and zoning on a service area basis upon authorization from the voters.

In addition to those municipalities required to provide planning, a municipality was consid-
ered tohave planning powers if the Alaska Municipal OfficialsDirectory, 2987indicated the
municipality had a planning commission or planning staff.

AS 29.03.030 provides that the Department of Natural Resources, subject to AS 40.15.075, is
the platting authority in the Unorganized Borough in the area outside all cities. AS40.15.075
limits that authority for "only the purpose of hearing and acting on petitions for the change
or vacation of plats”. AS 40.15.075 also extends the same duties to DNR within the area of
third class boroughs outside of cities.

Where possible, the information is provided to permit a comparison of regions by boroughs

and regional educational attendance areas. In some cases, however, data are presented by
federal census areas. Each borough in the state exists as a separate federal census area.
Except, however, tha* the newly formed Aleutians East Borough is not identified as a
separate area. The fee eral census areas in the Unorganized Borough do not conform to the
boundaries of the regional educational attendance areas. The 22 REAAs are encompassed
within 11 federal census areas.

In some of lhe tables in this report the smaller REAAs (Kashunamiut, Yupiit and Annette
Island) were included in adjacent REAAs. Dataon fisheries is reported by fish management
areas which differ from other areas listed in the tables. Data on regional cost of living
differences was based upon state election districts in effect in 1961. Notwithstanding the
differences in boundaries, importantregional comparisons are still possible. Maps showing
the boundaries of REAAS, boroughs, federal census areas and the 1961 election districts are
included in the appendix. Maps and more detailed information on fisheries districts were
notincluded in the appendix due to space limitations. Those readers wishing further infor-
mation on fisheries resources should contact the Department of Community and Regional
Affairs.

For purposes of compiling Table 1, the Kashunamiut REAA (consisting orily of Chevak) was

included in the l.ower Yukon REAA The Yupiit REAA consisting only of Akiachak, Akiak
and Tuluksak was included in the Lower Kuskokwim REAA.
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14. Since no commercial fish processing activity was reported in the North Slope Borough, it
received no funding for FY 87. The Aleutians East Borough had not organized in time for
funding during FY 87. Thus, only 11 boroughs are reported. Calculation of the entitlement
of prospective boroughs was based upon the following. The state collected $27,025,050.12
during FY 87 from its Business Fisheries Tax (note: this figure may not be a totally accurate
reflection of the taxes levied for FY 87 in that it might include pre-payments, late payments
and other adjustments). Boroughs and cities within boroughs received $4,891,479.85 during
FY 87. Cities in the Unorganized Borough received $3,185,073.42. (Municipalities were
actually entitled to approximately $600,000 more than tire $8,076,553.27 distributed during
FY 87, however, appropriations for the distribution of program funds did not allow
distribution of full entitlements). From this itis calculated that prospective boroughs in the
Unorganized Borough would, based upon FY 87 receipts, have received $7,028,508.50
(assuming they were not then under the phase-in provision stipulated by AS 43.75.130
applicable to newly formed boroughs during their initial 4 years of existence). This
$7,028,508.50 includes funds to which, the Aleutians East Borough would be entitled. The
petitioners for incorporation of the Aleutians East Borough estimated first year program

receipts at $421,000.

15. The estimate is after the phase-in provision stipulated by AS 43.75.130 applicable to newly
formed boroughs during their initial 4 years ofexistence. Source: Borough Feasibility Study,
REAA 6 Region (Including City of Dillingham) Preliminary Draft Report, Department of
Community and Regional Affairs (September 28,1987).

16. The state distributes federal funds received for commercial activities within National Forests.
The proceeds are distributed on the basis of the land area of National Forest located within
the boundaries of boroughs. The level of program funding typically fluctuates from year to
year. One of the largest program distributions occurred in FY 81 when some $6 million was
received from the federal government. Last year, only $500,000 was received. This year,
because of some unigue and unexpected factors in thecomplex federal formula for determin-
ing the level of funding, no program funds will be received from the federal government.
Most of the funds are distributed to boroughs in the Tongass National Forest. However, a
relatively modest amount of funds is available for distribution to boroughs in the Chugach
National Forest. Approximately 30.6% of the program receipts for the Tongass National
Forestare distributed to thefour boroughs in Southeast Alaska. The remaining 69.4% ofsuch
funds would be distributed to boroughs encompassing the Chatham REAA and Southeast
Island REAA (including Annette Island).

17. See opinion from Assistant Attorney General Deborah VVogt dated April 29,1986 (file no. 663-
86-0456) for a discussion of the authority of a borough to levy a severance tax.
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18. The disparities in state funding per student stem from three principal factors These are:

A. The number of "instructional units" of each district. Instructional units are determined
by numbers of students, grade leve’s, and numbers of students enrolled in vocational,
special or bilingual education programs. As noted on the graph below, schools with
smaller numbers of students per instructional unit receive higher levels of funding per
student than do larger schools.

Funding Fer Student In Dollars
(Combined Elementary 4c Secondary Instructional Units)

Number of Students Per Community

In relation to the example given in the text, one instructional unit in the Matanuska-
Susitna Borough (MSB) includes 12.49 students, while one instructional unit in the
Copper River (CRREAA) includes 7.85 students. For the 1987 - 1988 school year,
instructional units are funded at $60,000 each. Thus, for this aspect of the formula,
students in the MSB school district are funded at the rate of $4,804 per student while
students in the CRREAA school district are funded at the rate of $7,643 per student,
which is 59% higher than the MSB rate.

B. The second major factor is the area cost differential which is intended to adjust for higher
costs incurred by some districts, particularly for personnel.

The MSB is given no area cost differential adjustment while the immediately adjacenl
CRREAA is given a cost differential of +14%. Thus, the disparity between the two
districts grows in a proportionate amount. The rate of funding per student in the MSB
remains at $4,804 while the rate of funding in the CRREAA increases to $8,713 ($7,642 x
1.14). Under this second factor, the per student rate of funding in the CRREAA is now
81% greater than the MSB (up from 59% under factor one.)
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C. The final principal factor concerns the required local contribution. In the example in the
text, the MSB is required to pay an estimated $1,216 per student, while the Copper River
REAA is notrequired to provide any local support. Thus, the funding per studentin the
MSB is reduced to $3,588 per student ($4,804 - $1,216) while the rate of funding for the
CRREAA remains at $8,713 per student. Under this third factor, the per student rate of
funding in the CRREAA is now nearly 143% greater than the MSB (up from 59% under
factor one and 81% under factor two).

19. Anchorage Daily News, August 9,1987.

20. Some of the existing boundaries of REAAs would not conform to the standards for
incorporation of aborough (AS29.05.031 and 19 AAC 10.160-19 AAC10.180). Forexample,
some REAAs encompass only one community or less than 1,000 residents (Pribilof Islands
REAA, KashunamiutREAA, YupiitREAA, AnnetteIsland REAA). One REAA (Adak) exists
as an enclave within another REAA (Aleutian). A portion of one REAA is even an enclave
within an organized borough (Klukwan, which is part of the Chatham REAA, is an enclave
within the Haines Borough). In some cases it may be more appropriate for all or portions of
some REAASs to be annexed to existing boroughs rather than incorporated as new boroughs
(e.g., Klukwan and Skagway to the Haines Borough; Port Alexander to the City and Borough
of Sitka, Metlakatla to the Ketchikan Gateway Borough and portions of REAAs 6/7 to the
Bristol Bay Borough).

21. See AS 29.10.200 for the limitations of home rule boroughs; AS 29.10.200(39) and AS
29.10.200(40) specifically limit home rule boroughs with respect to the exercise of planning,
platting and land use regulations.

22. Section 11.03 of the Charter of the Northwest Arctic Borough, adopted October 6, 1987,
provides that "Property tax shall not go into effect prior to a popular vote in which the
majority of voters approve the property tax, except that this provision shall notapply either
to taxes to pay or secure payment of principal and intereston bonded indebtedness as per AS
29.45.100 and actions taken pursuant to Section 10.07 of this Charter". Section 10.07 of the
Charter states that "The Assembly may authorize general obligation bonds or notes without
ratification of the qualified voters for disaster bonds or notes to be issued only in case of
calamity which has caused great loss. In this instance, obligations are to be used for the
preservation, rehabilitation, or reconstruction of borough capital improvements".

23. See October 3,1987 letter sent to all REAA superintendents and board chairs from Represen-
tative Ronald Larson discussing SSHB 1.

24. See memorandum from Marty Rutherford, Directorof the Division of Municipal and Regional
Assistance Division, Department of Community and Regional Affairs, November 2,1987,
requesting opinion on the subject from the Office of the State Attorney General. See also,
Coastal States and the US. Exclusive Economic Zone, Coastal State Organization (April,

1987).
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25. State funding formulas could be revised to better reflect a municipality's revenue generating

26.

ability and the expenses which itincurs in providing certain basic services. In many instances
existing programs may intend to reflect this but do not. Examples ofsuch circumstances are
provided below:

A. Thestate formulaforeducation funding provides that municipal districts must contribute
the lesser amount of: 1) the equivalent of funds generated by a four mill (0.004) tax on
the full and true value of taxable real and personal property; or 2) 35% ofa district's basic
need for the preceding school year. Most municipal school districts are required to pay
the four mill tax equivalent to support their schools. Yet, the districts which have vastly
superior property tax resources end up being required to pay less in terms of tex rates.
Generally, the existing and potential boroughs along the trans-Alaska Oil Pipeline are
the ones which would be required to pay thelower tax rates for education. Itisestimated
that in the most extreme example, one such region would only be required to pay the
equivalent of funds generated by three-tenths of one mill (0.0003) on the full and true
value of taxable real and personal property. That represents only 7.5% of the tax
equivalentoffunds thatwould berequired of mostboroughs. The statemay be in abetter
position to assist poorer regions of the state if the funding formula were changed. The
formula might be adjusted to increase the required local contribution of the "richer"
districts and reduce the state’s share. This could be done while maintaining the
standards required under the federal PL-874 relating to disparity in local studentexpen-
ditures among schcol districts.

B. The state mightalter provisions concerning the distribution of resource revenues toensure
a more equitable sharing of the benefits. For example, the status quo with respect to
currentmi mcdpal taxation of existing oil and gas exploration, production and transpor-
tation property might be imposed as future limitations for municipalities. Thus,
municipalities would be precluded from raising currentrates of taxation and from taxing
future oil and gas properties. Thestate could then "pool" revenues received from taxes
which it levies on such properties under AS 43.56.010. That pool of funds could then be
used tomoreequitably share revenues with other regions which lack adequate revenues.

C. ForFY 87 eleven of the twelve boroughs in the state received between $101.55 arid $125.31
per qualifying resident (population outside of dties) under the Munidpal Assistance
program. However, one borough received $487.69 for each qualifying resident. The
289.2% disparity in per capita funding between the borough with the highest funding
rate and the borough with the next highest rate had nothing to do with financial need.

Although munidpalities enjc broad authorities to tax, there are some limitations which
might be eased in order to help make borough government more viable. For example, AS
43.20.290 prohibits a munidpality from levying an income tax. There are some regions of the
state in which non-iesidents (individuals from both outside the area and the state) gain
significant economic benefits from the region (e.g., fishing industry). A borough which
presently levies only sales or property taxes might be able to shift a substantial portion of the
tax burden onto non-residents through the enactmentof an income tax. Prudent limitations
on such expanded authorities would, of course, be expected.
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FY '88
January 1,1986 Projected
School District Full Taxable Value Students
1. North Slope Borough $13,570,786,300 1,231
2. Yukon Flats REAA 1,035,432,040 390
3. Copper Rivei REAA 1,198,725,880 561
4. ChugachREAA 1,843,290,222 1/260
5. Yukon Koyukuk REAA 934,498,200 1,022
6. Delta Greely REAA 813,113,635 1,027
7. Anchorage Borough 19,343/356,800 38,874
8. Kenai Peninsula Borough 3,905,341,700 8,414
9. Bristol Bay Borough 101,541,000 231
10. Juneau Borough 1,688,992,300 4,244
11. Aleutian Region REAA
(includes Aleutians Fast Borough) 206,485,320 528
12. Ketchikan Gateway Borough 904,384,100 2,450
13. Fairbanks Borough 4,726,913,900 13,158
14. Matanuska-Susitna Borough 2,716,755,900 8,940
15. Haines Borough 97,621,600 360
16. Sitka Borough 441,175,000 1,637
17. Kodiak Island Borough 552,447,400 2,319
18. Southwest Region REAA 157,571,260 960
19. Southeast Island REAA 358,763,515 2,202
20. Chatham REAA 131,333,718 882
21. Northwest Arctic Borough 235,045,200 1,637
22. Bering Straits REAA 240,477,297 2,010
23. Lower Kuskokwim REAA
(including Yupiit) 321,017,462 2,963
24. Pribilof REAA 14,153,160 152
25. Railbelt RE AA 30.176,160 346
26. Alaska Gate** Wi REAA 45 4 523
27. Lake & Peninsula REAA 30,540,520 369
28. Iditarod REAA 23.481/360 392
29. Lower Yukon REAA
(including Kashunamiut) 89,378,063 1,657
30. Kuspuk REAA 19.839,960 371
31. Adak REAA 0 600
32. Annette Island REAA 0 432

Department of Community and Regional Affairs

Table 1
Taxable Values Per Student

Value
Per

Student

11,024,197
2,654,954
2,136,766
1,462,929

914,382
791,737
497,591
464,148
439,571
397,972

391,071
369,136
359,243
303,888
271,171
269,502
238,227
164,137
162,926
148,904
143,583
119,640

108,342
93,113
87,214
87,051
82,782
59,901

53,940
53,477
0
0
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Table 1, Notes:

1. The estimates of vaues of taxable property and the estimates of numbers of
students within regional educational attendance areas (REAAS) include those
for home rule and first class cities located within the boundaries of the REAAs.

2. The estimates of the values of taxable property are as of January 1,1986.

3. The estimates of the numbers of students are based upon projected entitle-
ments for the 1987 -1988 school year.

sources: 1) Alaska Taxable. 1986. Vol. XXVI January 1987, State of Alaska
Department of Community and Regional Affairs, Municipal and Regional
Assistance Division; 2) Estimated Value of Regional Education Attendance
Areas. State Assessor, revised 4/14/87; and 3) a review - The Alaska Public
School Foundation Funding Program - Effective Tulv 1.1987. Alaska Depart-
ment of Education, prepared May 28,1987.

GD
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TABLE 2

FY 87 DISTRIBUTION OF BUSINESS FISHERIES TAX
IN CITIES WITHIN THE UNORGANIZED BOROUGH (BY REAA)

% OF $ DISTRIBUTED

BUSINESS FISHERIES IN UNORGANIZED
NAME TAXES BOROUGH
Southeast Island REAA
Kake 31,190.13
Klawock 7,122.20
Petersburg 636,229.42
Wrangell 70,3752
TOTAL 744,917.67 32.8%

Aleutian Region REAA
(excluding Aleutians East Borough)
Unalaska 538,147.14 23.7%

Chugach REAA

Cordova 387,454.87
Valdez 65,040.68
Whittier 12.774.82
TOTAL 465,270.37 20.5%

Lake and Peninsula REAA

Chignik 179,266.55 7.9%
Chatham REAA
Hoonah 30,515.34
Pelican 106,405.08
Skagway 23.25
Tenakee Springs 132.31
Yakutat 41.453.61
TOTAL 178,529.59 7.8%

Lower Kuskokwim REAA
Bethel 59,476.66
Toksook Bay 77.21
TOTAL 59,553.87 2.6%



V.
TABLE 2 (continued)
BUSINESS FISHERIES
NAME TAXES
Southwest Region REAA
Dillingham 35,025.99
Togiak 17.019.95
TOTAL 52,045.94

Lower Yukon REAA

Emmonak 15,170.50
Marshall 5,852.33
Mountain Village 19,796.95
Saint Mary's 39.88
TOTAL 40,859.66

Yukon-Koyukuk REAA

Galena 8,882.86
Kaltag 1,575.64
Nenana 1,826.04
Nulato 11.62
TOTAL 12,296.16

Iditarod Area REAA
Anvik 1,557.20

Pribilof Islands REAA
Saint George 528.53

Kuspuk REAA
Aniak 189.66

Source: Department of Revenue

Regional Government Study

% OF SDISTRIBUTED
IN UNORGANIZED
BOROUGH

2.3%

1.89%

0.5%

0.1%

insignificant

insignificant

CAUTIONS: Entitlements to revenues are based upon reports of fish processing
activities which occur within the boundaries of municipalities. Where significant fish
processing activities occur outside the boundaries of a municipality they are not
reflected in this table. Thus, this table may tend to underestimate the value of some

regional fisheries.

GD
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TABLE 3

EX-VESSEL VALUES OF COMMERCIAL FISHERIES HARVESTS

(ALL SPECIES) FOR AVERAGE OF
SURVEY YEARS (GENERALLY 1975-1982)

Management Area

Total of Average

Bristol Bay $148,455,000
Southeastern 69,049,000
Kodiak 68,845,000
Bering Sea 51,348,000
Prince William Sound 35,975,000
Cook Inlet 35,807,000
Peninsula Aleutians 35,479,000
Chignik 12,909,000
Dutch Harbor 9,356,000
Lower Yukon 4,746,000
Kuskokwim 3,512,000
Yakutat 3,108,000
Adak 2,696,000
Norton Sound 1,696,000
Kotzebue 1,433,000
Upper Yukon 776,000

These figures are an indication of thestrength of theregional fishery. However, itshould
be noted thatboundaries of districts for various fish spedes extend beyond the three mile
limit of state jurisdiction. There is also no indication what amount of these fish landed
are actually processed within the boundaries of these managementdistricts. Finally, the
districts for the species of fish, although they have the same name, are not co-terminus,
therefore may not present the same opportunity for revenue. For example, the Bristol
Bay district for salmon is certainly expanded under the Bristol Bay district for king crab,
which is again different for Bristol Bay herring. Further details on the resources of the
districts and the boundaries of the disricts are available from the Department of Com-
munity and Regional Affairs.

(source: Alaska Habitat Management Guide. Economic Overview of Fish and
Wildlife. Vol. I. Commercial Fishing. State of Alaska, Department of Fish and Game,
Division of Habitat, 1986.)
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TABLE 4

1984 PER TAPITA INCOME

Federal Census. Area

1
2
3
4.
5.
6
7
8
9

10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.

The above personal income data from the U.S. Department Commerce includes all possible
legal sources of income. There are three primary components to personal income: 1) earn-
ings, 2) dividends, interest and rent, 3) transfer payments.
earnings which is the sum of wages and salaries, other labor income (work or tips) and
proprietors' income. Transfer payments are derived from government assistance to indi-
viduals. In Alaska, these include permanent fund dividend payments and unemployment

payments.

Noncash sources of goods and services, which are important in many Alaskan rural census
areas, are not included in personal income data. The data may be further misleading since
many census areas with low per capita income have exceptionally high costs for energy,
food and other goods and services not reflected in this table.

(source: Greg Huff and Judy Hallanger, "Income Measures," Alaska Economic Trends.

North Slope Borough

Juneau Borough

Fairbanks North Star Borough

Bristol Bay Borough

Anchorage Borough

Ketchikan Gateway Borough
Valdez-Cordova Census Area

Haines Borough

Aleutians Islands Census Area (includes AEB)
Skagway-Yakutat-Angoon Census Area
Sitka Borough

Wrangell-Petersburg Census Area
Prince of Wales-Outer Ketchikan Census Area
Nome Census Area

Matanuska-Susitna Borough

Kenai Peninsula Borough

Southeast Fairbanks Census Area
Kodiak Island Borough

Northwest Arctic Borough

Dillingham Census Area

Bethel Census Area

Yukon-Koyukuk Census Area
Wade-Hampton Census Area

Vol. 7, No. 9 p. 11, September 1987).

Per Capita Income

$26,077
21,253
20,764
20,472
19,188
18,138
17,536
17,250
16,715
16,124
16,090
15,812
14,460
14,265
14,197
13,237
12,685
11,826
11,822
10,852
10,050
9,537
7,466

The largest component is
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>
TABLE 5
1986 ALASKA AVERAGE MONTHLY WAGE
federal Cenaua.Aiea Average Monthly Wage
1. North Slope Borough $3,695
2. Haines Borough 2,680
3. Southeast Fairbanks Census Area 2/359
4. Valdez-Cordova Census Area 2/351
5. Anchorage Borough 2,278
6. Fairbanks North Star Borough 2,229
7. Ketchikan Gateway Borough 2,209
8. Juneau Borough 2,199
9. Yukon-Koyukuk Census Area 2,144
10. Kenai Peninsula Borough 2,132
11. Prince of Wales-Outer Ketchikan 2,129
12. Bristol Bay Borough 2,127
13. Wrangell-Petersburg Census Area 2,118
14. Sitka Borough 2,105
15. Skagway-Yakutat-Angoon Census Area 2,097
16. Aleutian Islands Census Area (W/AEB) 2,055
17. Nome Census Area 1,997
18. Northwest Arctic Borough 1,991
19. Matanuska-Susitna Borough 1,934
20. Dillingham Census Area 1,916
21. Bethel Census Area 1,842
22. Kodiak Island Borough 1,729
23. Wade Hampton Census Area 1,655

Average monthly wages are compiled by dividing total yearly payroll by average yearly
employent and then further dividing by 12.

A pointto keep in mind is that these figures could be skewed at either the high end or the low
end of the scale. For example, industries characterized by high proportions of part-time
workers will have average monthly wage levels appreciably below the actual monthly levels
of regular full-time employees and of those industries that have few part-time workers. The
retail trade and services industries are prime examples of this situation.

The opposite effect characterizes industries with low proportions of part-time workers or
industries which typically schedule heavy weekend and overtime work. Examples of this
situation are the construction and oil and gas industries. Thus, areas of the state with these
types of primary industries can attribute a large percentage of their average monthly wage to
the effects of these dynamics.

(source: Greg Huff and Judy Hallange-, "Income Measures," Alaska Fconomic Trends.
Vol. 7, No. 9 p. 17, September 1987).
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TABLE 6
1986 UNEMPLOYMENT RATES

Federal.Census. Area Unemployment Rate (%)
1. Matanuska-Susitna Borough 18.3
2. Kenai Pen: ula Borough 17.6
3. Skagway-Yu. utat-Angoon Census Area 17.2
4. Yukon-Koyukuk Census Area 17.0
5. Northwest Arctic Borough 15.7
6. Prince of Wales-Outer Kechikan Census Area 15.1
7. Southeast Fairbanks Census Area 14.9
8. Fairbanks North Star Borough 13.9
9. Nome Census Area 13.8
10. Wade Hampton Census Area 13.6
11. Haines Borough 13.0
12. Wrangell-Petersburg Census Area 111
13. Valdez-Cordova Census Area 11.0
14. Ketchikan Gateway Borough 10.5
15. Bethel Census Area 10.1
16. Sitka Borough 8.7
17. Juneau Borough 8.6
18. Bristol Bay Borough 8.4
19. Anchorage Borough 8.4
20. Dillingham Census Area 8.1
21. Kodiak Island Borough 7.4
22. North Slope Borough 6.1
23. Aleutian Islands Census Area (w/AEB) 3.5

(source: Alaska Department of Labor, Research and Analysis Division, monthly
report:;).
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TABLE 7

1986 POPULATION DENSITIES

School District
(Boio.ugh/REAAI

Anchorage Borough

Adak REAA

Ketchikan Gateway Borough
Pribilof Islands REAA
Fairbanks North Star Borough
Juneau Borough

Kenai Peninsula Borough
Kodiak Island Borough
Matanuska-Susitna Borough

. Bristol Bay Borough
. Sitka Borough

Southeast Island REAA
(includes Annette Island)

Haines Borough

Lower Kuskokwim REAA
(includes Yupiit REAA)

ChugachREAA

Aleutian Region REAA

Bering Straits REAA

Lower Yukon REAA

(includes Kashunamiut REAA)

Delta/Greely REAA
Chatham REAA
Aleutians East Borough
Southwest Region REAA
Northwest Arctic Borough
Railbelt REAA

Copper River REAA
North Slope Borough
Alaska Gateway REAA
Kuspuk REAA
Yukon-Koyukuk REAA
Lake and Peninsula REAA
Iditarod Area REAA
Yukon Flats REAA

Population

248,263
3,169
14,314
790
75,079
29,370
43,612
13,952
44,280
1,271
8,221

11,468
1,847

11,644
6,771
2,052
8,403

6,027
1,634
3,634
2,017
4,180
6,696

969
2,464
8,308
2,062
1,021
4,873
1,556
1,705
1,657

Land Area
(sg. ml)

1,884
205
1,250
75
7,500
3,100
14,697
5,440
20,544
1,200
7,927

15,092
2,620

24/304
14,700

5,488
26,460

19,600

6,860
15,484

8,868
22,148
36,000

9,212
24,892
88,281
23,520
12,348
64,484
29,400
47,824
59,388

Persons/.
Square Mile

131.77
15.46
11.45
10.53
10.01

9.47
2.97
2.56
2.16
1.06
1.04

.76
.70

48
46
37
.32

31
24
23
23
19
19
11
10
.09
.09
.08
.08
.05
.04
.03
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Table 7, CAUTIONS:

Population densities were computed by dividing the area of each region (total square
miles of each district) by its total population. While population densities can provide
some indication of the relative ease with which services may be provided to a region,
other factors may have an even greater influence on the delivery of services. Examples
ofsuch factors include transportation facilities/networks serving aregion and the geo-
graphic location of communities within a region.

Also, consideration of population densities alone may be misleading. A region, as

reported in this publication, may consist of only one or two densely populated
communitieswithin alarge areawhich is otherwise virtually unpopulated (e.g., Sitka).

(source: Department of Community and Regional Affairs).
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TABLE 8
1980 ALASKA POPULATION
RACIAL COMPOSITION
(IN ALPHABETICAL ORDER)

Federal Census Area AK Natiy.e Wh;te Qthei
% % %
Aleutian Island Census Area
(includes AEBY¥) 25 61 14
Anchorage Borough 5 85 10
Bethel Census Area 84 15 1
Bristol Bay Borough 33 60 7
Dillingham Census Area 76 23 1
Fairbanks North Star Borough 6 85 9
Haines Borough 13 85 2
Juneau Borough 11 84 5
Kenai reninsula Borough 7 91 2
Ketchikan Gateway Borough 12 84 4
Kodiak Island Borough 19 71 10
Matanuska-Susitna Borough 4 94 2
Nome Census Area 79 20 1
North Slope Borough 77 22 1
Northwest Arctic Borough (Kobuk
Census Area) 85 14 1
Prince of Wales-Outer Ketchikan CA 43 54 3
Sitka Borough 21 74 5
Skagway-Yakutat-Angoon Census Area 42 56 2
Southeast Fairbanks Census Area 13 79 8
Valdez-Cordova Census Area 13 83 4
Wade Hampton Census Area 93 6 1
Wrangell-Petersburg Census Area 19 78 3
Yukon-Koyukuk Census Area 55 42 3

*At the time of the 1980 census, the Aleutians East Borough was not in existent At the time of
its incorporation in 1987 the racial composition of the borough was estimated to be 63.7% native

and 36.3% other.

The data on race were derived from answers to a question on the 1980 census form which was
asked of all persons. The conceptofrace as used by the Census Bureau reflects self identification
by respondents. It does not denote any clear cut scientific definition of biological stock. Since
the 1980 census obtained information on race through selfidentification, the data represent self-
classification by people according to the race with which they identify.

(source: 1980 Census Report).



Unified * Totne Rule Municipalities

1. Municipality of Anchorage
2. City and Borough of Juneau
3. Cty and Ik rough of Sitka

Home Rule Boroughs

4. North Slope Borough

5. Northwest Arctic Borough
(note: NAB adopted a Home
Rule Charter 10/6/87)

Second Class Boroughs

6. Aleutians East Borough

7. Bristol Bay Borough

8. Fairbanks North Star Borough
9. Kenal Peninsula Borough

10. Ketchikan Gateway Borough
11. Kodiak Island Borough

12. Matanuska-Susitna Borough

Third Qass Boroughs
13. Haines Borough

Note: The Unorganized Borough
consists of the unshaded

Regional Educational Attendance Areas

A. Bering Straits L Yukon Flats

B. Lower Yukon M. Railbclt

C. Lower Kuskokwim N. Delta/Grocly

D. Kuspuk O. Alaska Gateway

E. Southwest Region P. Copper River

F. Lake & Peninsula Q. Chatham

G. Aleutian Region R. Southeast Island

H. Pribilof Islands S. Annette Island

I. Adak Region T. Chugach

J. Iditarod Area U. Kashunamiut (not to scale)
K. Yukon - Koyukuk V. Yupiit (not to scale)

e Location of First Class
and Home Rule Cities
situated in the
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C Regional Government Study

TABLE 9
REGIONAL COST OF LIVING DIFFERENCES

District Cost.of Liying.PilJfferential
Palmer/Wasiila .94
Petersburg/Wrangell .98
Anchorage 1.00
Seward 1.00
Sitka 1.01
Kenai/Cook Inlet 1.01
Ketchikan 1.02
Juneau 1.03
Fairbanks/Fort Yukon 1.03
Icy Strait/Lynn Canal 1.05
Kodiak 1.06
Cordova/Valdez 1.11
Aleutian Islands 1.26
Wade Hampton 1.26
Bristol Bay 1.29
Yukon-Kuskokwim 1.29
Nome 1.33
Bethel 1.39
Barrow/Kotzebue 1.45

The districts listed above represent the 1961 election districts for the state. This study pro-
vides one of the largest amounts of information that has been gathered to date about the
differing costs of living within Alaska. Factors used to determine cost of living consisted
of housing (shelter, fuels, utilities, taxes); food (meats, cereals, dairy products, fruits,
vegetables, prepared foods, non-alcoholic beverages, food away from home) transporta-
tion (gasoline, parts, repair, insurance for automobiles, snow machines, three wheelers,
boats, bus, non-local transportation); clothes (purchase and maintenance); recreation and
entertainment; medical services, hospital care, miscellaneous (cigarettes, haircuts, per-
sonal care).

(source: Alaska Geographic Differential Study, State of Alaska, Department of Admini-
stration, Division of Labor Relations, April, 1985).
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November 8, 1988
MEMORANDUM
TO: Representative Peter Goll

FROM: Karen Oakley
Legislative Analyst

RE: Options for Regional Garbage Collection and Disposal Services in
the Unorganized Borough
Research Request 89.090

vou asked this agency to investigate options, other than borough formation,
for p~ovidii ] garbage collection and disposal se-vices on a regional basis
within the unorganized borough. Specifically, you asked:

What structure will permit the collective operation of a solid waste
facility by several incorporated communities?; and

What structure will mandate that unincoroorated communities use and
help pay for the operation of a regional solid waste facility?

In this memorandum, |1 first provide background information on the Prince of
Wales Island garbage situation which motivated your questions. General
information <."0Out the regulation of garbage collection and disposal in
Alaska 1is then presented. The final section of the memorandum discusses
options for regional solid waste management in the unorganized borough.

In summary, L found that the only entity that can mandate that the public
use and pay for garbage collection and disposal services is a municipally-
owned public utility. The only means to create a garbage utility with the
power to mandate use of its services within a region of the unorganized
borough, other than forming a borough, 1is for the legislature to establish,
or provide a mechanism for establishing, special service areas, such as
those that have been established for education end coastal management.
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Background

Solid waste disposal 1is an issue of immediate concern to the 3,600 resi-
dents of the ten or so communities on Prince of Wales Island, a large
island in southern Southeast Alaska Jlocated within the ""norganized
borough.1 The primary dump for the communities of Craig and Klawock has
been on fire for several months, and the Department of Environmental Con-
servation has 1issued a Notice of Violation to the City of Klawock, the

current operator of the dump. In discussing the options for correcting the
problems of the Craig-Klawock dump, Prince of Wales Island residents have
decided tu take a regional approach. Because Prince of Wales Island has
little topsoil, conventional Jlandfills are not the most desirable solid
waste disposal option. All of the island"s communities could benefit from
construction of centralized disposal facility. At present, a incinerator/
landfill operation appears to be the most viable altr-native. Most of the

communities are connected by roads, originally built j support logging, so
transport of garbage from each community to a centralized disposal facility
is feasible.

Although Prince of Wales Island residents desire a regional solution to
their garbage disposal problem, the majority of residents do not desire to
form a borough at the present time. Thus, you have asked what entities,
other than a borough, could provide the regional garbage collection and
disposal services that Prince of Wales Island residents desire.

Regulation of Garbage Collection and Disoosal in Alaska Generally

In Alaska, garbage collection and disposal services are subject to economic
regulation. Like water, sewer, electricity, telephone, natural gas, and
cable television services, garbage collectionand disposal services may be
provided only by public wutilities certificated by the Alaska Public
Utilities Commission (APUC). Pursuant to AS 42.05.720(4) a garbage "public
utility” includes:

. . . every corporation (whether public, cooperative, or otherwise),
company, individual, or association of individuals, their lessees,
trustees, or receivers appointed by a court, that owns, operates,
maiages or controls any plant, pipeline or system for . . . furnish-
inj collection and disposalservice of garbage, refuse, trash or
otl er waste material . . .

Jprin®.e of Wales Island communities include the first class cities of
Craig, Klawock and Hydaburg, the second class cities of Kasaan and Thorne
Bay, and the wunincorporated communities of Coffman Cove, Hollis, Point
Baker, Naukati, Whale Pass and Laboucher Bay.

~This section addresses the economic regulation of garbage collection
and disposal services. Solid waste disposal is also subject to
environmental regulation pursuant to AS 46.03 and various federal Ilaws.
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Under AS 42.05.711(1), a garbage utility with annual gross revenues of
$200,000 or less 1is exempt from the rate regulation powers of the AplC
unless 25 percent of the subscribers or subscribers representing 25 percent
of the gross revenue of the utility petition the A°UC for regulation.

Under AS 29.35,050, municipalities may (by ordinance) provide systems tor
the collection and disposal of solid waste for the »*ntire municipality or

for portions of the municipality. In addition, the municipality may
require all persons in the municipality to use and pay for the collection
and disposal system. Under AS 42.05.711(b), public utilities owned and

operated by a political subdivision of the state that are not in competi-
tion with any other utility, are exempt from rate regulation by the APUC
unless they choose to be so regulated.

All garbage utilities, whether or not they are owned by a municipality and
regardless of their annual gross revenues, must be certificated by the APUC
under the provisions of AS 42.05.221 - 42.05.281. To obtain APUC certifica-
tion, the wutility must demonstrate they are fit, willing and able to
provide the utility servi®"e and that the services are required for the
convenience and necessity of the public. Relevant portions of Title 42.05
and Title 29 are found in Attachments A and B, respectively.

Options for Regional Garbage Collection and Disposal Services in the
Unorganized Borough

Under existing state law, Prince of Wales Island residents have several
options, other than forming a borough, for obtaining regional garbage
collection and disposal services for their communities. As cefined under
AS 42.05, a "public utility” can take several forms, includiig a private
company, a municipality, and an association of individuals. Whatever its
form, the public utility must be able to demonstrate that it is "fit,
willing and able"™ to provide the proposed service. Thus, Prince of Wales
Island residents could form a private garbage utility company or they could
entice an existing private garbage utility to their area. Ahernatively,
Prince of Wales Island residents could form an ‘'association* and seek
certification as a public utility. While all of these options are possi-
ble under existing law, none would allow the resultant utility to mandate
the use of the collection and disposal service by all residents tr communi-

ties within the region. The only type of utility that has tho power to
mandate that the public use (and pay for) its services is a public utility
that is owned and operated uy a municipality. Thus, to create a public

utility that 1is not part of a municipality but which has the power to
mandate the use of its services will require statutory changes.
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The most obvious method for creating this type of public garbage utility
within a regipn of the unorganized borough is for the legislature to pro-
vide (through statute) for the creation of special service areas. Under
Article X, Section 6 of the Alaska Constitution, the legislature

shall provide for the performance of services it deems necessary or
advisable in unorganized boroughs, allowing for maximum local
participation and responsibility. It may exercise any power or
function in an unorganized borough which the assembly may exercise
in an organized borough.

The assembly of a borough has the power to establish special service arpas.v
and the legislature, acting as the assembly for the ..unorgarnzedJiorWL
has previously provided for thp rrpatinn nf eHn.-at.inn anH rnactal mapagy-
ment service areas in the unorganized borough. Thus, the legislature has
the_power _to_,,also- establjish service areas within the unorganized borough.
for garbage collection and disposal. The legislature could also require
all persons in the special service areas to use and puy fees for the use of
the garbage system. In contrast to the two existing types of service
areas in the unorganized borough, which rely entirely on state and federal
funds, service areas Tfor garbage collection and disposal would presumably
rely on local revenues, specifically user fees.

In creating the special service areas for education and coastal management
in the unorganized borough, the legislature took two different

approaches.J In providing for education, the legislature defined the
boundaries of each service area in statute and mandated the provision of
educational services by the service areas. ,n providing for coastal

management, the legislature provided a mechanism by which residents of the
unorganized borough could petition to establish a coastal resource service
area within the bounds of each educational service area.

The approach taken towards providing service areas for coaital management
appears to be the most applicable to the problem of regional garbage
collection and disposal in the wunorganized borough. Because most
unorganized borough communities are isolated from one another, regional
solid waste management solutions are not universally Tfeasible or appro-
priate. Thus, mandating the formation of garbage service areas within the
entire unorganized borough does not appear desirable or necessary. Pro-
viding a mechanism whereby these regions desiring a garbage service area
could petition for the creation of a garbage service area does appear to be
an option for solving the problem faced by Prince of Wales Island resi-

dents.

3Copies of the relevant statutes, AS 14.08 (Education in the
Unorganized Borough) and AS 46.40.110 - AS 46.40.180 (Coastal Management
Programs in the Unorganized Borough), are Attachments C and O,

respectively.
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According to Tamara Cook, Director of the legislature®s Division of Legal
Services, a law creating service areas 1in the unorganized borough for
garbage collection and disposal would have to provide for the creation of
such service areas generally. A law creating a "Prince of Wales |Island
Garbage Service Area" would almostcertainly befound to conflict with
Article 11, Section 19 of the Alaska Constitution which prohibits local or
special aces. According to Glenn Miller of the Department of Environmental
Conservation (DEC), the communities along theAlaska and Glenn Highways
near Tok are experiencing .a 'garbage crisis" similar to the situation on
Prince of Wales Island.4 A lawproviding a mechanism for creating
garbage service areas in the unorganized borough would therefore be
immediately applicable to at least two regions of the unorganized borough.
Presumably, an act creating a mechanism for establishing garbage service
areas, 1in contrast to an act establishing one or two garbage service areas,
would not violate the local or special acts clause.

* *

I hope you find this information useful. If you need any additional
information, please let us know.

Attachments

4For more information about the situation in Election District 17,
you may wish to contact Glenn Miller of the DEC at 465-2666 or David
Stand iff of Representative Dick Shultz"s office in Tok a 383-2345.



THE

CONSTITUTION

of the

STATE OF
ALASKA



Purpose and
Construction

Local
Government
Powers

Boroughs

Assembly

Service
Areas

ARTICLE X
LOCAL GOVERNMENT

SECTION 1. The purpose of this article is to
provide for maximum local self-government with a
minimum of local government units, and to pre-
vent duplication of tax-levying jurisdictions. A
liberal construction shall be givento the powers of
local government unit;.

SECTION 2. All local government powers shall
be vested in boroughs and cities. The State may
delegate taxing powers to organized boroughs and
cities only.

SECTION 3. The entire State shall be divided
into boroughs, organized or unorganized. They
shall be established in a manner and according to
standards provided by law. The standards shall
include population, geography, economy, transpor-
tation, and other factors. Each borough shall
embrace an area and population with common
Interests to the maximum degree possible. The
legislature shall classify boroughs and prescribe
their powers and functions. Methods by which
boroughs may be organized, incorporated, merged,
consolidated, reclassified, or dissolved shall be
prescribed by law.

SECTION 4. The governing body of the orga-
nized borough shell be the assembly, and its com-

position shall be established by law or charter.

(The amendment to this eectlon « u approved by the voien of
the «Utc Aucuil 22. 1672 ino became effective October 14.1672.
It deleted the eecond and third tenlcBtci which epecltied city end
mon-dty reprtienutlon oo the borouth exvmbly.)

SECTION 6. Service areas to provide special
services within an organized borough may be estab-
lished, altered, or abolished by the assembly, sub-
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ject to the provisions of law or charier. A new
service area shall not be established if, consistent
with the purposes of this article, the new service
can be provided by an existing service area, by
incorporation as a city, or by annexation to a city.
The assembly may authorize the levying of taxes,
charges, or assessments within a service area to
finance the special services.

SECTION 6. The legislature shall provide for the
performance of services it deems necessary or
advisable in unorganized boroughs, allowing for
maximum local participation and responsibility. It
may exercise any power or function in an unorga-
nized borough which the assembly may exercise in
an organized borough.

SECTION 7. Cities shall be incorporated in a
manner prescribed by law, and shall be a part of
the borou, which they are located. Cities shall
have the pow,. . and functions conferred by law or
charter. They may be merged, consolidated, clas-
sified, reclassified, or dissolved in the manner pro-
vided by law.

SECTION 8. The governing body of a city shall
be the council.

SECTION 9. The qualified voters of any bor-
ough of the first class or city of the first class may
adopt, amend, or repeal a home rule charter in a
manner provided by lav.. In the absence of such
legislation, the governing body of a borough or city
of the first class shall provide the procedure for the
preparation and adoption or rejection of the char-
ter. All charters, or parts or amendments of char-
ters, shall be submitted to the qualified voters of
the borough or city, and shall become effective if
approved by a majority of those who vote on the
specific question.
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SECTION 10. The legislature may extend home
rule to other boroughs and cities.

SECTION 11. A home iule borough or city may
exercise all legislative powers not prohibited by law
or by charter.

SECTION 12. A local boundary commission or
board shall be established by law in the executive
branch of the state government. The commission
or board may consider any proposed local govern-
ment boundary change. It may present proposed
changes to the legislature during the first ten days
of any regular session. The change shall beconr >
effective forty-five days after presentation or at the
end of the session, whichever is earlier, unless dis-
approved by a resr’ution concurred in by a major-
ity of the memben. of each house. The commission
or board, subject to law, may establish procedures
whereby boundaries may be adjusted by local
action.

SECTION 13. Agreements, including those for
cooperative or joint administration of any func-
tions or powers, may be made by any local govern-
ment with any other local government, with the
State, or with the United States, unless otherwise
provided by law or charter. A citv mav transfer to
the bofdugn in which it is located any of its powers
or functions unless prohibited by law or charter,
and may in like manner revoke the transfer.

SECTION 14. An agency shall be established by
law in the executive branch of the state govern-
ment to advise and assist local governments. It shall
review their activities; collect and publish local gov-
ernment information, and perform other duties
prescribed by law.

SECTION 15. Special service districts existing at
the time a borough is organized shall be integrated
with the government of the borough as provided
by law.
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INTRODUCTION

In Alaska, all 1local government powers, including the powers of education
and taxation, are vested in boroughs--a form of local government roughly
analogous to the county--and in cities. Local government was provided for
in this way by the Alaska Constitution to ensure maximum self-government
with a minimum of local government units and tax levying jurisdictions.
Alaska currently has 13 boroughs which togetht* encompass about 35 percent
of Alaska"s land area; the remaining area constitutes a single unorganized
borough. The legislature 1is charged with the provision of services to
this unorganized borough.

The 1legislature is also charged with the duty to establish and maintain a

public school system open to all children of the state. To meet this
mandate, the legislature in 1962 established a Foundation Tfunding
program. The Foundation program has historically paid 100 percent of

operational costs not paid by the federal government Tfor schools in Rural
Educational Attendance Areas (REAAs) which are those schools located out-

side of cities within the unorganized borough. Receipt of Foundation funds
by city and borough school districts, however, has generally been contin-
gent upon raising a certain amount of funds locally. The legislature has

also paid cosLs of constructing schools within the REAAs, whereas city and
borough districts have had to rely on local revenues for construction of
schools. While the legislature in 1980 established a program to reimburse
city and borough districts for a portion of their construction costs,
funding for this program has been reduced in recent years.

Thus, while the State of Alaska can be categorized as a strong supporter of
all its schools, there are two classes of school districts in terms of this
support: The school districts in the rural portions of the unorganized
borough receive 100 percent of their operating and construction costs from
the State, while the city and borough districts donot. The complete
subsidization of schools located outside of cities within the unorganized
borough by the State raises two issues of long concern to legislators:

Disincentive to Borough Organization. School operation and
construction costs are a major component of any local government®"s
budget, and becoming a borough requires that the residents of the
area make a local contribution to education. The payment of all
school costs by the State and federal governments is a powerful
financial disincentive to seeking borough formation.
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Equity. Property owners 1in urban areas of the state pay taxes
to support schools, and equity demands that property owners in
rural areas of the state also pay taxes to support schools. The

lack of Ilocal contributions by unorganized borough residents means
that communities in the unorganized borough receive a dispropor-
tionate share of State education funds.

Eight of Alaska"s 13 boroughs were formed during 1963 and 1964 because the
legislature required their formation through passage of the Mandatory
Borough Act. The 1legislature 1is currently considering a similar bill,
House Bill 1 (HB 1), which would require REAAs and city school districts in
the unorganized borough to combine and form third class boroughs. A third
class borough has only two areawide powers: education and taxation. The
REAAs have already been delegated the authority to administer education;
HB 1 changes the status quo by requiring that the REAAs, as boroughs,
exercise taxing power for the support of education. This report is
intended to aid in the discussion of HB 1 hy:

estimating the amount of revenue each new borough would have to
raise to meet the local contribution requirement;

evaluting the effect rr borough formation on State revenues and
expenditures;

estimating the potential revenues of the new boroughs from
entitlement programs other than education; and

ssessing the need for local taxes to maintain education funding
in the new boroughs at the current level.

Chapter One provides basic information about the unorganized borough--its
political status, population, communities, economy and school system.

In Chapter Two, House Bill 1 is explained. The powers and duties of the
third class borough are described, and previous legislation similar to HB 1
is briefly discussed. I also explain the groupings of REAAs and city

districts into ‘"proposed boroughs™ whose local education costs and
potential revenues are analyzed in the remainder of the report.

In Chapter Three, the local education costs of the proposed boroughs are
discussed. The amount of local revenue each proposed borough would have to
generate to meet the requirement for local contributions to education is



INTRODUCTION

estimated, taking into consideration current Jlocal contributions. Debt
service requirements for school construction bonds and the possible savings
from consolidating districts are also discussed.

Chapter Four examines how the formation of the new boroughs would affect
State revenues and expenditures.

In Chapter Five, the potential revenues available to each proposed
borough from entitlement programs other than education are analyzed to
determine the extent to which local taxation will be required to maintain
education funding at current levels.
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CHAPTER ONE: THE UNORGANIZED BOROUGH

Political Status and Location

The borough 1is the form of regional 1local governmentin Alaska and was
devised by the framers of the Alaska Constitution to provide for 8
maximum local self-government with a minimum of local government units, and
to prevent duplication of tax-levying jurisdictions." Boroughs are the
only form of areawide government 1in Alaska, and theyalone are delegated
the power to levy taxes on an areawide basis (page ])-

At statehood, the entire state consisted of a single unorganized borough.
The legislature was given the responsibility of providing services to the
unorganized borough. Since statehood, 13 boroughs have been formed,
carving Jlage chunks out of the unorganized borough. The wunorganized
borough today contains roughly 65 percent of Alaska®"s land area; it is
rural and, for the most part, roadless. The unorganized borough touches
all regions of the state, including: western Alaska south of the Seward
Peninsula; the Aleutian Islands and all but the southern tip of the Alaska
Peninsula; much of Interior Alaska; Prince William Sound; and much of
Southeast Alaska. Twelve of the 27 House Election Districts contain
unorganized borough land,*: (pages 1-2).

Population

About 80,000 people, representing roughly 15 percent of Alaska“s
population, reside in the unorganized borough. Nearly half of unorganized
borough residents are Alaska Natives. These Natives are primarily Yu"pik
Eskimos, Athabascan, TIlirgit, Haida, and Tsimshian Indians and Aleuts, and
they represent over half of Alaska®s Native population. Their distribution
within the unorganized borough 1is clumped; Natives comprise over 50 percent
of the population in the western and interior vregions and smallp
percentages elsewhere (pages 2-4).

Communities

Unorganized borough vresidents live 1in approximately 190 communities.
Tnese communities are of four types recognized under State law: 1) Home
rule cities, 2) TfTirst class cities, 3) second class cities, and 4) unincor-
porated communities. Home rule and Ffirst class cities must exercise tand
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use planning and taxation powers, and they must establish and maintain

schools. Second class cities are prohibited from establishing a school
system; they may tax and plan but are not required to exercise these
powers. Unincorporated communities are recognized communities that have

not 1incorporated under State lav, and therefore have no local powers or
duties (pages 4-6).

There are four home rulecities, 15 first class cities, 88 second class
cities and over 80 unincorporated communities within the unorganized
borough. While home rule andfirst class cities represc.it only 10 percent
of the communities in the unorganized borough, over 30 percent of
unorganized borough vresidents live 1in home rule and Tfirst class cities.
Second class cities represent similar percentages of the number of communi-

ties and of population--about 40 percent. Unincorporated communities
account Tfor 43 Dercent of communities,but contain only 20 percent of
residents. Approximately ten percent of unorganized borough residents live

outside of any recognized community (page 6).

Economy

The communities of the unorganized borough are of two general types in
terms of their economies: i) communities with well-developed cash
economies, which are generally those that have organized as first class or
home rule cities, and 2) communities with mixed subsistence/cash economies,
which are generally those that have organized as second class cities or
which have not organized. In those communities withsubsistence/cash
economies, the <cash portion of the economy is derived primarily from
government employment and transfer payments and is therefore not
particularly robust (pages 6-8).

Fducation

Education in the unorganized borough was formerly provided by the State
through the State Operated School System, and by the U.S. Bureau of Indian
Affairs (BIA). Three major changes occurred during the 1970s which created
the school system in place today. These changes were:

The BIA transferred responsibility for its schools to the State.
The Jlegislature created the Rural Educational Attendance Areas

(REAAs) to allow for local control of schools located outside of
first class and home rule cities in the unorganized borough.
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The State constructed or renovated high schools in 126 communities
as the result of the Molly Hootch lawsuit, which required that
schools be provided in all communities where there are at Ileast
eight elementary students. Molly Hootch schools represent over 70
percent of the schools within today"s REAAs.

Today, education in the unorganized borough 1is provided by 19 city school
districts and 22 REAAs. Together these districts operate 208 schools and
provide education to over 18,000 students, thereby representing 38 percent
of the state®"s schools but only 18 percent of the state"s students. The
relatively large number of schools required to educate unorganized borough
students is due to the rural nature of the unorganized borough and to

settlement of the Molly Hootch case. Because REAAs and city districts do
not enjoy the same economies of scale that borough districts do, the costs
of operating these districts are relatively high. In FY 87, the State

expended a total of $413.4 million in operational support of schools under
the Public School Foundation Program, of which $132.9 million (32 percent)
went to schools in the unorganized borough (pages 8-9).

CHAPTER TWO; HOUSE BILL 1

House Bill 1 mandates the formation of boroughs from the wunorganized
borough. The first sponsor substitute of House Bill 1, which is the
version of HB 1 analyzed in this report, mandates the formation of third
class bcroughs from all areas which ha* *ot incorporated as a borough by

July 1, 1989. REAA boundaries f -he basis of the new borough
boundaries, and city school districts ome part of the borough school
district in which they are located. All  property, contracts and other

legal obligations, and faculty and staff of the REAAs and city districts
are transferred to the bcrough upon incorporation.

The Lieutenant Governor is required to hold elections to select the initial

assemblies of the boroughs no later than June 1, 1989. These assemblies,
which will have seven memberselected at Ularge, will provide for the form
of representation, composition and apportionment of the assembly. The

terms of all REAA and city district school board members end on the date
that the election of the initial borough assembly is held (pages 11-12).

The Third Class Borough

The third class boroigh 1is a general law municipality that exercises only
two areawide powers--education and taxation. In contrast, the other
classes of boroughs must exercise three areawide powers--education,
taxation and planning. A third class borough may exercise planning and
other powers only within a service area. In a third class borough, the
assembly 1is the school board. As in other types of municipalities, the
members of a third class borough assembly are elected at large unless
another method of election has been approved by the voters (page 12).
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Of Alaska"s 13 boroughs, only one--the Haines Borough--is a third class
borough. The third class borough was, 1in fact, created in Alaska law by
the legislative at the specific request of the people in the Haines area
(pages 13-14).

In 1985, the legislature prohibited the formation of any additional third
class boroughs. Because a third class borough can exercise discretionary
power only on a service area basis, the third class borough does not appear
to Tfully serve the purposes of the local government article of the
constitution. The prohibition of additional third class boroughs was
intended to ensure that all new boroughs provide integrated areawide
government (page 14).

Previous Similar Legislation and Legislative Study

House Bill 1 is directly analogous to the Mandatory Borough Act enacted
in 1963. The Borough Act of 1961 had allowed for the formation of boroughs
under local option, but after two years only a single borough nad formed.
The need for local areawide governments was increasing and provided the
impetus for the Mandatory Borough Act. This act required that the eight
most populous regions of the state incorporate as boroughs by January 1,

1964. As an incentive for incorporation, the legislature provided for
grants of both land and money to the new boroughs. By the deadline, four
boroughs--the Ketchikan, Sitka, Kodiak, and Juneau boroughs--had formed by
local option. Incorporation elections failed in Anchorage,

Matanuska-Susitna, Kenai and Fairbanxs, and these areas became boroughs by
default (pages 14-15).

Only Tfour boroughs have been created by local option since the Mandatory
Borough Act. The generally slow development of boroughs and the
concomitant equity problems have been of continuing concern to the
legislature. Between 1969 and 1979, the legislature considered several
bills addressing the organization and financing of regional governments in
the unorganized borough. During 1979-1981, there was intensive legislative
study of the "local government problem,” but there has been little
legislative action since. With the introduction of House Bill 1, the stage
is set for a replay of many of the issues and concerns that occupied the
1963 Legislature when it passed the Mandatory Borough Act (pages 15-16).

Configuration of School Districts Under House Bill 1

Currently, Alaska is divided into 54 school districts: 13 borough
districts, 19 city districts and 22 REAAs. House Bill 1 would affect all
22 REAAs and all 19 city districts. Each REAA would become a borough or

be part of a borough, and each city district would be subsumed by a borough
(page 16).
Analysis cf education costs and potential revenues of the boroughs created

by House Bill 1 requires some assumptions about how many boroughs would be
formed and which communities would be included 1in each borouyh. As

-vi i-



EXECUTIVE SUMMARY

prescribed by the bill, the boundaries of the REAAs in 1982 form the basis
of the new borough boundaries. Current incorporation standards require
that there be at least two communities and at least 1,000 residents.
Following these standards and the instructions of the bill, 17 "proposed
boroughs"™ were defined, as follows (pages 16-22).

Boroughs formed from single REAAs were:

Alaska Gateway;
Copper River;
Delta/Greely;
Iditarod;

Kuspuk;

Lake and Peninsula;
Rail belt; and

Yukon Flats.

Boroughs formed by combining districts were:

Aleutian Region (Unalaska, Adak and Pribilofs);

Bering Strait (Nome);

Chatham (Yakutat, Pelican, Hoonah, Skagway);

Chugach (valdez, Cordova);

Lower Kuskokwim (Yupiit);

Lower Yukon (St. Mary"s, Kashanamuit);

Southeast Island (Kake, Petersburg, Wrangell, Klawock, Craig,
Hydaburg, Annette Island);

Southwest Region (Dillingham); and

Yukon-Koyukuk (Tanana, Galena, Nenana).

CHAPTER THREE: LOCAL EDUCATION COSTS UNDER ORGANIZED STATUS

Required Local Contributions Under the Foundation Aid Program

The State of Alaska funds a major portion of the operating costs of public
schools through 1its Foundation aid program. Receipt of Foundation aid by
city or borough school districts is contingent upon local contributions
that include at least:

1) the equivalent of a four mill tax levy on the full and true value
of the taxable real and personal property in the district; or

2) 35 percent of the district"s basic need (page 26).

The "basic need"” of each district is determined by a formula that accounts
for differences in cost due to location and that provides each district
with a set amount to provide a particular type of education to a group of
students. The full and true value of taxable real and personal property is
determined by the Department of Community and Regional Affairs (DCRA) in
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consultation with the assessor of each district. The full value is based
on the value of all real and personal property that could be taxed under
State law, without vregard to what property is actually taxed by the
municipality (page 26).

To determine how much each of the proposed boroughs would have to
contribute to education, it 1is necessary to determine both its basic need

and its full property value. We assumed that the basic need of each new
borough would be the sum of basic need values for all the districts which
comprised the new borough. Full property values of the REAAs were
estimated by the Department of Community and Regional Affairs in April
1987.

7" e total full value of the proposed boroughs is $7.4 billion. Fifty-one
percent of this value 1is derived from the TransAlaska OilPipeline, 36
percent from cities, and 13 percent from property other than oil and gas

property in the REAAs. In comparison, the total full value of existing
boroughs is $48.4 billion--over six times the value of the proposed
boroughs. Most existing boroughs have full values of a billion dollars or
more. The five proposed boroughs through which the TransAlaska Oil

Pipeline passes have taxable values in the billion dollar range, but the
taxable values of the other proposed boroughs are much less, ranging from
$20 million (Kuspuk) to $359 million (Southeast Island). For those
boroughs formed by consolidating city districts and REAAs, the area outside
of cities generally represents a smaller percentage of the borough value
and a higher percentage of borough student population (pages 26-27).

In total, the proposed boroughs would be required to contribute $18.7
million for education. Under the status quo, the city districts will be
required to contribute $6.4 million. Thus, the additional amount raised
locally due to incorporation of the REAAs is $12.3 million. Required local
contributions for the proposed boroughs range from less than $100,000 to
over $3.7 million. For most boroughs, the revenue from a four mill
property tax is considerably less than 35 percent of their basic need.
Only four boroughs--all pipeline boroughs--have potential tax revenues
greater than 35 percent of their basic need. For these Tfour boroughs, the
required local contribution is 35 percent of their basic need (page 30).

In meeting the local contribution requirement, school districts may include

the following types of revenue: tax appropriations, investment earnings,
the value of in-kind fervices, State tuition payments, and ten percent of
their federal funds received under Public Law 81-874. Because these Kkinds
of revenues are considered as "local contributions,” the amount that a
district must raise through taxation to meets its required contribution Iis
reduced. Local contributions of the districts forming the new boroughs in

FY 87 were $15 million, of which only $6.3 million was tax revenue derived
from city districts (pages 30-34).
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For ten of the proposed boroughs, current local contributions exceed the
required local contributions, and these boroughs could therefore organize
without having to Ilevy any additional taxes to meet the required local

contribution. In six of these boroughs--lditarod, Kuspuk, Lower
Kuskokwim, Lower Yukon, Lake and Peninsula, and Alaska Gateway--no property
taxes are currently levied. That current contributions exceed required

contributions in these boroughs 1is generally the result of low property
values combined with high earnings on investments and high PL 81-874
payments. In the four other boroughs whose current contributions exceed
the required local contribution--Bering Strait, Aleutians West, Chugach,
and Southeast Island--the boroughs include at least one major city district
where property taxes are currently levied and a REAA with relatively low
property values (pages 44-45).

In the remaining seven boroughs, vrequired contributions exceed current
contributions, and these boroughs would have to institute taxes to meet the
required 1local contribution. The four pipeline boroughs which currently
levy u property taxes--Yukon-Koyukuk, Yukon Flats, Delta/Greely, and
Copper River--would each have to raise $1.5 to $3 million and would
therefore have to institute a property tax. Three other boroughs
(Railbelt, Southwest Region, Chatham) would have to tax to meet their
required local contribution, but because the amounts needed to be raised
are less than $200,000, these boroughs could conceivably raise the money
through sales taxation (page 45).

Changes in Foundation Aid to the Proposed Boroughs

In 1987, the legislature enacted a new and relatively uncomplicated method
to calculate the amount of Foundation aid that school districts will
receive. Under this formula, Foundation aid is equal to the basic need of
the district minus required local contributions and minus 90 percent of the
federal aid received by the district under Public Law 81-874. Under Public
Law 81-874, the federal government pays school districts for the potential
loss of tax revenue created by the presence of federal land and personnel
within the district (page 25).

Under House Bill 1, the amount of Foundation aid--given FY 88 basic
need--to the proposed boroughs would be approximately $13.5 million less

than under the status quo. For most of the proposed boroughs, the
reductions in Foundation aid are one to four percent, however, for the
pipeline boroughs, the declines are much greater--about 40 percent. For
the pipeline boroughs, the relatively large reduction in Foundation aid
stems Tfrom their higher property values. For the other boroughs, their

property tax capacity 1is low relative to their need and subtracting the
amount they could raise under a four mill tax does not substantially alter
their Foundation aid (pages 34-36).
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School Debt Service Requirements

Five of the city districts that wouU be integrated into boroughs have
outstanding bonded 1indebtedness toiailing $39." million Tfor school

construction (see below). Upon incorooration, these debts will become
borough debts to which the full faiih and credit of the borough is
pledgee. Although funds for repayments would be derived from the area

incuiring the debt, the debts will affect the new boroughs because a major
portion of their property tax capacity will be committed to debt service,
thereby reducing the amount of their tax capacity that can be exploited for
operating or other expenses (pages 36-39).

SCHOOL CONSTRUCTION BONDED INDEBTEDNESS OF CITY SCHOOL DISTRICTS

CITY BOROUGH OUTSTANDING DEBT REPAYMENT PERIOD
Nome Bering Strait $6.0 million 9 years
Unalaska Aleutians West 0.9 million 14 years
Valdez Chugach 19.8 million 13 years
Wrangell Southeast Island 8.9 million 18 years
Petersburg Southeast Island 4.5 million 11 years

Potential Savings From Consolidating School Districts

Nine of the 17 proposed boroughs will be formed through consolidation of

existing school districts and REAAs or by combining REAAs. Combining
districts should reduce costs through the consolidation of central office
administrative functions, including: school boards; superintendents”

offices; planning and research; fiscal services; central purchasing; and
statistical and data processing services.

The estimated savings from consolidation of districts under House Bill 1

total $4.6 million. For most of the proposed boroughs, the potential
savings represent from one to two percent of their expenditures. However,
for the two proposed boroughs in Southeast and for the Yukon-Koyukuk,
Aleutians West and Chugach boroughs, the potential savings are

greater--representing from four to nine percent of current expenditures,
these districts each combine two or more city districts with one or more
REAAs (pages 39-43).
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CHAPTER FOUR: EFFECTS OF BOROUGH FORMATION ON STATE REVENUES AND
EXPENDITURES

Effects on State Revenues

Alaska shares revenue with boroughs by allowing boroughs to tax oil and yds
pipeline property within the borouyh®s boundaries and through its shared
taxes programs. By creating 17 naw boroughs, House Bill 1 will decrease
State revenues hy increasing the amounts of pipeline taxes and shared taxes
going to localities (page 47).

The State taxes oil and gas pipeline property at the rate of 20 mills.
Municipalities that contain this property are required to levy and collect
a tax on the property at the same rate of taxation that applies to other
property taxedwithin the municipality, and these local taxes are credited
against the amount due tne State. Thus, for each dollar raised locally
from the pipeline, State General Fund revenues are reduced one dollar. It
the affected boroughs set their property tax rates at four mills, revenues
from taxation of the pipeline by the proposed boroughs will be about $10
million, thus General Fund revenues will be reduced about $10 million

(page 48).

Taxes or license fees from seven sources are refunded in total or in part
to the local government in which the taxed activity occured. These shared
taxes include gaming taxes, the aviation fuel tax, utility cooperative
taxes, liquor license fees, and the Tfisheries business tax. In FY 87, over
S28 million was collected from these sources, of which S10.3 million (37
percent) was refundedto local governments. Under House Bill 1, an
additional $3.2 million would be refunded (pages 50-53).

Effects on State Expend®tures

The State transfers funds to boroughs through several entitlement programs,
including the Public School Foundation, Municipal Assistance, and Revenue
Sharing programs, which provide entitlements on an annual basis. The
Transitional Assistance and Municipal Land Grants programs are nonrecurring
entitlements provided at the time of borough formation.

Required local contributions for education by the new boroughs will result
in a $13.5 million decrease in the amount the State would otherwise spend
on Foundation aid under the status quo (page 54).

Under the Revenue Sharing program, funds are distributed to
municipalities from two accounts: the Tax Resources Equalization Account
and the Miscellaneous Municipal Services Account. A municipality”s
entitlement from the equalization account is based upon how much tax effort
it makes relative to the value of its property and upon its population. To
teceive funds Tfrom the miscellaneous account, a municipality must provide
certain services.
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Each new borough that levies taxes of some sort will be eligible for

Revenue Sharing funds Tfrom the equalization account. We do not know how
much tax effort each new borough will make, so we cannot make a precise
estimate of their entitlements. We do know that formation of 17 new

boroughs will increase the total entitlement granted by statute, and the
legislature will need to appropriate an increased amount to the account to
give each municipality its full entitlement. If the new boroughs each
raise enough revenue through taxation to produce a millage rate equivalent
of 3.5, a value typical of smaller boroughs, a total of $1.4 million would
be required (pages 54-56).

Under the Municipal Assistance program, the State distributes funds to
municipalities based on Corporate Income Tax revenues generated within the

municipality. Each municipality®"s entitlement is equal to a base amount
plus a prorated share of any additional amount appropriated. For
municipalities formed prior to 1977, the base amount is the amount received
under the former Gross Business Receipts Tax program in FY 78. For

boroughs formed after 1977, the base amount is equal to the base amount
received by the existing borough whose population outside cities most
clsely approximates the population outside cities of the i.ew borough(page

The formation of the 17 new boroughs will add $3.8 million to the total

base entitlement, raising it from $10.6 to $14.4 million. The base
entitlements of most of the boroughs would be relatively small amounts,
i.e. less than $35,000. Three of the boroughs (Southeast Island, Copper

River, Delta/Greely), however, have populations that most closely
correspond to the population of the North Slope Borough, which had FY 78
business tax refunds totalling $1.2 million. For these boroughs, the base
entitlement is $1.2 million (page 57).

The formation of 17 new boroughs will increase the portion of the Municipal
Assistance fund devoted to "base" entitlements, thereby decreasing the
portion that 1is "excess" and divided on a per capita basis. If the total
appropriation to Municipal Assistance were to remain the same--$%$65
million--and the 17 new boroughs were formed, the excess entitlement would
drop from $99 to $88 per capita. To keep the excess entitlement at $99
per capita, an additional $6.1 million would be required (page 59).

The State provides grants to new boroughs to help defray the costs of

transition to borough government. The grants are $300,000 for the f:rst
full or partial fiscal year, $200,000 for the secondyear, and $100,000 for
the third year. The total amount that would be needed for organization

grants for the 17 new boroughs would $10.2 million; these monies would be
disbursed over a three year period (page 59).

The Department of Community and Regional Affairs (DCRA) is required to
assist each new borough in establishing the initial sales tax department
and in determining the initial property tax assessment roll, If the new
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borough establishes these taxes. We do not know how much would be
required for DCRA to Tfulfill each of these obligations, but a considerable
sum could be required, particularly if the new boroughs choos-i to institute
a property tax (page 59).

New boroughs are entitled to a general land grant equal to ten percent of
the maximum total acreage of vacant, unappropriated and unreserved State

land within their bounds. However, a newborough may not receive more than
20 acres per person. The estimated total land entitlement for the
proposed boroughs is 787,231 acres. Estimated costs to transfer these

lands are $1 million, to be expended over several years (page 60).

In summary, the effects of borough formation on oil and gas property tax
and shared tax vreceipts will largely offset the $13.5 million annual
reduction in Foundation aid. An additional $8 million will be required
annually for the Municipal Assistance andRevenue Sharing programs, if the
entitlements of existing municipalities are to stay the same, and an
estimated $12 million will be vrequired for initial borough formation
expenses (pages 60-63).

CHAPTER FIVE: POTENTIAL REVENUES OF THE PROPOSED BOROUGHS AND THE
NECESSITY OF LOCAL TAXES FOR EDUCATION

The need for local taxes for education in the proposed boroughs was
analyzed by examining the net change in education revenues that would occur
upon organization. To a third class borough, whose only areawide powers
are education and taxation, revenues from the shared taxes, RevenueSharing
and Municipal Assistance programs are, in fact, education revenues.These
additional entitlements will offset, to varying degrees, the reductions in
Foundation aid. In addition, savings from consolidation should also offset
the reductions in Foundation aid (page 65).

Local taxes will be required in the new boroughs if current local
contributions are less than the required local contribution. In addition,
boroughs must tax to maintain education expenditures if the combination of
additional entitlements, consolidation savings, and tax revenues necessary
to Ffulfill the required local contribution do not offset the reductions in
Foundation aid (page 68).

The additional entitlements offset nearly $10 million of the $13.5 million
shortfall in Foundation aid to the proposed boroughs, and the savings from
consolidation offset another S4.6 million. The distribution of the
entitlement dollars and of consolidation savings among the proposed
boroughs is uneven, however, and some boroughs have a net increase in
revenues while other boroughs have a net decrease. For the boroughs with a
net decrease, local taxes must be levied--in addition to any taxes already
levied in cities for education and to any taxes needed to fulfill the local
contribution requirement--to maintain education funding at the current

level (page 69).
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Ten boroughs would need to levy additional taxes for education;

Six boroughs must tax to meet their required local contribution
but do not need to raise additional funds. These boroughs
include three pipeline boroughs--Yukon-Koyukuk, Delta/Greely, and
Copper River--which must each raise $1.5 to $3 million to meet
their 1local contribution, and three other boroughs--Southwest
Region, Railbelt and Chatham--which each need to raise less than
$200,000.

Three boroughs do not need to tax to meet their required local
contribution but must tax to cover the portion of the reduction in
Foundation aid not "offset by additional entitlements and
consolidation savings. These boroughs include the Iditarod and
Kuspuk boroughs, which would need to raise less than $35,000 to
maintain education funding, and the Lower Kuskowkim borough which
would need to raise $650,000.

One borough--the Yukon Flats borough--would need to raise $1.9
million to fulfill its local «contribution requirement and an
additional $11,500 to maintain education funding (pages 69-72).

Seven boroughs would not need to levy taxes--in addition to any currently
levied for education by cities within the borough--because their current
local contributions exceed their required local contributions and because
additional entitlements and consolidation savings offset the reductions in
Foundation aid. These boroughs include the Bering Strait, Aleutians West,
Chugach and Southeast |Island Boroughs, which each include city districts
that currently tax for schools, and the Lower Yukon, Lake and Peninsula and

Alaska Gateway boroughs, which are formed from REAAs. The boroughs formed
from REAAs could organize without levying local taxes and actually increase
revenues Tfor schools. For the boroughs which include cities, the current

tax appropriations for school operations could be reduced or eliminated
(page 72).

An Unexpected Result: Boroughs with More Education Revenue Than Under the
Status Quo

When the additional entitlements, tax revenues needed to fulfill the local
contribution, and consolidation savings are considered, 13 of the proposed
boroughs have more revenues for education than under the status quo:

For the Bering Strait, Chugach, Alaska Gateway and Railbelt
boroughs, the increases are less than $50,000 and are therefore
insigni ficant.
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For the Southwest Region, Yukon-Koyukuk, Lower Yukon, and Lake and
Peninsula boroughs, the increases are moderate, ranging Tfrom
$200,000 to $500,000.

For the Aleutians West, Southeast Island, Delta/Greely, Copper
River and Chatham boroughs, the increases are on the order of $1
million and are therefore signficant (page 73).

For three of the boroughs that would have increased revenues of over $1
million, the increase 1is largely due to receipt of a base Municipal

Assistance entitlement of $1.2 million. The base entitlement of a new
borough 1is the base entitlement of the existing borough that has a similar
population residing outside cities. The Southeast Island, Delta/Greely,

and Copper River boroughs each have populations outside cities that
correspond most closely to population outside cities in the North Slope
Borough. Because the North Slope Borough has a base entitlement of $1.2
million, these new boroughs would have base entitlements of $1.2 million
(pages 73-74).

Consolidation savings and Tfisheries business tax refunds are also important
in increasing education revenues for some boroughs, particularly the
Southeast Island, Chatham and Aleutians West boroughs.

The four boroughs that would not have increased education revenues are the
Lower Kuskokwim, Iditarod, Kuspuk and Yukon Flats boroughs. Without local
taxes, these boroughs would have decreased revenues.

Conclusions
In the 1long run, all of the proposed boroughs will surely have to levy

local taxes to support school operation and construction and other borough
duties, and careful study of fiscal capacity should therefore be a

prerequisite of borough formation. Nonetheless, this analysis of the
finances of the proposed boroughs dispels the commonly held notion that
there 1is a financial disincentive to borough fcrmation. In fact, the
converse 1is true: Under the current laws governing the transfer of State

funds to local governments, most areas of the unorganized borough would
benefit financially from organization.

This analysis suggests that the legislature should re-evaluate the methods
by which State funds are distributed among local governments. The method
of determining the base Municipal Assistance entitlement of new boroughs
produces inequitable results: Based solely on the number of people
residing outside cities, some boroughs would receive a base entitlement of
$7,275; others would receive a base entitlement of $1.2 million. Such
large differences in entitlements help create the situation where some new
boroughs could organize without levying additional taxes and other new
boroughs could not (pages 74-75).



CHAPTER ONE

THE UNORGANIZED BOROUGH

POLITICAL STATUS

In Alaska, regional local government is provided by the borough. The
borough was devised by the fraincrs of the Alaska Constitution to provide
for:

", . . maximum local self-government with a minimum of local govern-
ment units, and to prevent duplication of tax-levying jurisdic-
tions."1

Boroughs are analogous to counties in that boroughs provide areawide
government, but unlike counties, boroughs are the only Tform of areawide
government in Alaska, and they alone were delegated the power to levy taxes
on an areawide basis. Thus, in Alaska, the multiplicity of single purpose
jurisdictions common in other states is avoided.

Deciding that boroughs could not be expected to form immediately upon state-
hood, and that some rural areas would not be financially or otherwise ready
to organize for some years, the framers of the constitution mandated that
the state would be divided into boroughs, organized and unorganized. At
statehood, the entire state consisted of a single unorganized borough. The
legislature was given the responsibility of providing what services were
necessary to this unorganized borough, and the legislature was given the
power to exercise any power or function that the assembly of an organized
borough may exercise. In providing for services in the unorganized
borough, the legislature was to allow maximum local participation and
responsibility.

In a sense, "unorganized borough™ 1is a contradiction of terms, because a
borough is, by definition, organized. The framers of the Alaska Constitu-
tion viewed local government as the highest form of democracy and wished to
promote 1its development within the state. By dividing the entire state

~Alaska Constitution, Article X, Section 1.
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into boroughs, organized and unorganized, they expressed their view that
eventually all areas nf the state would be organized at the local level.
The legislature would simply provide services on an areawide basis until
the residents of the unorganized borough were ready to assume responsi-
bility over their affairs. As a political subdivision, the unorganized
borough may be thought of as a "holding tank™ for communities that have not
yet joined together to form a local areawide government.

LOCATION

Since the unorganized borough 1is comprised of those areas not within
organized boroughs, the boundaries of the unorganized borough are subject

to change. At statehood, the entire state constituted a single unorganized
borough. Since statehood, 13 boroughs have been formed, thereby carving
large chunks out of the wunorganized borough. The unorganized borough

today comprises roughly 65 percent of Alaska"s land area (Figure 1.1)
touching all but the most northern regions of the state and including;
western Alaska south of the Seward Peninsula; the Aleutian Islands and all
but the southern tip of the Alaska Peninsula; much of both the roaded and
unroaded portions of Interior Alaska; Prince William Sound; and, much of
Southeast Alaska.

The unorganized borough falls within 12 of the 27 House of Representative
Election Districts. Districts 17, 23 and 25 consist entirely of unor-
ganized borough land, and Districts 1, 2, 3, 6, 21, 24, 26, and 27 contain
both organized and unorganized borough lands.

The unorganized borough 1is rural and primarily roadless. Approximately
30 of the unorganized borough®s 190 communities are located on Interior
highways; otherwise, the communities 1in the unorganized borough are not
connected by roads.

POPULATION

About 80,000 of the state"s 539,600 residents, roughly 15 percent, lived
in the unorganized borough in 1985. In 1980, the population of today"s
unorganized borough was 69,949 people. Thus, over this five year
period, the population grew by 11,694 people--an increase of 17 percent.
During this same period, the population of the organized areas of the state
grew by 126,065 people--an increase of 38 percent. During the 1980s, the
population of the unorganized borough has grown at a generally slower rate

2This population figure does not include the Kobuk Census Area which
in 1980 was part of the unorganized borough but which is today the Northwest
Arctic Borough.
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than the population of the boroughs. The major component of Alaska popula-
tion growth during this period was in-migration, and as shown in Table 1.1,
the 1impact of these migrants has been felt more heavily in urban than in
rural areas.

According to the 1980 U.S. Census, which provides *he most recent assess-
ment of tl.a racial composition of Alaska®"s population, nearly 47 percent
of unorganized borough residents are Yu"pUc Eskimos, Athabascan, Tlingit,
Haida, and Tsimshian Indians, and Aleuts."" These 32,727 Natives repre-
sented 51 percent of Alaska®"s 64,949 Natives.

While Alaska Natives represent a significant proportion of the unorganized
borough population, their distribution 1is clumped. Alaska Natives com-
prise over 50 percent of the population in certain regions of the unorga-
nized borough, notably the Bethel, Dillingham, Wade Hampton and Yukon-

Koyukuk Census Areas. Alaska Natives comprise from 20 to 40 percent of
the population of the census areas in the Aleutian, Bering Straits, and
Southeastern regions. In the Southeast Fairbanks and Prince William Sound

regions, Alaska Natives comprise about 13 percent of the nopulation.

COMMUNITIES

Unorganized borough residents live 1in approximately 190 communities which
range in size from Tatalina in the Yukon Flats area with 13 people, to
Bethel, the largest community, with 4,462 people. Thesecommunities are
of four types recognized under State law:

D Home Rule Cities. These are cities that have adopted a home rule
charter specifying the powersand duties of the city. As home rule
cities located outside of a borough, these cities are required to
establish and maintain schools. They are also required to exercise
land use planning and taxation powers. There are four home rule
citiesin the unorganized borough: Cordova, Valdez, Petersburg and
Wrangell.

2) First Class Cities. These citiesdo not have charters and may
exercise only those powers conferred by State law. They must meet
certain standards for incorporationand must have populations of

or more persons. As fTirst class cities outside of a borough, these
cities must--as home rule cities must--operate a public school
system and exercise planning and taxationpowers. Thereare 15
first class cities in the unorganized borough.

3Most of Alaska®"s |Inupiag Eskimo population resides in the North Slope
and Northwest Arctic Boroughs.

400



TABLE 1.1

AVERAGE ANNUAL RATE OF POPULATION CHANGE BETWEEN 1980 AND 1985 FOR ORGANIZED
BOROUGH AND UNORGANIZED BOROUGH CENSUS AREAS

Organized Borough Census Areas Unorganized Borough Census Areas
Average Annual Average Annual
Rate Of Change Rate of Change
Matanuska-Susitna 12.98% Prince of Wales-Outer Ketchikan 4.11%
Kenai 7.73 Dillingham 3.37
Anchorage 5.10 Southeast Fairbanks 3.16
Fairbanks 5.04 Wade Hampton 2.75
Juneau 4.92 Nome 2.72
Kodiak 4.59 Bethel 2.35
North Slope 4.43 Yukon-Koyukuk 2.14
8ristol Bay 2.91 Aleutian Islands 2.11
Northwest Arctic 2.81 Wrangell-Petersbu-g 1.22
Haines 2.44 Valdez-Cordova 0.62
Ketchikan 0.66 Skagway-Yakutat-Angoon 0.44
Sitka 0.04
AVERAGE 4.47 AVERAGE 2.27

Source: Alaska Department of Labor.
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3) Second Class Cities. Second class cities must meet the same stan-
dards for incorporation as first class cities except they may have
less than 400 residents. (They may also have more than 400
residents.) Second class cities are prohibited from operating a
school district. They are not required to exercise planning power,
but they may elect to do so. They may levy both property and sales
taxes. There are 88 second class cities in the unorganized
borough.

1) Unincorporated Communities. These are recognized communities that
have not incorporated under State law and therefore have no local
powers or duties. There are over 80 of these communities in the
unorganized borough.

First class and home rule cities represent only 10 percent of the
communities 1in the unorganized borough, but over 30 percent of unorganized
borough residents live in these cities (Figure 1.2). Second class cities
represent about 40 percent of the number of communities, and about 46
percent of the population live in second class cities. Unincorporated
communities account for 43 percent of communities, but contain only 20
percent of the residents. Approximately ten percent of unorganized
borough residents live outside of any recognized community.

The above discussion categorized communities by how they are recognized
under the State municipal code. These communities may also be categorized
by how they are recognized under federal law. Some 77 villages in the
unorganized borough are recognized under the Indian Reorganization Act.
One communitj in the unorganized borough, Metlakatla, 1is an Indian village
incorporated under federal law. Of the 190 communities in the unorganized
borough, 144 are Native villages recognized under the Alaska Native Claims
Settlement Act (ANCSA). Two communities, Adak and Fort Greely, are Tfederal
military bases.

ECONOMY

A detailed description of the economy of the unorganized borough is beyond
the scope of this introductory chapter, but a general description is provid-

ed. The unorganized borough encompasses a large area that crosses regional
boundaries and therefore does not, on its own, comprise an easily defined
economic unit. In general, however, the communities of the unorganized

borough are of two economic types: 1) communities with well-developed,
relatively self-sufficient cash economies; and 2) communities with a mixed
subsistence/cash economy.

The communities with well-developed cash economies are generally the
communities that have organized as first class or home rule cities. The
economies of these communities are based on such activities as fish harvest-
ing and processing, tourism, and oil and gas transportation.
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The communities with mixed subsistence/cash economies are generally those
that have organized as second class cities or those which have not
organized. Cash in a mixed subsistence/cash economy isused to purchase
the equipment and supplies needed to undertake subsistence activities.
The cash portion of the economies of these communities 1is based primarily
on government employment and transfer payments. Tor those coastal
communities that support Tfish harvesting and processing, Tfishing may also
provide a significant source of cash.

Because much of the cash in these communities 1is derived outside the re-
gion, i.e., government payrolls and transfer payments, and because much of
the cash generated by fishing leaves the region (and the State), the cash
economy of many unorganized borough communities 1is not particularly ro-
bust. The relative fragility of the rural cash economy has been under-
scored by recent events: when the drastic drop in oil prices significantly
reduced State revenues, State funds to rural communities were also signifi-
cantly reduced, precipitating what has been termed the "rural economic
crisis.” The relative fragility of the cash economy of many unorganized
borough communities is of significance to the question of borough formation
because boroughs are dependent, in part, on local revenues.

EDUCATION

Education in the unorganized borough was provided initially by two enti-
ties: the State, through the State Operated School System, and the U.S.
Bureau of Indian Affairs (BIA), which operated schools for Alaska Natives.
During the 1970s, three major changes occurred which created the school
system of the unorganized borough today:

The BIA transferred responsibility for its schools to the State.

The Alaska Legislature created Rural Educational Attendance Areas to
allow for local control of schools located outside of first class
and home rule cities in the unorganized borough. The REAAs were
delegated the authority to operate the schools in their region. The
REAAs were similar to city and borough districts in their functions,
but because REAAs did not have the authority to tax, the State
continued to provide funds for operation and construction of REAA
schools.

The State constructed or renovated high schools in 126 communities
in the wunorganized borough, primarily within the REAAs, as the
result of the Molly Hootch lawsuit. These Molly Hootch schools
represent over 70 percent of the schools within today™s REAAs.
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Education in the unorganized borough today is provided by 19 city school
districts and 22 REAAs. Together, these districts operate 208 schools and
provide education to over 18,000 students. There were a total of 550
public schools and 102,212 students in public schools in Alaska in FY 87,
thus school districts in the unorganized borough are responsible for the
operation of 38 percent of the state"™ schools yet they educate only 18

percent of its students. The relatively large number of schools required
to educate unorganized borough students is related to the rural nature of
the unorganized borough, i.e., it has many small communities rather than

one or two large communities, and to the settlement of the Molly Hootch
case, which required that schools be provided in all communities where
there are at least eight elementary school students.

Thus, unorganized borough school districts do not enjoy the same economies
of scale that organized borough districts do, and the costs of operating
the wunorganized borough districts are consequently relatively high. The
higher costs of these unorganized borough schools arerecognized by the
State in the formula it uses to calculate the amount of Foundation aid each
district receives, and the REAAs receive a higher percentage of the total
appropriated to the Public School Foundation Program than would be expected
based on the number of students in the unorganized borough. In FY 87, the
State expended a total of $413.4 million in Foundation Tfunding of which
$132.9 million, 32 percent, went to school districts in the unorganized

borough.



CHAPTER TWO
HOUSE BILL 1

This chapter 1is devoted to a discussion of House Bill 1.4 First, House
Bill 1 is explained. Because HB 1 would create up to 21 new third class
boroughs, and because the third class borough is a rare creature-- there is
only one in the state--and thus relatively little known, a brief history
and explanation of the third class borough is provided. To put HB 1 into
perspective, previous similar legislation 1is recalled. Analysis of
education costs and potential revenues of the individual boroughs that
would be <created under HB 1 required some assumptions Dout how Rural
Educational Attendance Areas and city districts would be combined;
consolidation of REAAs and city districts into the 17 proposed boroughs
whose education costs and potential revenues are evaluated in the following
chapters 1is described.

HOUSE BILL 1

House Bill 1, introduced by Representatives Ron Larson and Curt Menard,
mandates the formation of third class boroughs from the Rural Educational
Attendance Areas, effective July 1, 1989. The current version of the
bill, Sponsor Substitute for House Bill 1 (SSK2 1), is divided into five
sections, described below.

Section 1 mandates the creation of boroughs from the REAAs on July 1,
1989 and specifies how the boroughs will be created. The REAA boundaries
in effect on July 1, 1982 will form the basis for the new borough bound-
aries. City school districts located within the boundaries of boroughs
formed under this bill will become part of the new borough school dis-
trict.

The Lieutenant Governor is required to hold elections to select the initial
assemblies of these boroughs no later than June 1, 1989. The initial assem-
bly of each borough will have seven members elected at large and will pro-
vide for the form of representation, composition and apportionment of the
assembly.

4The version of HB 1 analyzed in this report is the Sponsor Substitute
dated March 13, 1987. A copy of the bill is found in Appendix A. Just as
this report was being completed, a second Sponsor Substitute was introduced
which requires that the Local Boundry Commission determine how the
unorganized borouah should be divided into new boroughs or annexed to
existing boroughs. The new version also requires the foundation of home
rule boroughs. The second Sponsor Substitute is found in Appendix B.
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Section 2 addresses transition. The Department of Education (DOE) is
charged with assisting the transition from RFAA to borough status. On the
effective date, July 1, 1989:

all property of the REAAs and city districts becomes the property of
the boroughs;

each borough succeeds to all contracts, obligations and other
proceedings, pending or 1in effect, of the REAAs and city districts
forming the borough; and

all faculty and staff of the REAAs and city districts am trans-
ferred to the boroughs.

The terms of all REAA and city district school board members end on the
date that the election of the initial borough assembly is held.

Section 3 directs the Division of Legal Services of the Legislative Af-
fairs Agency to prepare a bill entitled "An Act relating to the unorganized
borough, school districts, and third class boroughs.™ Thii act would make
the changes necessary to implement Sections 1 and 2 of HB 1.

Sections 4 and 5 specify effective dates for the other sections. Section
5 specifies that Section 3, which directed the preparation of an implement-
ing act, would occur immediately. Section 4 specifies that Sections 1 and
2 become effective on the effective date of the act prepared under Section
3.

THE THIRD CLASS BOROU3H

The third class borough exercises only two areawide powers- education ai.d

taxation. It contrast, the other classes of boroughs must exercise three
areawide powe~s--education, taxation, and planning. While it is tempting
to classify the third class borough as simply a school district with taxing
power, that classification 1is incorrect: A third class borough may exer-

cise planning and other powers within a service area.

The third class borough 1is a general law municipality which has legislative
powers conferred by law, not by charter. In a third class borough, the
assembly 1is the school board. The mayo*" of the borough serves as both the
president of the school board and presiding officer of the assembly. As in
other types of municipalities, the members of a third class borough school
board are elected at large, unless another method of election has been
approved by the voters.

5At minimum, AS 29.05.031(b), which prohibits the formation of third
class boroughs, would have to be repealed.

-12-
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Of Alaska"s 13 boroughs, only one--the Haines Borough--1s a third class
borough.® The third class borough was, in fact, created in Alaska law
by the legislature at the specific request of the people in the Haines
area. Since long before statehood, the people of the Haines area had oper-
ated an independent school district, and it was their wish to continue
operating this district despite the constitutional provision that the only
local governmental units that could tax were cities and boroughs. Since
the Haines Independent School District encompassed areas outside the city
limits, the City of Haines could not assume the responsibilities of the
independent school district. Although the people of the Haines area contin-
ued to operate their sc! ool district, their actions were technically ille-
gal .

An early version of the Mandatory Borough Act of 1961 included Haines as
one of the several areas mandated to become boroughs by January 1, 1964
(see discussion below). These boroughs would exercise three areawide
powers--education, taxation, and planning. The Haines people were ada-
mant that they did not want to become this type of borough--they just want-
ed to operate their schools--and they were successful in lobbying for the
removal of Haines from the act.

The continued operation of their independent school district was still in
violation of the law, and recognizing that the removal of Haines from the
Mandatory Borough Act had only bought them some time, they began the pro-

cess of forming a borough. The only forms of boroughs available to them
required that the borough exercise the planning function on an areawide
basis, and the voters continued to reject borough formation. Finally, the

people of Haines went to the legislature and asked that a new form of bor-
ough be created--one which had only two mandatory areawide powers--the
powers of education and taxation. They were successful in their efforts,
and in 1969, ~he Haines third class borough was incorporated.

Today, the Haines Borough continues to operate its schools and to tax on an

areawide basis. The Haines Borough also maintains a library and a museum;
the operation of these institutions is considered to be a legitimate use of
the education power. Several Tfire district service areas have been formed,

~Current Haines Borough Mayor R.E. Henderson, who has been an active
participant in Haines area local government since before statehood, Kkindly
related the story of how the Haines Borough was formed. Further information
can be found 1in "A Short History of Haines Local Government,” a ten-page
report prepared by Karl Ward for the Haines Centennial Commission in 1980
and available from the Haines Borough.
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and one group of citizens is currently investigating the possibility of
forming a planning and zoning district. The Haines Borough sold most of
the lands it received from its land entitlement and placed the receipts in
a Permanent Fund. The earnings from this fund will eventually be used
to decrease property taxes. As a borough, the Haines Borough receives
Municipal Assistance, Revenue Sharing and Shared Taxes. These funds are
expended on education.

In 1985, the legislature prohibited the formation of additional third
class boroughs. Undoubtedly, the creation of the third class borough in
Alaska law provided for the Haines situation during a time of transition.
However, because a third class city borough can exercise discretionary
power only on a service area basis, the third class borough does not appear
to fully serve the purposes of the local government article of the
constitution, and the prohibition of additional third class boroughs was
intended to ensure that boroughs provide integrated areawide government.

PREVIOUS SIMILAR LEGISLATION AND LEGISLATIVE STUDY

House Bill 1 is directly analogous to the Mandatory Borough Act enacted
in 1963. The Borough Act of 1961 had allowed for formation of boroughs
under local option. After two years, only a single borough--the tiny Bris-
tol Bay Borough--had formed, and it was obvious that local initiative was
not working. The neeu for local areawide governments was increasing, howev-
er. There was an increasing demand for local services, particularly in the
areas outside of cities, an increasing demand for Ilocal control of essen-
tially local functions, a need to equalize tax burdens, and a need to inte-
grate the special service districts--1ike the Haines Independent School
District--into constitutional corms of local government. These needs pro-
vided the impetus for passage of the Mandatory Borough Act.

7Under AS 29.65, boroughs are entitled to ten percent of the vacant,
unappropriated and unreserved State land within their boundaries. The
Haines Borough received a land entitlement of 2,800 acres.

8Alaska Statute 29.05.031.

8This discussion of the Mandatory Borough Act relies primarily upon
"The Borough: History, Powers, and Organization,”™ pp. 1 - 80 in Jhe
Metropolitan Experiment in Alaska by Ronald C. Cease and Jerome R. Saroff,
Frederick A. Praeger, Publishers, 1968, 449 pp.
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The Mandatory Borough Act required that the eight most populous regions of

the state incorporate as boroughs. Any of the designated regions not
incorporated by local option by January 1, 1964 would become boroughs by
default on that date. To provide an incentive for incorporation, the

legislation provided for grants of both land and money to the new
boroughs. By January 1, 1964, four boroughs--the Ketchikan, Sitka, Kodiak
and Juneau boroughs--were formed by local option. Incorporation elections
failed in the Anchorage, Mitanuska-Susitna, Kenai and Fairbanks areas, and
these areas became boroughs by default.

Since the creation of eight boroughs under the force of the Mandatory Bor-
ough Act, only Tfour boroughs have been created by local option. The first
of these was the Haines Borough in 1969. In 1972, the North Slope Borough
was incorporated to take Tfinancial advantage of the presence of a world
class oil Tfield within its bounds. No boroughs were formed for 14 years.
Then, in 1986, the Northwest Arctic Borough was formed due to the impending
construction of a world class mine within its bounds. Most recently, the
Aleutians East Borough was formed, incorporating in October 1987.

The generally slow development of boroughs and the concomitant equity prob-
lems have been of continuing concern to the legislature. Between 1969 and
1979, the legislature considered at least eignt bills addressing the organi-
zation and financing of regional governments in the wunorganized
borough.10 During the period 1979 - 1981, the House and Senate Community
and Regional Affairs Committees and the Department of Community and Region-
al Affairs (DCRA) conducted an extensive study of the "local government™
problem, including holding hearings in many villages and contracting with
outside experts Tfor reports on various aspects of the problem.1l Al-
though two regions--the Yukon Flats and the Yukon-Kuskokwim Delta (Associa-
tion of Village Council Presidents area)--conducted borough formation stud-
ies during this period, neither ever held an incorporation election.

Between 1981 and the present, there appears to have been little interest at
the S"late level 1in addressing the continuing slow development of boroughs
by local initiative. With the introduction of HB 1 in 1987, the stage is

10See Section V (Legislative proposals related to organization and
financial equalization in the wunorganized bo ough) in "A Final Report
Prepared by the Joint Senate and House Community and Regional Affairs
Committee Local Government Study,”™ January 1980.

~The findings of the DCRA study were published in a report entitled
"Problems and Possibilities for Service Delivery and Government in the
Alaska Unorganized Borough,™ 1981.
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set for a replay of many of the same issues and concerns that occupied the
1963 Legislature when it passed the Mandatory Borough Act.

CONFIGURATION OF SCHOOL DISTRICTS UNDER HOUSE BILL 1

Currently, Alaska is divided into 54 school districts: 13 borough dis-
tricts, 19 city school districts and 22 REAAs. House Bill 1 would affect
all 22 REAAs and all 19 city school districts. Each REAA would become a

borough or be part of a borough, and each city district would be subsumed
by a borough.

Analysis of education costs and potential revenues of the boroughs created
by HB 1 required some assumptions about how many boroughs would be formed
and which communities would be included ineach borough.As prescribed by
HB 1, the boundariesof the REAAs in 1982 formed the basis of new borough
boundaries. The Kashanamuit and Yupiit REAAs were formed after 1982, thus
these REAAs were merged with their surrounding REAAs. All city districts
were placed within their surrounding REAAs. Current standards for incorpo-
ration of a borough require that there be at least two separate communities
and that there be at least 1,000 residents. To be consistent with
these standards, the Adak, Pribilof and Annette Island REAAs, which alone
did not meet these standards, were incorporated into adjoining REAAs.

The result is 17 newboroughs formed from 22 REAAs and 19 city school dis-
tricts. 1™ Table 2.1 shows how REAAs andcity districts were combined to
form these boroughs. These are the "proposed boroughs™ whose education
costs and potential revenues are analyzed in the remainder of this report.
Further information about these boroughs, including a listing of all

12See 19 AAC 10.160 for standards for "-poration of organized
boroughs.

A“While the combination of districts could be different than presented
here, two important effects of HB 1 on the configuration of school districts

in the state should be noted. First, the total number of school districts
would be significantly reduced. Using the assumptions made above, the
number of districts is almost halved. Second, all school districts would be

organized at the borough level.



TABLE 2.1
CONFIGURATION OF RURAL EDUCATIONAL ATTENDANCE AREAS (REAAs) AND CITY SCHOOL DISTRICTS
INTO THIRD CLASS BOROUGHS UNDER HOUSE BILL 1 AS USED IN THIS REPORT

Boroughs formed from single REAAs Boroughs formed by combining REAAs with city districts or with other REAAs

This REAA: Uill absorb these city districts: and these REAAs:
Alaska Gateway Aleutian Region Unalaska Adak, Pribilof
Copper River Bering Strait Nome
Delta/Greely Chatham Yakutat, Pelican, Hoonah, Skagway
Iditarod Chugach Cordova, Valdez
Kuspuk Lower Kuskokwim Yupi it
Lake and Peninsula Lower Yukon St. Hary"s Kashunamiut
Railbelt Southeast Island Kake, Petersburg, Wrangell, Klawock, Craig, Hydaburg Annette Island
Yukon Flats Southwest Region Dillingham

Yukon-Koyukuk Tanana, Galena, Nenana
NOTES:

1. House Bill 1 provides that the REAAs in existence in 1982 will form the basis of the new third class boroughs. Therefore, the two REAAs that
were formed after 1982 were includes in their surrounding REAAs. The Yupiit REAA was included in the Lower Kuskokwim borough, and

the Kashunamiut REAA was included in the Lower Yukon REAA.

2. Current borough incorporation standards require boroughs to have two communities and at least 1,000 residents. Therefore, the Adak,
Annette Island and Pribilof REAAs were included in adjoining REAAs.
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communities within their boundaries, is presented in Table 2.2. The
boroughs are listed in Table 2.2 in five geographic groups:

1) Western,

2) Southwestern,

3) Interior-Pipeline,

4) Interior-Highways (No Pipeline), and

5) Southeastern.

To facilitate the presentation of data about the proposed boroughs, the
sequence and grouping of boroughs used in Table 2.2 is used throughout the

report.



MULE 2.2
COMMUNITIES LOCATED WITHIN EACH OF ttE 17 THIRD CLASS BOROUGHS PROPOSED TO BE CREATED UNDER HOUSE BILL 1

UESIERN ALASKA BOROUGHS

BERING STRAIT LOWER YUKON LOWER KUSKOKWIH IDITAROO KUSPUK
Typo Name Populat ion Type Name Population Type Name Population Type Name Populat ion Typo Name Populat ioi
FCC Nome 3,191 FCC  St. Mary®"s 458 SCC  Akiachak 459 ScC Anvik 83 SCC  Aniak 481
Akiok 289 Gray ling 225 Chuathbaluk 124
see  Brcvig Mission 164 see  Chevak 532 Atmautlunk 234 Holy Cross 238 Lower Kalskag 281
Diomede 158 Enmonak 613 Bethel 4,006 McGrath 509 Upper Kalskag 154
El iin 237 Fortuna Ledge 281 Chefornak 277 Nikolai 122
Goirhet ( 494 Hooper Bay 686 Eek 257 Shagcluk 144 UNIN Crooked Creek 126
Golovin 131 Kotlik 409 Goodncws Bay 241 Red Devi | 42
Koyuk 202 Mountain Village 682 Kasigluk 405 UNIN Lime Village 48 Sleetmute 130
Saint Michael 287 Pilot Station 425 Kwethluk 546 Takotna 54 Stoney River 92
Savoonga 487 Russian Mission 231 Mekoryuk 152 Telida 38
Shaktool ik 163 Scommon Bay 304 Napakiok 299 Balance 64
.Shismaref 410 Sheldon Point 124 Napaskiak 303 Balance 102
Stclibins 372 Newtok 207
Tel ler 247 UNIN Pitkas Point 106 Nightmute 153
Unalaklcet 759 Nunopi tchuk 356
Wales 143 Balance 184 Platinum 65
While Mountain 164 Quinhagak 453
Tooksook Bay 362
UNIN Perkinsvilie 45 Tuluksak 321
Tununak 318
Balance 122
UNIN Kipnuk 408
Kongiginak 291
Kwiggillinock 244
Oscarvilie 63
Tuntutuliak 293
Balance 338

TOTAL POPULATION 7,776 5,035 11.340 1,563



TABLE 2.2 (Continued)
COMMUNITIES LOCATED WITHIN EACH Of THE 17 THIRD CLASS BOROUGHS PROPOSED 10 BE CREATED UNDER HOUSE BILL 1

SOUTHWESTERN ALASKA BOROUGHS

SOUTHWEST REGION LAKE AND PENINSULA ALEUTIANS WEST
Type Name Population Type Name Population Type Name Populatioi
fCcC Dillingham 2,141 see Chignik 129 FCC Unalaska 1,331
Newhalc.ii 165
see  Alakanuk 556 Nondalton 234 see  Akutan 80
Alcknagik 180 Port Heiden 108 Saint George 191
Clarke®s Point 79 Saint Paul 466
Ekuok 107 On IN Chignik Lagoon 40
Manokotak 309 Chignik Lake 164 UNIN  Adak 4,665
New Stuyahok 339 Egegik 112 Atka 93
Togiak 556 Igiugig 38 Nikolsi 46
1lianna 126
UNIN Koliganek 161 Ivanof Boy 49 Balance 25
Levelock 109 Kokhanok 68
Portage Creek 35 Pedro Bay 70
Twin Hills 44 Perryville 137
Pilot Point 79
Balance 87
Balance 41
TOTAL POPULATION 4,703 1,560 6,897



TABLE 2.2 (Continued)

COMMUNITIES LOCATED WITHIN EACH OF THE 17 THIRD CLASS BOROUGHS PROPOSED TO BE CREATED UNDER HOUSE BILL 1

type

FCC

see

UNIN

YUKON-KOYUKUK

Name Population
Galena 947
Nenana 544
Tanana 425
Al lakakct 188
Bettles/Evansvi lle 86
Hughes 92
Huslia 272
Kaltag 278
Kovukuk 143
Nulato 368
Ruby 241
Canpion Station 12
Indian Mountain r
Manley Hot Springs 88
Hinto 209
Balance 813
A, 719

TOTAL POPULATION

Type

SscC

UNIN

YUKON FLATS

Nome Population
Fort Yukon 678
Arctic Village 132
Beaver 80
Birch Creek 29
Central 42
Chalkyitsik 94
Circle 94
Rampart 59
Steven®s Village 97
Tatalina 13
Venetie 237
Balance 41
1,596

INTERIOR ALASKAPIPELINE BOROUGHS

Type

SCC

UNIN

DELTA/GREELY

Name

Delta Junction
Big Delta

Fort Greely
Hcaly Lake

Balance

Population

1,299
388
1,672
37

1,353

4,749

COPPER RIVER

Type N me

UNIN Chistochina
Chitina
Copper Center
Gakona
Glennalten
Gulkana
Kenny Lake
Lower Tonsina
Paxson
Stana
Tazlina
Tonsina

Balance

Population Type Name
64 HRC  Cordova
40 Valdez
229
82 SCC  Uhillier
499
98 UNIN Eyak
37 Tati tlek
38
33 Balance
57
38
130
1,569
2,914

CHUGACH

Population
1,901
3,271

344

44
112

409

6,081



TABLE 2.2 (Continued)
COMMUNITIES LOCATED WITHIN EACH OF THE 17 THIRD CLASS BOROUGHS PROPOSED TO BE CREATED UNDER HOUSE BIIL 1

INTERIOR ALASKAF-HIGHWAYS (NO PIPELINE) UOROUGIIS SOUTHEASTERN ALASKA BOROUGHS
RAILBELT ALASKA GATEWAY CHATHAM SOUTHEAST  ISLAND
Type Name Population Typo Name Population Type Name Pofulation Type Name PojxJlat ioi
see  Anderson 566 see  Eagle 185 FCC Hoonah 917 FCC  Craig 924
Pelican 234 Hydaburg 463
UNIN Cantwell 91 UNIN Chicken 48 Skagway 610 Kake 634
lealy 414 Dot Lake i Yakutat 456 Klawock 613
McKinley Park 65 Mcntasta 66
Usibclli 6 Northway 146 see  Angoon 583 HRC  Petersburg 3,145
Tanacross 149 Tenakee Springs 142 Wrangell 2,387
Balance 203 Tetlin 89
Tok 692 UNIN EIfin Cove a7 see Kasaan 83
Gustavus 217 Kuprcanof 41
Balance 580 Port Alexander 131
Balance 317 Thorne Bay 412
UNIN Annette 158
CBpe Pole 50
Coffman Cove 272
Hyder 73
Metlekatla 1,270
Meyers Chuck 53
North Wale Pass 83
Point Baker 108
Balance 970
TOTAL POPULATION 1,345 2,032 3,528 11,870
NOTES:
1. Population figures are for 1986 from the Alaska Department of Labor.
FCC=First Class City HRC=Home Rule City SCC=Second Class City UNIN=Unincorporated Community Balance=Population residing outside any community



CHAPTER THREE

LOCAL EDUCATION COSTS UNDER ORGANIZED STATUS

3orough and city governments have historically paid a portion of school

operation and construction costs. Upon organization as a borough, tho
residents of the Rural Educational Attendance Areas will be required to
contribute a portion of the costs of operating their public schools. In

addition, they will have to pay at least some of the costs for school
construction.

In this chapter, the local share of the costs of public education of the 17

proposed boroughs 1is discussed. First, the local contribution required
under the Public School Foundation Programfor each of the proposed
boroughs 1is estimated, and changes in the amount of Foundation aid received
by each borough are computed. Required 1local contributions are then

compared to current local contributions to get an indication of how much
additional revenue each borough would have to raise, presumably through
taxation. Several city districts have bonded debt for school construction,
and the impact of these deots on the affected boroughs is discussed.
Finally, because nine of the 17 proposed boroughs will be formed through
consolidation of districts, the potential magnitude of reduced
administrative costs is estimated.

In summary:

The total full value of the proposed boroughs is $7.4 billion.
Fifty-one percent of this value is derived from the TransAlaska O0il
Pipeline, 36 percent from cities, and 13 percent from non-oil and
gas property in REAAs.

Required local contributions of the proposed boroughs would total
$18.7 million, of which $12.3 million wouldbe derived from the
REAAs.

The amount of Foundation aid received bythe proposed boroughs would
be $13.5 million less than would be vreceived by the districts
forming the boroughs under the status quo. For most of the proposed
boroughs, the reductions are on the order of one to four percent,
but for the pipeline boroughs, the reductions are much greater--on
the order of 40 percent.
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LOCAL EDUCATION COSTS UNDER ORGANIZED STATUS

Ten of the 17 proposed boroughs have current contributions in
excess of required contributions and could therefore organize
without having to levy any additional taxes to meet the required
local contribution.

Seven boroughs would have to institute taxes to meet the required
local contribution. The four pipeline boroughs which currently
levy no property taxes would each have to raise on the order of $1.5
to $3 million and would therefore have to institute a property tax.
Three other boroughs would have to tax to meet their required local
contribution, but because the amounts needed to be raised are less
than $200,000, these boroughs could conceivably raise the money
through sales taxation.

Live of the city school districts that would be integrated into
boroughs have outstanding bonded indebtedness totalling $39.6
million for school construction. Upon incorporation, these debts
will become borough debts to which the full faith and credit of the
borough is pledged. Although funds for repayment would be derived
from the city incurring the debt, the debts will affect the new
boroughs becau*f a major proportion of their property tax capacity
will be committed to debt service, thereby reducing the amount of
their tax capacity they can exploit for operating or other expenses.

Savings from consolidation of districts are estimated to be roughly
$200,000 Tfor each district subsumed. For the two boroughs in
Southeast Alaska, which each consolidate several districts, the
savings are potentially significant, representing from seven to nine
percent of current expenditures.

REQUIRED LOCAL CONTRIBUTIONS UNDER THE PUBLIC SCHOOL FOUNDATION PROGRAM

The State of Alaska funds a major portion of the operating costs of public
schools within the state through a Foundation program. Under the
Foundation method of school funding, the State guarantees a certain level
of support to all school districts.

~See "Public School Financing in Alaska," by Jay Livey and Gretchen
Keiser, House Research Agency Report 87-A, February 1987, for a history of
the Public School Foundation Program.



LOCAL EDUCATION COSTS UNDFR ORGANIZED STATUS

A local contribution was required under Alaska®"s first Foundation law
enacted in 1962, and local governments were then contributing about 33
percent of their school district®"s revenues. The local share of school
operating revenues has steadily dropped--while the State share has steadily
increased--during the last 25 years, and with the massive influx of

revenues from Prudhoe Bay, the "required local <contribution”™ was
eliminated. Amendments to the Foundation law in 1987, however, reinstated
the requirement for local contributions. Thus, boroughs must pay a

portion of school operating costs or lose their Foundation funding.

In this section, the local contribution that each proposed borough would be
required to make 1is estimated and compared to the amount that the REAAs and
cities forming each borough currently make.

Current Foundation Program Formula

In 1987, the legislature enacted a new and relatively uncomplicated method
to calculate the amount of Foundation aid that school districts will

receive. This method will be gradually implemented during the next three
fiscal years. For simplicity, | have used the Tformula that will be in
effect after this transition period. Under this formula:

Foundation aid 1is equal to the basic need of the district minus
required local contributions and minus 90 percent of the federal
aid received by the district under Public Law 81-874.

The basic need of each district 1is determined by multiplying the area
cost differential by the number of instructional units by the value of an

instructional unit. Area cost differentials are numbers that account for
differences in costs of education due to location. The differentials range
from 1.0, the <cost differential for Anchorage, to 1.46, the cost
differential for the Yukon Flats REAA. An instructional unit represents
the level of activity required to provide instruction to a group of
students. Separate schedules for computing the number of instructional

units are kept for four different types of instruction--regular,
vocational, special, and bilingual-bicultural education--which reflect the
differing levels of effort required to provide that type of education to a

group of students. Different schedules also apply depending upon the size
of the "funding community."15 The instructional wunit value 1is set by
the legislature. In 1987, the legislature set the value of an

instructional unit at $60,000.

~Each district may be divided into a number of "funding communities"
which reflect different geographic and attendance factors.



I0CAL EDUCATION COSTS UNDER ORGANIZED STATUS

Under Public Law 81-874, the federal government pays school districts for
the potential loss of tax revenue created by the presence of federal Iland
and personnel within the district.

Required local contributions are set forth in AS 14.17.025. Local
contributions of a city or borough school district must include at least:

the equivalent of a four mill tax levy on the full and true value of
the taxable real and personal property in the district; or

35 percent of the district"s basic need.

In meeting the local contribution requirement, school districts may include
the following types of revenue: tax appropriations, investment earnings,
the value of in-kind services, State tuition payments, and ten percent of
their PL 81-874 funds.

The Ffull and true value of taxable vreal and personal property is
determined by the Department of Community and Regional Affairs in
consultation with the assessor for each district. The Alaska Municipal
Code (Title 29) gives municipalities wide latitude in determining both the
rate at which property will be taxed and what forms of property will be
taxed. The full value determination made by the Department of Community
and Regional Affairs is based on the value of all real and personal
property that could be taxed under State law, without regard to what
property is actually taxed by the municipality. Full and true value is the
estimated price that the property would bring in an open market and under
the then prevailing market conditions in a sale between a willing buyer and
a willing seller both conversant with the property and with prevailing
general price levels.

Full Property Values in the Proposed Boroughs

Since most city districts already make local contributions to education
through property taxation, Tfull property values for these are known and
reported annually in Alaska Taxable, a publication of the Department of
Community and Regional Affairs. The property values of communities in the
REAAs are not known. At the request of the legislature, the Department of
Community and Regional Affairs prepared estimates of the property value of
the RFAAs last April. These estimates were based on the number of taxable
parce and an average full value per parce . The value of irregularly
distributed taxable improvements, such as cold storage facilities and
canneries, and of State-assessed properties, primarily the TransAlaska Oil
Pipeline, were then added to the appropriate REAAs to reach a total full
taxable value for each REAA.



LOCAL _EQUCATION__COSTS UNDER ORGANIZED STATUS

Table 3.1 presents the full taxable property values of the proposed
boroughs based on the values of city districts as reported in Alaska
Taxable and on the estimates for the REAAs prepared by DCRA. The total
full value of these proposed boroughs 1s $7.4 billion. The TransAlaska
Oil Pipeline within the unorganized borough currently has a full value of
$3.8 billion and thereby accounts for 51 percent of the full taxable value
of the proposed boroughs. First class and home rule cities are valued at
$2.7 billion, accounting for 36 percent of the total value. Only 13
percent of the value of the proposed boroughs is derived from non-petroleum
property within the REAAs.

Table 3.1 also compares the property values of the proposed boroughs to the

values of the existing boroughs. In total, property in existing boroughs
is valued at $48.4 billion--over six times the value in the proposed
boroughs. Most existing boroughs have taxable values of a billion dollars
or more. The TFfive proposed boroughs through which the TransAlaska Oil

Pipeline passes have taxable values in the billion dollar range, but the
taxable values of the other proposed boroughs are much less, ranging from
$20 million (Kuspuk) to $359 million (Southeast Island).

On a per student basis, the pipeline boroughs--which have high values and
low population--have taxable values that exceed the values for all existing
boroughs except the North Slope Borough. Theother proposed boroughs have
per student values less than those generally found in existing boroughs.

Table 3.2 compares the percentages of total value and student population
contributed by the city portion and the REAA portion of each borough formed
through consolidation of city districts and REAAs. (Table C.l1 ir Appendix
C provides a detailed look at the taxable values of the boroughs formed

through consolidation.) In general, the area outside of cities represents
a smaller percentage of the borough value and a higher percentage of
borough student population. The two exceptions are the Lower Yukon

borough, where the percentages if borough value and of borough students are
approximately equal, and the Yukon-Koyukuk borough, where the area outside
of cities contributes 95 percent of the borough value--due to the presence
of the pipeline--while the students 1in the area outside of the cities
represent only 65 percent of bor” *ijh students.



IABIE J.1

FULL JAXAINIE PROPERTY VALUES Of PROPOSED (IQROUr.ilS COMPARED 10 VALUES O ( IXISTING BOROUGHS

BOROUGH

Bering Strait
Lowor Yukon
Lower Kuskowkim
Iditnrod

Kuspuk

Southwest Region
Lake and Pcnfnsulo
A1l Jtians West

Yukon-Koyukuk
Yukon Flats
Delto/Greely
Copper River
Chugach

Roi Ibelt
Alaska Gateway

Chatham

Southeast Island

TOTAL

NOTES:

PROPOSED BOROUGHS

FULL TAXAGLE
VALUE

$240,477,297
89,378,063
321,017,461
23,481,360
19,839,960

157,571,260
30,546,520
117,748,037

934,498,200
1,035,432,040
813,113,635
1,198,725,880
1,843,290,222

30,176,160
45,527,741

131,333,718
358,683,415

$7,390,840,969

STUDENT
POPULATION

2,006
1,587
2,859
384
350

933
354
951

984
372
1,019
561
1,257

366
511

934
2,633

18,061

TULL V.VUE
PER
3TUCENT BOROUGH
WESTERN/NORTHUEST
$119,879 North Slope
56,319 Northwest Arctic
112,283
61,149
56,686
SOUTHWEST
168,887 Alcutfons East
86,290 Bristol Bay
123,815 Kodiak

INTERIOR PIPELINE
949,693 Foirbonxi
2.783.419

797,953
2,136,766
1.466.420

INTERIOR/SOUTHCENTRAL HIGHWAYS

82,449 Archvroge
89,095 Hat-Su
Kerni
SOUTHEAST
140,614 Haines
136,226 Juneau
Ke: -h*" in
Sitka
$409,215

EXISTING BOROUGHS

FULL TAXABLE STUDENT
VALUE  POPULATION
$13,570,786,300 1,152
235,045,200 1,547
102,890,443 317
101,541,000 219
552,447,400 2,253
4,726,913,900 12,895
19,343,356,800 39,748
2,716,755,900 8,668
3,905,341,700 8,178
97,621,600 352
1,638,992,300 4,609
904,384,100 2,474
441,175,000 1,590
$48,387,251,643 84,002

FULL VALUE
PER
STUDENT

$11,785,312
151,897

324,576
464,081
245,216

366,570

486,650
313,427
477,525

277,492
366,447
365,585
277,469

$576,028

1. Full taxable property value determinations for Rural Educational Attendance Areas were prepared by the State Assessor

with the Department of Comnunity and Regional Affairs, April

19B7.

unorganized borough arc from Alaska Taxable 1986.

2. Student population data ore from the Department of Education and ore the number of students

reported to be

in attendance during the first count period

in FY 87 (Average Daily Membership).

Values for existing boroughs and cities within the



TABLE 3.2

FULL TAXABLE PROPERTY ""ALUES AND STUOENT POPULATIONS OF PROPOSED BOROUGHS FORMED BY COMBINING CITY
OISTRICTS WITH THEIR SURROUNDING RURAL EOUCATIONAL ATTENDANCE AREA (REAA)

PROPOSED BOROUGH

ALEUTIANS WEST
CITY
REAA

BERING STRAIT
CITY
REAA

CHATHAM
CITY
REAA

CHUGACH
CITY
REAA

LOWER YUXr>N
CITY
REAA

SOUTHEAST  ISLAND
CITY
REAA

SOUTHWEST REGION
CITY
REAA

YUKON-KOYUKUK
CITY
REAA

S *_TOTAL” CITY districts

SUBIOTAI*-REAAS

TOTAL--CITY/REAA BOROUGHS

NOTES

T. Full taxable property value
by the State Assessor withe Department of U-»nunity and Regional Affairs, April

FULL TAXABLE
VALUE

195,504,500
22,1 0,532

151,635,000
86,842,292

121,398,200
9.935,518

1,817,309,000
25,981,222

4,451,200
84,926,863

312,697,600
45,985,615

107,515,700
50,055,560

49,961,600

884,536,600

52.660,533.000
51.212,447,212

53,872,980,212

STUOENT
POPULATION

159
792

782
1,224

582
352

1,127
130

101
1,486

1,791
842

461
472

371

613

5,374
5,911

11,285

FULL TAXABLE
VALUE PER
STUOENT

5601,035
28,010

193,907
72,584

208,588
28,226

1.612,519
199,856

44,071
57,151

174,594
54,615

233,223
106,050

134,667

1,442,963

5495,075
5205,117

5343,197

PERCENT OF TOTAL BOROUGI

VALUE

81
19

63
37

92

99

95

87
13

68
32

95

69
31

STUOENTS

17
83

39
61

62
38

90
10

94

68
32

49
51

38
62

62

determinations 'or Rural Educational Attendance Areas were prepared

of cities are from Alaska Taxable 1960.

2. Student population data arc

reported to be in attendance during the first count period

-29-

1902.

Values

from the Department of E&jcation and are the mnber of students

in FY 02 (Average Oaity Membership).



IQCAL EDUCATION COSTS UNDER ORGANIZED STATUS

Required Local Contributions of the Proposed Boroughs

Table 3.3 shows the amounts that each proposed borough would be required to
contribute to education to receive Foundation aid. (Table C.2 in Appendix
C provides a detailed 1look at the required local contributions of the
boroughs formed through consolidation.) The required local contribution is
estimated based on the property values discussed above and on the basic
need values for FY 88.

Required local contributions for the proposed boroughs range from less

than $100,000 to over $3.7 million. In total, the proposed boroughs would
be required to contribute $18.7 million. Under the status quo, the city
districts will be required to contribute $6.4 million. Thus, the addi-

tional amount raised locally due to formation of boroughs from the REAAs is
$12.3 million.

Revenues from a four mill property tax in the proposed boroughs would raise

a total of $29.6 million. The difference between the required contribution
and Tfull property tax capacity is accounted for by those boroughs whose
potential tax revenues exceed 35 percent of their basic need. For most
boroughs, the * venue from a Tfour mill property tax is considerably less
than 35 percent of their basic need. Only four boroughs--all pipeline
boroughs--have potential tax revenues greater than 35 percent of their
basic need. For these four boroughs, the required Jlocal contribution

equals 35 percent of their basic need.

Comparison of Required Contributions to Current Local Contributions
To determine the actual amount that each new borough must raise locally
through taxation to meet its obligation under the Foundation Program, the
current local contributions that each district makes must be considered.
Alaska Statute 14.17.250(7) defines the revenues that a district may use to
meet its required local contribution. Local contributions include:

(1) tax appropriations;

(2) earnings on investments;

(3) the value of in-kind services;

(4) State tuition payments; and

(5) ten percent of Public Law 81-874 payments.



TABLE 3.3
LOCAL CONTRIBUTIONS REQUIRED BY THE PUBLIC SCHOOL FOUNDATION PROGRAM OF THE PROPOSED BOROUGHS

35 PERCENT REQUIRED
FOUR OF LOCAL
PROPOSED BOROUGH MILLS BASIC NEED CONTRIBUTION
WESTERN
Bering Strait $961,909 57,162,680 5961,909
Lower Yukon 357,512 6,148,590 357,512
Lower Kuskowkim 1,284,070 12,535,320 1,284,070
Iditarod 93,925 1,782,270 93,925
Kuspuk 79,360 1,696,590 79,360
SOUTHWESTERN
Southwest Region 630,285 3,415,860 630,285
Lake and "eninsula 122,186 2,014,740 122,186
Aleutians West 470,992 2,678,042 470,992
INTERIOR PIPELINE
Yukon-Koyukuk 3,737,993 3,939,180 3,737,993
Yukon Flats 4,141,728 2,041,200 2,041,200
Delta/Greely 3,252,455 2,059,470 2,059,470
Copper River 4,794,904 1,735,230 1,735,230
Chugach 7,373,161 2,873,850 2,673,850
INTERIOR HIGHWAYS (NO PIPELINE)
Railbelt 120,705 1,130,850 120,705
Alaska Gateway 182,111 1,741,320 182,111
SOUTHEAST
Chatham 525,335 2,617,440 525,335
Southeast Island 1,434,734 5,680,290 1,434,734
TOTAL--PROPOSED BOROUGHS $29,563,364 $61,252,922 $18,710,867

NOTES:

1. Calculation of revenue possible under a four mill property tax based on full taxablev™-lue determination*

by the Department of Cormunity and Regional Affairs, April 1987 (see Table 3.1).
2. Basic need values are from the Department of Education for FY 88.

3. Required local contribution for each borough 1is the lesser of the revenue from a four mill

tax on the full value of property or 35 percent of basic need.
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LO(.AL EDUCATION COSTS UNDER ORGANIZED STATUS

Because investment earnings, in-kind services, tuition payments, and ten
percent of their federal aid are considered by the Foundation law as "local
contributions," the amount that a district must raise through taxation to
meet its required contribution 1is reduced. In Table 3.4, the required
local contribution of each proposed borough 1is compared to the
contributions made in FY 87. (Table C.3 in Appendix C provides a detailed
comparison of current and vrequired local contributions of the boroughs
formed through consolidation.) The results are somewhat surprising: The
total local contributions of the proposed boroughs in FY 87 were $15
million, pf which only $6.3 million was tax revenue from city
districts.15 For ten of the 17 proposed boroughs, current Ilocal
contributions exceed the required local contributions. For the seven
proposed boroughs whose current contributions are less than their required
contribution, the total amount they would need to raise to meet their
obiigation is $9 mill ion.

In six of the ten proposed boroughs where current contributions exceed
required contributions, no property taxes are currently levied. That
current contributions exceed required contributions in these proposed
boroughs is generally the resuit of low property values combined with

high earnings on investments and high PL 81-874 payments. The Kuspuk
Borotgh provides an example: Its required local contribution is $79,360--
the result of low property values. In FY 87, the Kuspuk REAA received

$135,149 in investment earnings, and ten percent of its PL 81-874 payment
was $144,011. Thus, its total "local contribution” was $279,160, exceeding
the contribution required under the Foundation Program by $199,800. The
other proposed boroughs that do not currently levy property taxes but have
local contributions that exceed the required contribution are the IldUarod,
Lower Kuskokwim, Lower Yukon, Lake and Peninsula, and Alaska Gateway
boroughs.

In the Bering Strait, Aleutians West, Chugach, and Southeast Island
proposed boroughs, current contributions also exceea required
contributions. Some--but not all--of the first class and home rule cities
within these proposed boroughs levy property taxes, and current revenues
from these taxes represent from 20 percent to over 200 percent of the
required local contribution for these boroughs.

16Valdez contributed the 1lion"s share of all tax appropriations from
city districts--$4.7 million.
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TABLE 3.A
COMPARISON OF REQUIRED LOCAL CONTRIBUTIONS UNDER THE PUBLIC SCHOOL FOUNDATION PROCRAH TO CURRENT LOCAL CONTRIBUTIONS OF THE PROPOSED BOROUGHS

CURRENT LOCAL CONTRIBUTIONS REQUIRED
REOUIRED EARNINGS STATE 10 PERCENT IN EXCESS OF
LOCAL TAX ON IN-KIND TUITION OF CURRENT

PROPOSED BOROUGH CONTRIBUTION APPROPRIATIONS INVESTMENTS  SERVICES PAYMENTS PL 81-87; TOTAL CONTRIBUTIONS
WESTERN

8ering Strait *961,909 *206,000 *417,705 0 *11,468 5503,563 *1,138,736 0

Lower Yukon 357,512 0 707,031 0 0 644,578 1,351,609 0

Lower Kuskowkim 1,284,070 0 747,801 0 0 840,939 1,588,740 0

Idi tarod 93,925 0 143,470 0 0 85,103 228,573 0

Kuspuk 79,360 0 135,149 0 0 144,011 279,160 0
SOUTHWESTERN

Southwest Region 630,285 0 225,952 0 0 216,457 442,409 187,877

Lake and Peninsula 122,186 0 141,162 0 0 114,708 255,870 0

Aleutians West 470,992 122,000 329,382 0 0 329,309 780,691 0
INTERIOR PIPELINE

Yukon-Koyukuk 3,737,993 45,739 211,680 0 39,789 269,886 567,094 3,170,899

Yukon Flats 2,041,200 0 72,297 0 0 64,583 136,880 1,904,320

Delto/Greely 2,059,470 0 94,332 0 0 130,622 224,954 1,834,516

Copper River 1,735,230 0 37,268 0 0 55,099 92,367 1,642,863

Chugach 2,873,850 4,706,394 172,682 8,052 486,285 27,391 5,400,804 0
INTERIOR HIGHWAYS (NO PIPELINE)

Rail belt 120,705 0 47,421 0 0 12,941 60,362 60,343

Alaska Gateway 182,111 0 141,837 0 0 77,589 219,426 0
SOUTHEAST

Chatham 525,335 101,114 139,124 11,339 83,564 42,615 377,756 147,579

Southeast Island 1,434,734 1,144,513 365,099 17,774 70,917 316,367 1,914,670 0
TOTAL--PROPOSED BOROUGHS *18,710,867 *6,325,760 54,129,392 *37,165 *692,023 *3,875,762 *15,060,102 *8,948,396
NOTES:

1. Required local contributions are based on comparison of revenues frcm a four mill property tax to 35 percent of basic need {see Table 3.3).

2. Current local contributions are from the audited expenditures of each school district for FY 87 as repsrted by the Department of Education.
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In the remaining seven roposed boroughs, required contributions exceed
current contributions. Four of these boroughs--Copper River, Delta/Greely,
Yukon Flats, and Yukon-Koyukuk--are pipeline boroughs whose property values
are so high that required contributions are on the order of two to four

million dollars. Within these four boroughs, property taxes are levied
only within Galena and Nenana, and current local contributions range from
5100,000 to $600,000. Thus, Tfor these four pipeline boroughs, required

contributions exceed current local contributions by $1.5 to $3 million.

In the remaining three boroughs--Chatham, Railbelt, and Southwest Region--
required local contributions are not extreme but they do exceed current
local contributions by $50,000 to $200,000.

CHANGES IN FOUNDATION AID TO THE PROPOSED BOROUGHS

Table 3.5 shows the <change in total Foundation aid to the region
represented by each new borough in both dollars and as a percentage of the
amount that they would have received under the status quo. (Table C.2 in
Appendix C provides a detailed look at changes 1in Foundation aid to
boroughs formed through consolidation.)

Under HB 1, the amount of Foundation aid--given FY 88 basic need--to the
proposed boroughs would be approximately $13.5 million less than would be
received by the districts forming the boroughs under the status quo. For
most of the proposed boroughs, the reductions in Foundation aid are on the
order of one to four percent, however, Tfor the "pipeline"™ boroughs, the

declines are much greater--on the order of 40 percent. For the
pipeline boroughs, the relatively large reduction in Foundation aid stems
from their high property values. For the other boroughs, their property

tax capacity is low relative to their need and subtracting the amount they
could raise under a Tfour mill tax does not substantially alter their
Foundation aid.

17The required local contribution for four of the five pipeline
borcughs 1is 35 percent of basic need, thus their Foundation aid is 65
percent of their basic need minus 90 pe* it of their federal aid.
Therefore, their Foundation aid is vreduced over the status quo by 35
percent plus the percentage that federal aid represents of their basic
need.



TABLE 3.5
ESTIMATED “OUNDATION AID TO THE PROPOSED BOROUGHS

CHANGE IN FOUNDATION AID

AHOUNT AMOUNT AS A PERCENTAGE
REQUIRED 90 PERCENT RECEIVED RECEIVED Of AHOUNT RECEIVED
BASIC NEED LOCAL OF UNDER UNDER BY THE REGION
PROPOSEO BOROUGH IN FY 88 CONTRIBUTION PL 81-874 STATUS QUO HOUSE BILL 1 IN DOLLARS UNDER THE STATUS OUO
WESTERN
Bering Strait 520,464,800 5961,909 54,282,033 515,576,227 515,220,858 (5355,369) «2.3
Lower Yukon 17,567,400 357,512 5,195,221 12,354,374 12,014,667 (339,707) -2.7
Lower Kuskowkim 35,815,200 1,284,070 6,976,279 28,838,921 27,554,851 (1,284,070) 4.5
Iditarod 5,092,200 93,925 849,651 4,242,549 4,148,624 (93,925) -2.2
Kuspuk 4,847,400 79,360 1,213,011 3,634,389 3,555,029 (79,360) -2.2
SOUTHWESTERN
Southwest Region 9,759,600 630,285 2,097,021 7,232,516 7,032,294 (200,222) 2.8
Lake and Peninsula 5,756,400 122,186 1,036,848 4,719,552 4,597,366 (122,186) 2.6
Aleutians West 7,651,548 470,992 2,582,268 4,687,022 4,598,288 (88,734) 1.9
INTERIOR PIPELINE
Yukon-Koyukuk 11,254,800 3,737,993 2,120,843 8,934,111 5,395,964 (3,538,147) «39.6
Yukon Flats 5.832.000 2,041,200 703,866 5,128,134 3,086,934 (2,041,200) -39.8
Delta/Greely 5,884,200 2,059,470 1,042,286 4,841,914 2,782,444 (2,059,470) -42.5
Copper River 4,957,800 1,735,230 398,113 4,559,687 2,824,457 (1,735,230) -38.1
Chugach 8.211.000 2,873,850 209,030 6,130,751 5,120,120 (1,002,631) «16.4
INTERIOR HIGHWAYS (NO PIPELINE)
Rail belt 3,231,000 120,705 116,468 3,114,532 2,993,827 (120,705) «3.9
Alaska Gateway 4,975,200 182,111 626,551 4,348,649 4,166,538 (182,111) 4.2
SOUTHEAST
Chatham 7,478,400 525,335 1,030,166 5,962,641 5,922,899 (39,742) «0.7
Southeast Island 16,229,400 1,434,734 1,227,515 14,924,858 14,740,915 (183,943) 1.2
TOTAL--PROPOSED BOROUGHS 5175,008,348 518,710,867 531,707,170 5139,230,827 5125,764,075 (513,466,752) -9.7
NOTES:

1. Calculation of revenue possible under a four mill property tax based on full taxable value determinations
by the Department of Community and Regional Affairs, April 1987 (see Table 3.1).

2. Basic need and Public leu 81-874 values are from the Department of Education for FY 88.

3. Required local contribution for each borough is the lesser of the revenue from o four mill taxon the
full value of property or 35 percent of basic need (see Table 3.3).

4. Foundation Aid is basic need less the required local contribution less 90percent of PL 81-874  funds.
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In theory, the total revenue available to each of the proposed boroughs
for schools is the same under HB 1 and z+he statusquo; the local

contributions merely replace Foundation aid. For the boroughs formed
from single REAAs or by combining REAAs, required local -contributions
exactly match the reductions in Foundation aid. For all but one of the

boroughs formed by combining city districts and REAAs, the reductions in
Foundation aid match the required local contributions of the REAA.

The Chugach Borough is the only exception. This borough contains Valdez,
whose property value 1is much greater than 35 percent of its basic need.
However, the property value of Cordovaand the other communities in the
borough 1is less than 35 percent of their basic need. Because of the much
greater value of Valdez, therequired local contribution from theChugach
Borough 1is 35 percent of itsbasic need. Foundation aid for thisborough

is thus reduced by the required local contribution of the Chugach REAA plus
the difference between 35 percent of basic need and four mills of their
respective property values for the Chugach REAA and Cordova.

SCHOOL DEBT SERVICE REQUIREMENTS

Alaska Statute 29.05.130 requires that when a borough 1is formed, all
special districts and service areas within the new borough must be

integrated into the borough within two years of incorporation. On
integration, the new borough succeeds to all the rights, powers, duties,
assets and liabilities of the service area. A 1953 Attorney General®s

Opinion held that city school districts are a '"service area" within the
context of the integration provision. 9

Five of the city school districts that would be integrated into boroughs
under HB 1 have outstanding bonded indebtedness for school construction.
The total outstanding debt as of January 1987 for these districts is $39.6
million. According to current repayment schedules, these districts will be
making payments for the next 9 to 18 years. Table 3.6 shows the out-
standing debt, years to Tfull repayment, and annual debt service payments
for each of these districts.

18Total educational revenue will decline if the required local
contribution 1is met by means other than taxation. See Chapter 5 for a
discussion of the need for local taxes to maintain educational revenues at
their current level.

*91963 Attorney General Opinion No. 29.
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TABLE 3.6
SCHOOL CONSTRUCTION BONDED INDEBTEDNESS OF CITY SCHOOL DISTRICTS IN 1987

CITY DISTRICT NOME UNALASKA VALDEZ URANGELL PETERSBURG

PROPOSED BOROUGH BERING STRAIT ALEUTIANS WEST CHUGACH SOUTHEAST ISLAND SOUTHEAST ISLAND
TOTAL OUTSTANDING DEBT 16,030,000 $855,000 $19,760,000 $8,975,000 $6,065,000
YEARS TO REPAYMENT 9 16 13 18 n

ANNUAL PAYMENTS

FYy 88 51,116,722 $101,665 $2,872,838 $1,131,366 $770,720
FY 89 1,038,835 103,290 2,861,062 1,125,610 768,695
FY 90 973,510 99,690 2,755,738 1,112,610 633,370
FY 91 933,980 101,268 2,753,599 1,107,603 615,208
FY 92 893,110 102,780 2,663,688 1,112,065 597,602
FY 93 850,230 99,093 2,631,600 1,111,832 578,520
FY 9A 806,010 100,160 1,913,375 1,113,262 562,760
FY 95 761,120 100,725 1,835,025 1,110,900 560,230
FY 96 715,560 100,800 1,866,075 1,109,291 521,115
FY 97 100,600 1,853,050 1,112,771 222,000
FY 98 99,600 1,851,075 1,110,573 203,500
FY 99 103,200 1,835,000 1,107,870
FY 00 101,200 1,718,625 963,721
FY 01 98,800 957,353
FY 02 956,563
FY 03 969,535
FY 06 961,816
FY 05 821,730

TOTAL PRINCIPAL
AND INTEREST $8,089,077 $1,612,631 $29,370,350 $18,956,251 $5,993,720

Source: Alaska Department of Education
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School construction bonded indebtedness is State-supported debt.
State-supported debt is debt whose ultimate source of payment may include
General Fund appropriations, but to which the full faith and credit of the
State is not pledged. Under AS 14.11.100, school districts are eligible
for reimbursement of a certain percentage of their debt service payments.
The percentage of debt reimbursed ranges from 80 to 100 percent, depending
upon when the debt was issued. The actual amount that a district is
reimbursed in any year depends upon cigarette tax receipts two years
previously and on the amount that the legislature appropriates for
reimbursement.

Cigarettes are taxed at eight mills, and 2.5 mills of the receipts are
deposited in a school fund and may be used only to pay for school construc-
tion. Department of Education regulation 4 AAC 36.010 specifies how the
cigarette tax receipts are to be allocated among districts.” Districts
with school construction debt or districts making cash payments for school
construction receive a basic allotment of $6,000 plus a pro rata share of
the remaining receipts. By becoming boroughs, the new boroughs will
receive a larger share of cigarette tax receipts, due to their increased
enrollments. The increased cigarette tax receipts will be exactly offset
by decreased State reimbursement, thus borough formation will neither
increase or decrease the amount that the new borough must pay. Existing
boroughs will receive a smaller share of the cigarette tax receipts, and
these decreases will be exactly offset by increased State reimbursement.

Alaska Statute 14.11.100 specifies the maximum amount of the principal and
interest for which a district may be reimbursed. The legislature is not
required to fund the reimbursement program at 100 percent, however. If the
program is not funded at 100 percent, each district"s entitlement is
reduced pro rata. In FY 86, the reimbursement program was funded at 97 per-
cent; 1in FY 87, it was funded at 91 percent. The FY 88 budget appropriated
enough funds for reimbursement at 92 percent of the maximum entitlement.

Alaska Statute 29.05.130 specifies that all property in the service area
subject to taxation for the purpose of paying the principal and interest of
the bonds at the time of integration remains subject to taxation for that
purpose. Alaska Statute 29.47.440, which addresses the bonded indebtedness

~“All school construction witnin the REAAs is paid for by the State,
and REAAs do not receive any cigarette tax receipts.
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of boroughs, specifies that a borough may incur debts for functions within
the areas outside of cities or within a service area, and that the payment
of debt pincipal and interest shall be derived from the area incurring the
debt, but that the full faith and credit of the entire borough shall be
pledged to guarantee the debt.

Thus, for the four boroughs that will subsume city school districts with
outstanding school construction debts, an assessment of the full amount of
local funding required for schools must include debt service payments.
Since debt service is already being paid by city residents and cannot,

apparently, be spread out over the entire borough, the debt service
payments will not add to the amount of local money that the new borough
must raise. However, because the full Tfaith and credit of the borough is

pledged to the debt, the presence of the debt will affect the new borough
in several ways:

The debt represents a major portion of city residents®™ current tax
burden and therefore will affect their willingness to approve new
bonds or to accept tax increases for other purposes. The new
borough will start with a major portion of its property tax capacity
already committed to debt service, which reduces the amount of tax
capacity it can exploit for operating or other expenses.

The debts of some cities are substantial and are probably higher
than would have been approved if the city alone had to rera. the

entire debt. Voter approval of bonds issued after 1980 was
undoubtedly conditio -'d on knowledge that the State would reimburse
the city for a subsi-ntial portion of the debt. IT the percentage

of State reimbursement of debt service continues to decline, the new
boroughs may have to raise mill rates within the city and increase
the portion of the tax burden devoted to debt service. If the State
were to end the reimbursement program, the borough would be
ultimately responsible for full repayment. Alaska Statutes are
not clear whether residents of outlying areas could be taxed to pay
debt service for bonds originally issued by cities. Because the
full faith and credit of the borough would be pledged to the debt,
it see j possible that all borough residents could be taxed for
repayment if default were imminent.

POTENTIAL SAVINGS FROM CONSOLIDATING SCHOOL DISTRICTS

Nine of the 17 proposed boroughs will be formed through consolidation of
existing city districts and REAAs or by combining REAAs. Combining dis-
tricts should reduce costs to operate the new borough district through the
consolidation of central office administrative functions. These administra-
tive functions include: school boards; superintendent®s offices; planning
and research; fiscal services; central purchasing- and statistical and data
processing services.
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Alaska school districts currently spend, on average, 12 percent of their
total budgets on administrative functions (including principals). On a
per student basis, districts vary widely in their administrative costs,
with larger districts generally spending much less per student than smaller
districts due to their economies of scale (Table 3.7).

To get a rough idea of how much would be saved by consolidating the 19 city
districts and 22 REAAs into 17 borough districts, 1 analyzed the General
Support Expenditures of all districts for FY 87. In linear regressions of
these administrative expenses against student population size for all
districts and for all small districts, the Y intercepts were $300,000 and
$150,000, respectively. Based on these data, | estimated that the basic
administrative cost of running a school district is about $200,000 and that
for every district that 1is subsumed into another district, $200,000 is
saved.

Table 3.8 shows the estimated potential savings from reduced administrative
costs for each of the boroughs that will be created through consolidation.
(Table C.4 in Appendix C provides a detailed look at the potential savings
for each borough formed through consolidation.) In FY 87, administrative
costs for the districts constituting the nine boroughs formed through
consolidation were $17.5 million. With consolidation, their administrative
costs are estimated to be $12.9 million--a potential savings of $4.6
million. Administrative costs would be reduced overall by 26 percent.

Table 3.8 also shows the potential savings as a percentage of FY 87
expenditures. Tor most of the “roposed boroughs, the potential savings
represent from one to two percent of their expenditures. However, for the
two proposed boroughs in Southeast and for the Yukon-Koyukuk, Aleutian?
West, and Chugach boroughs, the potential savings arc great.er--representing
from Tfour to nine percent of current expenditures. These districts each
combine two or more city districts with one or more REAAs.



TABLE 3.7
ALASKA SCHOOL DISTRICTS RANKED OY PERCENT OF TOTAL FY 87 EXPENDITURES FOR ADMINISTRATION

GENERAL
GENERAL SUPPORT AS A NUMBER GENERAL
TOTAL SUPPORT PERCENTAGE OF SUPPORT
DISTRICT EXPENDITURES EXPENDITURES OF TOTAL STUDENTS PER STUDENT
25 PERCENT OR MORE

ALEUTIAN REGION $1,675,139 $465,959 28 91 $5,149
KAKE 1.995,284 504,593 25 196 2,574

20 TO 24 PERCENT
KASHUNAMIUT 1,796,965 432,331 24 172 2,514
PELICAN 614,184 145,931 24 54 2,683
ANNETTE ISLAND 2,821,443 602,461 21 421 1,431
SKAGWAY 988,996 204,608 21 137 1,493
HYDABURG 838,402 167,389 20 107 1,564

15 TO 19 PERCENT
SAND POINT 968,116 187,018 19 118 1,581
CHUGACH 1,416,317 262,081 19 130 2,016
NORTH SLOPE 28,242,710 5,188,646 18 1,151 4,507
DELTA GREELY 6,235,515 1,129,329 18 1,019 1,109
GALENA 2,166,330 385,217 18 167 2,314
CRAIG 1,472,954 253,793 17 231 1,099
YUPLIT 4,226,065 67E.834 16 295 2,297
ST. MARY*"S 2,493,819 395,190 16 101 3,905
KLAWOCK 1,478,815 219,045 15 162 1,352
CORDOVA 2,831,863 419,261 15 432 970

10 TO 14 PFRCENT
ADAK 4,670,815 666,228 14 602 1,107
KOOTAK 14,811,203 2,073,353 14 2,222 933
UNALASKA 1,466,044 201,021 14 159 1,264
MAT-SU 49,008,855 6,545,707 13 8,681 754
ANCHORAGE 207,184,931 27,634,086 13 39,752 695
YAKUTAT 1,395,841 179,973 13 157 1,146
ALASKv GATEWAY 4,882,920 626,015 13 511 1,226
PETERSBURG 3,302,404 418,134 13 601 696
KING COVE 1,957,364 247,550 13 133 1,865
HOONAH 1,857,897 232,250 13 234 991
101TAROO 5,788,384 716,818 12 384 1,868
NENANA 1,923,734 236,640 12 123 1,924
SITKA 9,257,385 1,128,854 12 1,610 701
HAINES 3,021,557 363,352 12 352 1,033

RAILBELT 3,614,397 428,227 12 366 1,171



TABLE 3.7 (Continued)
ALASKA SCHOOL DISTRICTS RANKED 8Y PERCENT OF TOTAL FY 87 EXPENDITURES FOR ADMINISTRATION

DISTRICT

TOTAL

GENERAL
SUPPORT

EXPENDITURES EXPENDITURES

10 TO 16 PERCENT (Continued)

PRIBILOF *2,021,980
KENAI 56,969,386
JUNEAU 26,668,751
LOWER YUKON 15,662,898
COPPER RIVER 6,709,906
TANANA 2,183,8..7
KETCHIKAN 13,631,337
KUSPUK 5,628,170
LOWER KUSKOKW1M 30,136,277
NOME 6,255,560
SOUTHWEST orSION 6,608,686
YUKON A* 5,619,556
BRISTOL b*Y 2,856,267
LAKE AND PENINSULA 5,726,766
FAIRBANKS 75,952,589
SOUTHEAST ISLAND 6,796,116
NORTHWEST ARCTIC 16,983,263
9 PERCENT OR LESS
OILLENGHAM 6,503,868
8ERING STRAIT 15,568,951
YUKON-KOYUKUK 7,671,235
VALDEZ 7,131,665
WRANGELL 2,968,790
NOTES:

1. General support expenditures include:
offices; planning and research;
data processing services.

Source: Alaska Department of Education

$237,778
6,376,636
2,821,357
1,737,055
521,876
261,065
1,650,038
569,919
3,129,911
666,966
681,286
550,151
286,666
573,5%6
7,387,305
663,620
1,635,103

625,066
1,616,119
682,101
558,817
211,612

school boards;
fiscal services;

GENERAL

SUPPORT AS A
PERCENTAGE
OF TOTAL

central

12
12
12
11
11
11
11
10
10
10
10
10
10
10
10
10
10

~N 00 © © ©

purchasing;

NUMBER
OF

GENERAL
SUPPORT

STUOENTS PER STUOENT

156
8,166
6,599
1,316

561

81
2,635

351
2,566

782

672

372

233

356

13,117

619

1,550

662
1,226
613
695
696

superintendents* and principals”

statistical and

$1,528
783
613
1,322
931
2,976
595
1,626
1,221
825
1,663
1,679
1,229
1,618
563
1,105
926

921
1,156
1,113

806

628



TABLE 3.8
POTENTIAL SAVINGS FRCM REDUCEO ADMINISTRATIVE COSTS FROM CONSOLIDATION OF SCHOOL DISTRICTS UNDER HOUSE BILL 1

ADMINISTRATIVE COSTS SAVINGS AS A
POTEHTJAL PERCENTAGE
STUOENT WITH SAVINGS FROM FYy 87 OF
PPOPOSED BOROUGH POPULATION FY 87 CONSOLIDATION CONSOL IDATION EXPENDITURES EXPENDITURES
WESTERN
Bering Strait 2,006 *2,059,083 *1,859,083 *200,000 *16,224,511
Lower Yukon 1,587 2,564,576 2,164,576 400,000 19,733,682 2
Lower Kuskowkim 2,859 3,806,745 3,606,745 200,000 34,360,342 1
Iditarod 384 N/A N/A N/A N/A N/A
Kuspuk 350 N/A N/A N/A N/A N/A
SOUTHWESTERN
Southwest Region 933 1,106,330 906,330 200,000 11,112,354 2
Lake and Peninsula 354 N/A N/A N/A N/A N/A
Aleutians West 951 1,170,022 770,022 400,000 9,833,978 4
INTERIOR PIPELINE
Yukon-Koyukuk 984 1,545,003 945,003 600,000 13,945,126 4
Yukon Flats 372 N/A N/A N/A N/A N/A
Oelta/Grecly 1,019 N/A N/A N/A N/A N/A
Copper River 561 N/A N/A N/A N/A N/A
Chugach 1,257 1,240,159 840,159 400,000 11,379,845 4
INTERIOR HIGHWAYS (NO PIPELINE)
Rail belt 366 N/A N/A N/A N/A N/A
Alaska Gateway 511 N/A N/A N/A N/A N/A
SOUTHEAST *
Chatham 934 1,212,720 412,720 800,000 8,679,824 9
Southeast Island 2,653 2,840,447 1,440,447 1,400,000 19,674,206
TCTAi=-PROPOSED BOROUGHS 18,061 *17,545,085 *12,94F,085 *4,600,000 *144,943,868 3
NOTFS:

1. Student population data arc from the Department of Educa ion ond are the number of students
reported to be in attendance during the first count period of FY 87 (Average Daily Membership).

2. fy 87 administrative costs ore those reported as “General Support Expenditures" by the Alaska
Department of Education. These e»pcrJitures include: school boards; superintendents® and
principals® offices; planning and research; fiscal services; central purchasing; statistical and

data processing services; other general support activities.

3. ’avngs from consolidation were estimated to be *2°.0,000 for each district subsumed in the surrounding REAA.
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nscussioN

The proposed boroughs fall into two groups with respect to local education
costs under organized status: those which could probably organize without
immediately instituting a property tax or levying any additional taxes and
those which would be required to tax to meet their required local
contribution. 1 Tabla 3.9 lists the proposed boroughs falling in each
category.

New Boroughs That May Not Need To Tax

Ten of the proposed boroughs could apparently organize as boroughs now and
not be required to institute a property tax to meet their required local
contribution. The proposed boroughs that fall within this category
include six boroughs formed from REAAs only and four boroughs formed by
combining city "istricts and REAAs.

The six boroughs formed from single REAAs or REAA combinations that could
organize without a property tax are Lower Yukon, Lower Kuskokwim, Iditarod,
Kuspuk, Lake and Peninsula, and Alaska Gateway. The feature of the
Foundation law which allows ten percent of PL 81-874 funds, earnings on
investments, State tuition payments and the value of in-kind services to be
used to satisfy the required local contribution in combination with the
relatively low property values iIn these regions produces the situation
where current local contributions exceed required contributions. Thus,
these REAAs, as boroughs, could likely meet their required local
contribution without instituting a property tax. These boroughs would
receive less Foundation aid, but the reductions are on the order of one to
two percent. Because these proposed boroughs are formed from REAAs whose
school construction costs have been paid in Tfull by the State, these
boroughs would begin operations without any bonded indebtedness.

21 This discussion of the need to tax refers only to the need to tax
to meet the required local contribution. The need for each borough to tax
to maintain education funds at their current level is discussed in Chapter

5.



TABLE 3.9
PROPOSED BOROUGHS CATEjORIZED BY THEIR NEED TO TAX TO MEET THEIR REQUIRED
LOCAL CONTRIBUTION UNDER THE PUBLIC SCHOOI FOUNDATION PROGRAM

ADDITIONAL TAXATION IS:

NOT REQUIRED REQUIRED
Alaska Gateway Chatham
Alcutins Ucst Copper River
Boring Smits Delta/fireely

Chugach Railbelt

Idi tarod Southwest Region

Kuspuk Yukon Flats
Lake and Peninsula Yukon-Koyukuk

Lower Kuskokwim
Lower Yukon
Soutneast Island
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LOCAL EDUCATION COSTS UNDER ORGANIZED STATUS

Four boroughs formed through consolidation of REAAs and city districts make
current contributions to education in excess of required contributions.
These boroughs would benefit from reduced costs by consolidating, and all
have outstanding bonded indebtedness for school construction. The Bering
Strait, Aleutians West, Chugach and Southeast Island proposed boroughs are
included in this group. These boroughs each include at least one major
city district where property taxes are currently levied, and each includes
REAAs with relatively low property values. Thus, for these boroughs the
reductions in Foundation aid are relatively small--being equivalent to
revenues Tfrom a four mill property tax in the REAA portion of the new
borough. For the Aleutians West and Southeast Island boroughs, the savings
from consolidation are greater than the reductions in Foundation aid.

New Boroughs Where Taxation Will Be Required

Seven of the proposed boroughs would have to initiate local taxes of some
sort to meet the required local contribution for education. These boroughs
include four pipeline boroughs, which have high property values, and three
boroughs with low property values. None of the boroughs in this category
have any school construction debt.

Four pipeline boroughs--Yukon-Koyuk’k, Yukon Flats, Delta/Greely, and
Copper River--would have to institute a property tax to meet their required
local contribution. The required local contribution of these boroughs is
high precisely because their property tax capacity is high. These
boroughs may be Ulikened to the North Slope Borough, where most of the
wealth iIn the borough is oil and gas property.

The proposed Rail belt, Southwest Region and Chatham boroughs have required
contributions less than current contributions, thus taxation would most

likely be required. The difference between their current and required
local contributions is relatively small however, and it is possible that
they could raise the necessary revenue through sales taxatior. For the

Southwest Region and Chatham boroughs, which are formed through
consolidation of a REAA and at least one city district, the potential
savings Tfrom consolidation exceed the reductions iIn Foundation aid. The
Railbelt borojgh, which would be formed from a single REAA, would not enjoy
any savings from consolidation.



CHAPTER FOUR

EFFECTS OF BOROUGH FORMATION ON STATE REVENUES AND EXPENDITURES

The previous chapter examined House Bill 1 from the perspective of the
proposed boroughs. Now we change perspectives and examine the effect that
formation of 17 new boroughs would have on State revenues and
expenditures. As a starting point, we know that the requirement that REAAs
make a Ulocal effort for education will reduce the amount that the State
must spend on Foundation aid. However, borough formation would affect
other entitlement programs which transfer State funds to localities. In
addition, borough formation would affect the amount of revenue the State
retains from those revenue sources that the State shares with localities.
Thus, one may not assume that HB 1 is a revenue positive measure for the
State simply because HB 1 would reduce Foundation aid by increasing local
contributions. A broader examination is required.

In this chapter, the effect of 17 new boroughs on State revenues and
expenditures is analyzed. In summary, the effects of borough formation on
oil and gas property tax and shared taxes receipts will largely offset the
reduction in Foundation aid. An additional $8 million will be required
annually for the Municipal Assistance and Revenue Sharing programs, if the
entitlements of existing municipalities are to stay the same, and an esti-
mated $12 million will be required for initial borough formation
expenses. These changes in revenues and expenditures are described in
detail below and are summarized in Table 4.5 which appears at the end of
this chapter.

EFFECTS ON STATE REVENUES

Local grvernments are created by State governments. Because local
governments require revenue, and because the provision of services by a
local government relieves the ~tate government of providing those services,
States often share revenue wich the local governments in which the revenue
was generated. Alaska shares revenue with boroughs by allowing boroughs to
tax oil and gas pipeline property within the boroughs® boundaries and
through its shared taxes programs. By creating 17 new boroughs, HB 1 will
decrease State revenues by increasing the amounts of pipeline taxes and
shared taxes going to localities. The potential magnitude of these
decreases through each shared revenue program is discussed below.
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Oil and Gas Pipeline Property Taxes

Under Alaska Statute 43.56, the State taxes oil and gas exploration,
production and pipeline transportation property at the rate of 20 mills.
Municipalities that contain petroleum property are required to levy and
collect a tax on this property at the rate of taxation that applies to
other property taxed within the municipality. Taxes on petroleum
properties paid to a municipality are credited against the amount due to
the State. Thus, for each dollar raised locally from the TransAlaska Pipe-

line, State General Fund revenues are reduced one dollar. The pipeline
accounts for $3.8 billion of the $7.5 billion full taxable property value
cf the proposed boroughs. IT the affected boroughs set their property tax

iate at four mills for the support of education, revenues from taxation of
the pipeline by the proposed boroughs will be about $10 million, thus
State General Fund revenues will be reduced about $10 million. The
boroughs could tax the pipeline at a higher rate which would further reduce
General Fund revenues.“

The oil and gas property tax is one of the more important sources of State
unrestricted revenues. Revenues from this source in FY 87 were $113.5 mil-
lion. Taxation of the pipeline by the proposed boroughs (at four nmills)
would result in a 12 percent decrease in this source of revenue. The value
of the pipeline is expected to decline about 10 percent per year during the
next five years due to declining production and to settlement of a lawsuit
over the method of valuing the pipeline for taxation purposes. In Figure
4.1, projected oil and gas property tax revenues for the next Tfive years
with and without borough formation are compared.

"The temptation to tax property at a high rate due to the presence
of the pipeline is tempered by the requirement that all property within the

borough be taxed at the same rate.
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(Millions)

FIGURE 4.1

Estimated State Revenues From the Oil and Gas ipeline Property Tax
With ant™ Without the Formation of the New Borouohs

FISCAL YEAR
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Shared Taxes

Faxes or license fees from seven sources are refunded in total or in part
to the local government in which the taxed activity occurs. These shared
taxes ace:

coin-operated amusement and gaming devices tax;
punchboard Ticense tax;

aviation fuel tax;

telephone cooperative gross revenue tax;
electric cooperative tax;

liquor license fees; and the

fisheries business tax.

In Table 4.1, each tax and its refund provision are described, and the
amounts collected and refunded in FY 87 are presented. Table 4.1 also
shows the additional amount that would be refunded due to the formation of
the new boroughs.

In FY 87, nearly $28 million was collected from these sources, of which
$10.3 million--37 percent--was refunded to local governments. The
fisheries business tax, with revenues of $16.5 million, and the aviation
fuel tax, with revenues of $8 million, represented the bulk of these tax
revenues. Fisheries business tax refunds totalled $8 million and thus
represented the majority of total refunds. An insignificant portion of
aviation fuel tax revenues are refunded to local governments.

Under House Bill 1, an additional $3.2 million would be refunded.
Refunds of fisheries business tax receipts, which would increase by $2.9
million, account for the majority of the total increase. Refunds of
utility cooperatives taxes and liquor license fees would increase by about
$150,000 each.

23While fisheries business tax revenues have generally increased over
the last decade, these revenues are based on fish | ""vests which can vary
from year to year. Thus, the actual amounts refunded to boroughs and the
amount retained by the State could vary widely between years.



IAO1E 4.1
FAXES OR LICENSE FEFS SHARED WITH MUNICIPALITIES AND THE EFTECT OF BOROUGH

FORMATION ON DISTRIBUTION OF THESE TAX REVENUES

FY 87
TAX DESCRIPTION OF TAX REFUND PROVISION GROSS RECEIPTS
Coin-operated Aiiiusement Levies an annual tax on devices 50 percent of the gross tax $102,157
.mcl Gaming Devices such os pinball machines and revenues .re refunded to the
(AS A3.35.010-090) video games. Tax ranges from borough or the city in the
S48 to $240 per year depending proportion that the revenue
upon the type of device. was earned in them.
(AS 43.35.050)
Punchboard License Tax Distributors of punchboards Seventy-five percent of the (included
(AS 43.35.100-150) must pay a license tax ranging tax revenues from sales in a above)
from S2 to $4 per board borough or city are refunded to
depending on the number of the local government.
holes per board. (AS 43.35.130)
Aviation Fuel Tax Aviation fuel is taxed Sixty percent of the revenues 8,071,496
(AS 43.40) at four cents per gallon, collected at an airport owned
and jet fuel is taxed at and operated or leased and operated
two and half cents per gallon. by a municipality are refunded
to the municipality.
(AS 43.40.010(e))
Telephone Cooperative Tax is one or two percent of Entire proceeds of both utilities 1,960,297
Gross Revenues Tax gross revenues depending upon cooperative taxes, less the State"s
(AS 10.25.550) how long the cooperative has collection costs, are refunded to
provided service. the borough or city in proportion to
the amount of revenue earned in the
Electric Cooperative Tax Tax is one-fourth to one-half borough or city (AS 10.25.570). (included
(AS 10.25.555) mill per kilowatt hour above)
depending on how long the
cooperative has provided
service.
Liquor License Fees Annual license fees range from Entire proceeds of the license fees 1,367,788
(AS 04.11) $50 to over $10,000 depending are refunded to the municipality
upon several factors, including in which the fees are collected.
the "ype of license and amount (AS 04.11.610)
of business transacted. Fees
are refunded only if the
municipality provides police
protection.
Fisheries Business Tax Tax is levied on the ex-vessel Boroughs receive 50 percent of the 16,426,353
(AS 43.75) value of fisheries resources tax revenue collected outside of
processed or exported for cities within the borough; cities
processing. Tax rate varies in a borough receive 25 percent
from one to five percent of the revenue collected within
depending on the type of their bounds; cities outside a
resource and the method borough and unified municipalities
and location of processing. receive 50 percent.
(AS 43.75.130)
TOTALS $27,928,091
NOTES:

1. FY 87 gross receipts and refunds and the additional amounts expected to be refunded are from the Department

of Revenue.

2. Fr 87 gross icceipts include penalties and interest, and liquor license fees which are not refunded. The
gross receipts also include pre-pa> and late payments and are therefore derived from more than one fiscal

year.

2. The additional
as follows:

50 percent of the amount retained by the State
the amount refunded to cities in the unorganized borough.

amount of fisheries business tax refunded under House Bill

1 was calculated
in FY 07 less fifty percent of



FY 87 REFUNDS TO LOCAL GOVERNMENTS

BOROUGHS CITIES TOTAL
130,112 $17,846 $47,958
(included (inc.uded (included
above) above) above)
51,589 12,842 64,430
1,082,895 308,024 1,390,920
(included (included (included
above) above) above)
390,916 354,222 745,138
3,602,809 4,434,435 8,037,244
$5,158,321 $5,127,369 $10,285,690

ADDITIONAL AMOUNT
REFUNDED UNDER
HOUSE BILL 1

$5,692

150,000
estimated

155,975

2,909,756

$3,221,423
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EFFECT OF NEW BOROUGHS
ON DISTRIBUTION OF TAX

Cities within the new boroughs
would still receive their refunds.
Depending upon the tax, the
borough would .eceive 50 or 75
percent of the revenues collected
within the borough but outside

of cities.

Formation of new boroughs will affect
State revenues from the Aviation

Fuel Tax only if the new boroughs
operate airports. Because the boroughs
will be third class boroughs, it is
unlikely that any of the new boroughs
would operate airports.

Cities within the new boroughs
would still receive their refunds.
The new borough would receive
revenues collected within the bor-
ough but outside any cities. Since
the state would be entirely divided
into boroughs, the State would
retain only the costs of coUection.

Cities within the new boroughs
would still receive their refunds.
The new borough would receive
revenues collected within the
borough but outside any cities.
Since the state would be entirely
divided into boroughs, the State
would not retain any of these
revenues.

Cities within the new boroughs
would only receive 25 percent

of the revenue generated within
their bounds, instead of the 50
percent received now. The new
boroughs would receive 50 percent
of the revenue generated outside
of cities.
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EFFECTS ON STATE EXPENDITURES

In addition to sharing 1its revenues with boroughs, the State transfers
funds to boroughs through several entitlement programs. These programs
include the Public School Foundation, Municipal Assistance and Revenue
Sharing programs, which provide entitlements on an annual basis, and the
Transitional Assistance and Municipal Land Grants programs, which are

nonrecurring entitlements provided at the time of borough formation. The
effect of HB 1 on the costs of the annual entitlement programs and the
costs to provide the nonrecurring entitlements are examined below. In all

cases, estimates are based on the assumption that the entitlements of
existing boroughs will not be reduced by the formation of new boroughs.

Annual Entitlement Programs

Public School Foundation Program

Required local contributions of the new boroughs, will result in a $13.4
million decrease in the amountthe State would otherwise spend on
Foundation aid under the status quo. The legislature could respond to this
decrease in two ways: The amount appropriated to theFoundation Program
could be reduced by $13 millic or the Program could be funded at the same
level. The latter option woulu ve the effect of increasing the value of
an instructional unit. The $13 million "savings" would then be distributed
among all districts.

Revenue Sharing

The Revenue Sharing program established under AS 29.60 was created to
provide for an equitable allocation of resources among municipalities and
to assure that no municipality suffers impoverishment of necessary services
because of the chance distribution of taxable wealth in the state.

Revenue sharing funds are distributed to municipalities from two accounts:
the Tax Resources Equalization Account and the Miscellaneous Municipal
Services Account. A municipality"s entitlement from the equalization
account is based upon how much tax effort it makes relative to the value of
its property tax base and its population. Municipalities with a high tax
effort are rewarded with a greater per capita entitlement. To receive
funds from the miscellaneous account, a municipality must provide certain

~See House Research Memorandum 87.073 for a history of the Revenue
Sharing program.
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services, and the municipality 1is awarded a set amount per 'service"
performed. Unincorporated communities with at least 25 permanent residents
are also eligible to receive a lump sum of $25,000 from the miscellaneous
account.

The legislature is not obligated to fund the revenue sharing accounts at
the level that provides each municipality with 100 percent of its
entitlement. IT the legislature does not Tfully fund the program, each
municipality®s entitlement 1is reduced pro rata. In recent years, the
Revenue Sharing program has been funded at less than full entitlement.

Each new borough that levies taxesof some sort will beeligible for funds

fromthe Tax Resource Equalization Account. Wedo not know how much tax
effort each new borough will make, so we cannot make a precise estimate of
their entitlements. We do know that formationof 17new boroughs will

increase the total entitlement granted by statute, and the legislature will
need to appropriate an increased amount to the account to give each
municipality its full entitlement. IT the legislature continues to
appropriate the same amount--about $31 million--to the Equalization
Account, the inclusionof 17 r w boroughs willreduce ohe amount received
by existing boroughs.

In Table 4.2, the Tax Resource Equalization entitlements of the proposed
boroughs based on twodifferent millage rate equivalents, are estimated
using the FY 87 formula. IT thenew boroughs each had millage rate
equivalents of 10.6--the weighted average millage rate equivalent of
existing boroughs and unified municipalities--a total of $4.1 million would
have been required to fundtheir entitlements in FY87. IT the new
boroughs each had millage rate equivalents of 3.5, typical of smaller
boroughs, an additional $1.4 mill: n would have been required for the Tax
Resource Equalization Account.

In addition to Tax Resource Equalization funds, a borough®"s revenue sharing
entitlement includes funds from the Miscellaneous Municipal Services
Account. The Miscellaneous Account provides funds for road maintenance,
hospitals, health facilities and fire protection when a borough provides
those services. The amount of funding a borough receives is dependent upon
the level of service provided, e.g., the number of miles of road main-

tained. Because HB 1 mandctes the formation of third class boroughs, the
new boroughs will probably not make any immediate demands on the
Miscellaneous funds Account. Third class boroughs cannot provide the
services that are funded by the Miscellaneous Account on an areawide
basis--these services could only beorovided within a service area. As
service areas are Tformed within the new boroughs, the boroughs will become
eligible for funds from the Miscellaneous Account. We cannot predict

whether or how long it may take for such service areas to form or the
ultimate demand that the new boroughs will place on the Miscellaneous
Account. We can only note that as service districts are formed within the
new boroughs, additional funds will be vrequired to fully fund the
Miscellaneous Municipal Services Account.



TABLE 4.2
ESTIMATED TAX RESOURCE EQUALIZATION ENTITLEMENTS OF THE PROPOSEO BOROUGHS

ESTIMATED FY 87 TAX RESOURCE EQUALIZATION ENTITLEMENT IF:

MILL RATE EQUIVALENT MILL RATE EQUIVALENT
EQUALS EQUALS

PROPOSED BOROUGH POPULATION 10.6 3.5
WESTERN

Bering Strait 7,776 $402,422 $132,877

Lower Yukon 5,035 260,570 86,039

Lower Kuskowkim 11,340 586,865 193,779

Iditarod 1,563 80,888 26,709

Kuspuk 1,494 77,317 25,530
SOUTHWESTERN

Southwest Region 4,703 243,388 80,366

Lake and Peninsula 1,560 80,733 26,657

Aleutians West 6,897 356,932 117,857
INTERIOR PIPELINE

Yukon-Koyukuk 4,719 244,216 80,639

Yukon Flats 1,596 82,596 27,273

Delta/Greely 4,749 245,769 31,152

Copper River 2,914 150,805 49,795

Chugach 6,081 314,702 103,913
INTERIOR HIGHWAYS (NO PIPELINE)

Railbelt 1,345 69,606 22,984

Alaska Gateway 2,032 105,160 34,723
SOUTHEAST

Chatham 3,528 182,580 60,287

Southeast Island 11,870 614,293 202,836

TOTAL 79,202 $4,098,842 $1,353,415
NOTES:

1. The formula for Tax Resource Equalization entitlements is provided in AS 29.60.010-080. In FY 87,
entitlements were equal to: population X millage rate equivalent X 5.1392 X 0.95.

2. Because the tax effort of each proposed borough could not be predicted, estimation of
each borough®s entitlement was based on the average millage rate equivalent of existing boroughs
in 1986, 10.6 (see Note 3), and on a relatively low millage rate equivalent value (3.5)
typical of some of the smaller boroughs.

3. Millage rate equivalents of existing boroughs in FY 87 were: Anchorage, 4.82; Bristol Bay, 11.79;
Fairbanks, 5.27; Hair.es, 3.65; Juneau, 20.8; Kenai, 3.53; Ketchikan, 6.26; Kodiak, 3.82;
Mat-Su, 4.84; North Slope, 10.78; Northwest Arctic, 0.0; Sitka, 11.53. The weighted average
millage rate equivalent for existing boroughs (10.6) was calculated by dividing the total 1986
tax collections of existing boroughs by the total full value of existing boroughs as reported in
Alaska Taxable.
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Municipal Assistance

Under the Municipal Assistance program, the State distributes funds to
municipalities based on corporate income tax revenues generated within the
municipality. The current program was established in 1980 to replace the
Gross Business Receipts Tax program under which municipalities were
refunded 20 percent pf gross business receipts tax revenues collected
within their bounds. Each municipality®s entitlement 1is equal to a
base amount plus a prorated share of any additional amount appropriated
to the Municipal Assistance program. For municipalities formed prior to
1977, the base amount 1is the amount received under the Gross Business
Receipts Tax program in FY 78. For boroughs formed after 1977, the base
amount is equal to the base amount received by the existinn borough whose
population outside of cities most closely approximates the population
outside of cities of the new borough.

Under current statute, the legislature may appropriate an amount equal to
or greater than 30 percent of corporate income tax revenues from the prior
fiscal year to the Municipal Assistance program. With the recent declines
in oil revenues, the amounts appropriated to the Municipal Assistance fund
have declined from their peak in FY 8L of $87.9 million to $65.8 million in
Fy 87. In FY 87, $10.6 million went to fund the base entitlements, and
$55.2 million went to fund the excess entitlements.

Table 4.3 presents estimated Municipal Assistance entitlements for the

proposed boroughs. I have assumed that the new boroughs are formed
simultaneously, and the base entitlement of each new borough was determined
by comparison with the base entitlements of the existing boroughs. I the

new boroughs are formed at different times, the base entitlements could be
different because for the boroughs incorporating later, the new boroughs
which had incorporated earlier would b? "existing boroughs."

The formation of the 17 new boroughs will add $3.8 million to the total
base entitlement, raising it from $10.6 to $14.4 million. The base
entitlements of most of the boroughs are relatively small amounts, 1i.e.,
less than 535,000. Three of the boroughs, however, have populations that
most closely correspond to the population of the North Slope Borough, which
had FY 78 business tax refunds totalling $1.2 million, and for these
boroughs, the base entitlement is $1.2 million. Thus, of the $3.8 million
base entitlement of the proposed boroughs, 95 percent is derived from these
three boroughs.

25See House Research Memorandum 87.073 for a history of the Municipal
Assistance program.



TABLE 4.3
ESTI MATED MUNICIPAL

PROPOSED
BOROUGH

WESTERN

Bering Strait
Lower Yukon
Lower Kuskowkim
Iditarod

Kuspuk

SOUTHWESTERN

Southwvst Region
Lake arx* Peninsula
Aleut ions West

INTERIOR PIPELINE

Yukon-Koyukuk
Yukon Flats
Delta/Grcely
Copper River
Chugach

INTERIOR HIGHWAYS (NO PIPELINE)

RailL It
Alaskr Gateway

SOUTHEAST

Chatham
Southeast Island
TOTAL

NOTES:

1. The formula for calculating a new borough®s Municipal Assistance entitlement

ASSISTANCE ENTITLEMENTS OF THE PKOPOSED BOROUGHS

EXISTING
POPULATION BOROUGH WITH

TOTAL OUTSIDE SIMILAR POPN BASE
POPULATION CITIES OUTSIDE CITIES AMOUNT
7,776 167 Northwest Arctic 17,275
5,035 290 Northwest Arctic 7,275
11,340 1,637 Bristol Bay 13,986
1,563 242 Northwest Arctic 7,275
1,494 454 Northwest Arctic 7,275
4,703 436 Northwest Arctic 7,275
1,560 924 Haines 7,275
6,897 4,829 Ketchikan 32,610
4,719 1,135 Bristol 8ay 13,986
1,596 918 Haines 7,275
4,749 3,450 North Slope 1,203,621
2,914 2,914 North Slope 1,203,621
6,081 565 Haines 7,275
1,345 779 haines 7,275
2,032 1,847 Bristol Bay 13,986
3,528 581 Haines 7,275
11,870 3,037 North Slope 1,203,621
79,202 24,205 13,758,181

EXCESS ENTITLEMENT

IF APPROPRIATION:

INCREASES TO

REMAINS AT MAINTAIN STATUS 0UO
FY 87 LEVEL FOR EXISTING BOROUGHS
114,696 116,533
25,520 28,710
144,056 162,063
21,296 23,958
39,952 44,946
38,368 43,164
81,312 91,476
424,952 478,071
99,880 112,365
80,784 90,882
303,600 341,550
256,432 288,486
49,720 55,935
68,552 77,121
162,536 182,833
51,128 57,519
267,256 300,663
12,130,040 12,396,295

is provided

2. Population data for the proposed boroughs are for 1986 from the Department of Labor.

in AS 29.60.

3. Determination of the existing borough with similar population residing outside cities was based on

the FY 87 Final

Report on State Revenue Sharing and Municipal Assistance,

4. Excess entitlement

5. Excess entitlement would have been reduced to 188 oer resident living outside cities

included in FY 87.

in FY 87 was 199 per resident

living outside a city.

ifthe 17 proposed boroughs

Department of Community undRegionalAffairs.

had been

TOTAL ENTITLEMENT

REMAINS AT
FY 87 LEVEL

121,971
32,795
158,042
28,571
47,227

45,643
88,567
457,562

113,866
88,059
1,507,221
1,460,053
56,995

75,827
176,522

58,403
1,470,877/

15,888,221

IF APPROPRIATION:

INCREASES TO
MAINTAIN STATUS QUO
FOR EXISTING BOROUGHS

123,808
35,985
176,049
31,233
52,221

50,439
98,751
510,681

126,351
98,157
1,545,171
1,492,107
63,210

84,396
196,839

64,794
1,504,284

16,154,476
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The formation of 17 new boroughs will increase the portion of the Municipal
Assistance fund devoted to '"base" entitlements and thereby decrease the
portion that 1is "excess" and divided on a per capita basis. If the total
appropriation to Municipal Assistance were to remain the same--$65
million--and t'-e 17 new boroughs were formed, the excess entitlement would
drop from $99 per capita to $88 per capita. If the legislature decided to
increase the appropriation to Municipal Assistance to ensure that existing
cities and boroughs maintained their current entitlement of base plus $99
per capita, an additional $6.1 million would be required.

Nonrecurring Entitlement Programs

Transitional Assistance

Under AS 29.05.190, the State provides grants to new boroughs to help
defray the costs of transition to borough government and to provide for

interim governmental operations. These grants are $300,000 for the first
full or partial fiscal year, $200,000 for the second fiscal year, and
$100,000 for the third fiscal year. Thus, during a period of three years,

each new borough would receive $600,000 in Transitional grants. Under
House Bill 1, at least 17 new boroughs would be formed by June 30,1989.
The total amount that would beneeded for organization grants for these
new boroughs would be $10.2 million. Assuming that all the new boroughs

formed during FY 89, these grant funds would be disbursed as follows: $5.1

million In FY 89, $3.4 million in FY 90, and $1.7 million in FY 91.

Alaska Statute 29.05.210 directs the Department of Community and Regional
Affairs to provide assistance to each new borough in:

establishing the initial sales and use tax assessment and collection
department, if the borough adopts a sales or use tax; and

determining the initial property tax assessment roll if the borough
has adopted a property tax, including contracting for appraisals of
property needed to complete the initial assessment.

We do not know how much would be required for DCRA to fulfill each of these
obligations, but a considerable sum could be required, particularly if the
new boroughs choose to institute a property tax. The fiscal note attached
to the bill implementing HB 1 will have to include an accounting of the
amounts needed by DC&RA to fulfill these obligations.
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Mun.aipal Land Grants

Under AS 29.65.030, new b roughs are entitled to a general land grant equal
to ten percent of the miximum total acreage of vacant, unappropriated,
unreserved (VUU) Stateland within their bounds. However, a new borough
may not receive more than 20 acres per person. In Table 4.4, maximum
entitlements, based on population, are compared to ten percent of the
number of acres that the Department of Natural Resources estimates is
vacant, unappropriated and unreserved within each proposed borough.

The actual entitlement that a borough receives will be limited either by
the population of the borough or by the amount of VUU land available for
selection. One proposed borough, Lower Yukon, has no VUU land and would
receive no land entitlement. Eleven of the proposed boroughs have maximum
entitlements based on population that are less than the estimated amount of
VUU land available for selection; for these boroughs, their entitlement
will be limited by their population. Because the amount of land available
for selection exceeds their entitlement, these boroughs will have some
choice in the lands they receive. Five of the proposed boroughs have less
VUU land tnan they would be entitled toon the basis of population, and
these boroughs will have no choice in the selection process.

The estimated total entitlement for the proposed boroughs is 787,231
acres. We have not attempted to precisely estimate how much it would
cost the State to transfer these lands. However, me total entitlement of
existing boroughs and unified municipalities is similar, 861,421 acres, and
the State has spent roughly $150,000 per year during the last six years--a
total of $900,000--on transfer of these lands. Frank Mielke, Special
Projects Coordinator with the D.vision of Land and Water Management,
Department of Natural Resources, estimates that land transfer costs are a
minimum of Sl per acre. Thus, the State could expect to spend on the
order of $1 million over several years to transfer lands to the new
boroughs.

DISCUSSION

The costs to the State of HB 1, summarized in Table 4.5, can be broken into
two categories: 1) the nonrecurring costs associated with borough forma-
tion; and 2) the annual costs associated with foregone revenues and
increased expenditures for entitlement programs. The nonrecurring costs
to implement the bill are estimated to be on the order of $12 million
spread over a three to five-year period. The not annual cost of HB 1 is
estimated to be on the order of $8 million.



TABLE A.4
ESTIMATED LAND ENTITLEMENTS OF THE PROPOSED BOROUGHS

MAXIMUM AMOUNT OF

MAXIMUH LAND VACANT, UNAPPROPRIATED ESTIMATED

PROPOSED ENTITLEMENT AND UNRESERVED STATE ENTITLEMENT
BOROUGH POPULATION (ACRES) LAND (ACRES) (ACRES)
WESTERN

Bering Stroit 7,776 155,520 247,408 155,520

lower Yukon 5,035 100,700 0 0

Lower Kuskowkim 11,340 226,800 56,640 56,660

Idi tarod 1,563 31,260 1,121,923 31,260

Kuspuk 1,494 29,880 317,968 29,880
SOUTHWESTERN

Southwest Region 4,703 94,060 691,299 94,060

Lake and Peninsula 1,560 31,200 432,970 31,200

Aleutians West 6,897 137,940 92,816 92,816
INTERIOR PIPELINE

Yukon-Koyukuk 4,719 94,380 859,77V 74,380

Yukon Flats 1,596 31,920 182, 3wY 31,920

Delta/Greely 4,749 94,980 255.983 94,980

Copper River 2,914 58,280 262,044 58,280

Chugach 6,081 121,620 95,758 95,758
INTERIOR HIGHWAYS (NO PIPELINE)

Rail belt 1,345 26,900 255,515 26,900

Alaska Gateway 2,032 40,640 467,016 40,640
SOUTHEAST

Chatham 3,528 70,560 2,155 2,155

Southeast Island 11,870 237,400 6,343 6,343

TOTAL 79,202 1,428,520 5,100,564 787,231
NOTES:

1. Boroughs are entitled to 10 percent of the vacant, unappropriated and unreserveld "Tate land
within their bou.tds, except that no borough may receive more than 20 acres per jpita.

2. The maximum amount of vacant, unappropriated and unreserved (VUU) land within .ach proposed borough
is ten percent of the total amount, of VUU land within each borough. Estimates of total VUU
land in each proposed borough were prepared by the Department of Netural Resources. The values
presented do not account for land that may have been recently classified subject to a land use plan;
these londs would not be available for selection by a borough. Thus, the values presented represent
the maxfmun nurber of acres from which a new borough could select its entitlement.
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TABLE 4.5

SUMMARY OF EFFFCTS OF NEW BOROUGHS ON STATE REVENUES

AND EXPENDITURES

PROGRAM

SUMMARY

Net Annual Revenues
Nonrecurring Expenditures

REVENUES

Oil and Gas Pipeline
Property Taxes

Shared Toxcs

Subtotal..........

EXPEND!TURES

Annuol Entitlement Programs

Public School Foundation

Municipal Assistance

Revenue Sharing

Subtotal*........

Nonrecurring Entitlement Programs

Transitional Assistance

Grants
DCRA Assistance

Hunicipat Land Grants

Subtotal..........
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ESTIMATED CHANGE
IN CURRENT REVENUES
OR EXPENDITURES
DUE TO NEW BOROUGHS

sS10

=513

=$13

+S6

+S2

*S5

+310
*$1

+S1

*$12

million

million

million

million

million

million

million

million

million



EFFECTS OF BOROUGH FORMATION ON STATE REVENUES AND EXPENDITURES

In the long term, the State will have decreased revenues. It is difficult

to predict precisely how much State revenues will decrease over the long
term, but if the new boroughs along the pipeline levy a four mill property
tax and fish harvests remain about the same, revenues will be initially
reduced $13 million. IT the pipelinp boroughs levy taxes at a higher rate,
revenues will be further reduced. The value of the pipeline is expected to
decline during the next several years, and the formation of new boroughs
along the pipeline will Tfurther reduce State revenues from this source,
particularly if these boroughs raise tax rates to stabilize revenues.

Other than the costs of implementation, HB 1 does not require either
increased or reduced expenditures for any of the programsby which the
State assists local governments. Rather, HB1 1 would create a new set of
political conditions under which tho legislature must make decisions about
allocation of funds to local governments. The requirement that the new
boroughs make a local contribution to education would "free up"” about $13
million of the $430 million currently appropriated to Foundation aid. It
the Foundation aid appropriation remains at $430 million, existing boroughs
will receive more Foundation aid. IT the Foundation Aid appropriation is
reduced by $13 million, the existing boroughs simply receive the same
amount; only the new boroughs receive less funds. In either case, existing
boroughs receive a greater portion of the Foundation appropriation than
under the status quo.

To provide the new boroughs with their entitlements while each existing
municipality receives its current (FY 87) amount under the Municipal
Assistance and Revenue Sharing programs will require the appropriation of
an additional $7 to S9 million. If the appropriations are not increased,
the entitlements of all municipalities will be reduced. The FY 87
appropriations were already 20 percent less than in FY 86, and many
communities have had to reduce basic services as a result of the decrease

in  revenue. All municipalities have felt the effects of the current
economic downturn, and there 1is considerable pressure on the legislature to
increase the amount of revenue transferred to local governments. The

addition of 17 new boroughs will undoubtedly increase pressure on the
legislature to appropriate more money for these local government assistance
programs.



CHAPTER FIVE
POTENTIAL REVENUES OF THE PROPOSED BOROUGHS
AND THE NECESSITY OF LOCAL TAXES FOR EDUCATION

In this chapter, we return to the perspective of the proposed boroughs and
assess the necessity of each borough to levy taxes to maintain the current

level of funding for education. It is an often expressed concern that some
areas within the unorganized borough do not have the fiscal capacity to
support education and other borough duties. To evaluate whether the new

boroughs have sufficient fiscal capacity, one must first have an idea of
how much money needs to be generated locally, and that is what we attempt
to do here.

Under House Bill 1, the Foundation aid entitlement of each proposed borough
will be reduced by an amount -equivalent to the required local
contribution. However, each borough will be eligible for funds from other
entitlement programs, specifically the shared taxes, Revenue Sharing, and
Municipal Assistance programs. To a third class borough, whose only
areawide powers are education and taxation, these additional entitlements
are, iIn fact, education funds. To varying degrees, these revenues will
offset the reductions in Foundation aid. In addition, savings from the
consolidation of districts may partially offset reductions in Foundation
aid.

In order to determine whether local taxes must be imposed to maintain the
current level of funding for education, the net change in revenue from all

entitlement programs must be estimated. IT the reduction in Foundation aid
is not offset by consolidation savings and entitlements, a borough must
levy local taxes to maintain education funding at the current level. It

the reduction 1is offset, a borough could conceivably organize, at Ileast
initially, without having to levy local taxes.

Here, the need for local taxes for education is assessed by:

estimating the potential revenues from entitlements other than
education (Tables 4.Z, 4.3, and 5.1); and

estimating the net change in education revenues (Table 5.2).
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POTENTIAL REVENUES OF THE PROPOSED BOROUGHS

In summary, of the 17 boroughs:

Six boroughs must tax to meet their required local contribution,
but do not need to raise additional funds.

Three boroughs need not tax to meet their required local
contribution, but they would have to tax to cover the portion of
the reduction in Foundation aid not offset by additional
entitlements and consolidation savings to maintain education
expenditures at the current level.

One boroughmust tax to meet the requiredlocal contribution and
would also have to tax to cover the reduction in Foundation aid
not offset by other revenue to maintain education expenditures at
the current level.

Seven boroughs reed not tax--either to meet their required local
contribution or to maintain education expenditures at the current
level.

Unexpectedly, 13 of the 17 proposed boroughs would enjoy increased
revenues Tor education, after consideration of any tax revenues needed to
meet the vrequired Jlocal contribution, other entitlements and any
consolidation savings.Table 5.3, located at the end of the chapter,
categorizes the proposed boroughs by their need to tax for education and
shows which boroughswill have increased revenues.

POTENTIAL REVENUES FROM ENTITLEMENT PROGRAMS OTHER THAN EDUCATION

Revenues of the proposed boroughs from entitlement programs other than
education will come from three sources: shared taxes, Revenue Sharing and
Municipal Assistance. The estimated entitlements of each borough from
Revenue Sharing and Municipal Assistance were presented previously in
Chapter 4 (See Tables 4.2 and 4.3). Also in Chapter 4, shared taxes were
described (See Table 4.1). Here, these shared tax revenues are allocated
among the proposed boroughs to theextent possible.

Table 5.1 presents the FY87 shared tax revenues of cities within each
borough and the estimated revenues of each borough. No attempt was made to
allocate gaming taxes because the currently undistributed receipts of this
tax are only $5,000. Similarly, allocation of the utility cooperative
taxes and liquor |license fees refunds was not attempted because the
additional refunds from these sources would probably total less than
$300,000. In Table 5.1, the boroughs likely to receive revenues from these
two sources are identified.



TABLE 5.1

FY 87 SHARED TAX REVENUES OF CITIES WITHIN

PROPOSED BOROUGH
WESTERN

Bering Strait
Lower Yukon
Lower Kuskowkim
Iditarod

Kuspuk

SOUTHWESTERN

Southwest Region
Lake and Peninsula
Aleutians West

INTERIOR PIPELINE

"'ukon-Koyukuk
Yukon Flats
Delta/Greely
Copper River
Chugach

FISHERIES BUSINESS TAX

FY 87 REVENUES
OF CITIES WITHIN
THE BOF.OUGH

to

A0, 832
59,554
1,557
189

52,046
179,267
1,062,335

12,296

465,270

INTERIOR HIGHWAYS (NO PIPELINE)

Rai(belt
Alaska Gateway

SOUTHEAST

Chatham

Southeast Island
TOTAL--PROPOSED BOROUGHS
NOTES:

1. Onlythose

fisheries business tax revenues.

178,530
744,918

$2,796,794

received by cities in each borough.

2.  Onlythose boroughswith cities that currently receive utility cooperative tax refunds were estimated to receivethese

ESIIMALED
REVENUES OF
THE BOROUGH

$0
42,481
61,959
1,620
197

54,148
186,508
1,105,243

12,793

0
0
484,062

185,741
775,005

$2,909,756

UTILITY COOPERALIVE TAXES

FY 87 REVENUES
OF CITIES WITHIN
THE BOROUGH

$3,093
3,199
1,499
472
189

29,276

1,725

2,503

67,176

3,251

$112,383

ESTIMATED
REVENUES OF
THE BOROUGH

&
L 2 & =]

SR =Y

*e0O 0O o

$150,000

IHE PROPOSED BOROUGHS AND ESTIMATED SHARED TAX REVENUES OF THE PROPOSED BOROUGHS

LIQUOR LICENSE FEES

FY 87 REVENUES
OF CITIES WITHIN
THE BOROUGH

$13,586

3,900

5,314

9,598

6,554

29,272

17,202
26,902

$112,928

boroughs with cities that currently receive fisheries business tax revenues were allocated
Borough allocations were based on the percentage of the total amount refunded

ESIIMATED
REVENUES OF
THE BOROUGH

$0

(=R 2 JeNe] [eNeYo] OO0 oo

o +

$155,975

revenues.

Borough allocations were not mode because the revenues attributed to unincorporated communities were not preciselyknown.

3. Onlythose boroughswith unincorporated communities
Although the receipts from unincorporated communities and
borough allocations were not attempted.

receive these revenues.

without police protection were known,

likely to allow the sale of liquor were estimated to
incorporated conmonities



POTENTIAL RFVTNUFS OF THF PROPOSFD BOROUGHS

Of the shared taxes, the fisheries business tax is the only tax that will
provide a significant source of revenue to any of the proposed boroughs.
1 assumed that only those boroughs containing cities that received
fisheries business tax refunds would receive these revenues, and the
additional S2.9 million that would be refunded to the new boroughs was
allocated in proportion to the FY 87 receipts of thecities within each
borough. Of the 17 proposed boroughs, 11 are expected to receive fisheries
business tax refunds. For most of the coastal boroughs, the potential
refunds are sizable, ranging from $185,000 to over $1 million. For the
coastal boroughs in the western region and for interior region boroughs,
the potential refunds are under $100,000.

THE NECESSITY OF LOCAL TAXES FOR EDUCATION IN THE NEW BOROUGHS

Local taxes will be required in the new boroughs if current local
contributions are less than required local contributions. In addition,
boroughs must tax to maintain education expenditures if the combination of
any tax revenues necessary to fulfill the required local contribution,
additional entitlements and consolidation savings do not offset the
reductions in Foundation aid.

The boroughs in which current Jlocal contributions are less than the
required local contribution were identified iIn the analysis of local
education costs in Chapter 3 (see page 46). Four pipeline boroughs and
three other boroughs were in this situation. At minimum, these boroughs
must raise the difference between their current contributions and the
required contribution, or they will lose their Foundation aid. If these
boroughs raise only the difference, they will have less money for
education--by the amount of the their current contributions--unless the
additional entitlements and consolidation savings are equal to or greater
than their current contributions.

To determine which boroughs will need to tax to maintain education funding,
net education revenues must TFirst be determined. The net change in
education revenues was estimated by taking into consideration the
following:

the reduction in Foundation aid;

any required local contributions in excess of current local
contribution;
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POTENTIAL REVENUES OF THE PROPOSFD BOROUGHS

potential revenues from shared taxes, Revenue Sharing and
Municipal Assistance entitlements; and

any consolidation savings.

In Table 5.2, the net change in Tfunds available for education in each
proposed borough is presented. Overall, the additional entitlements
offset nearly $10 million of the $13.4 million shortfall in Foundation aid
to the proposed boroughs, and the savings from consolidation offset another
$4.6 million. The distribution of the additional entitlement dollars and
of consolidation savings among the proposed boroughs 1is uneven, however,
and some boroughs have a net increase in revenues while other boroughs have
a net decrease. For those boroughs with a net decrease, local taxes must
be levied--in addition to any taxes already levied by cities for education
and to any taxes needed to fulfill the local contributi >n requirement--to
maintain education funding at the current level.

Table 5.3 categorizes the proposed boroughs by their need to tax for
education. Six of the proposed boroughs include cities that currently levy
property taxes for education, and these tax revenues were included in the
assessment of current local contributions. The following assessment of
the new boroughs®™ need to tax for education refers to the need to raise
taxes in addition to any currently raised bythe cities within the
boroughs.

Ten boroughs must tax; seven borough do not need to tax. In the following
discussion, the circumstances that affect whether each borough needs to tax
are highlighted.

Boroughs Where Additional Taxation is Required
Of the ten boroughs that need to levy additional taxes for education:

Six boroughs must tax to meet their required local contribution,
but do not need to raise additional funds.

Three boroughs need not tax to meet their required local
contribution, but they would have to tax to cover the portion of
the reduction in Foundation aid not offset by additional
entitlements and consolidation savings to maintain education
expenditures at the current level.

One borough must do both. Taxation 1is required to meet the local
contribution, and these tax revenues are insufficient to cover the
reductir.t in Foundation aid not offset by other revenue.

The boroughs that need to tax to meet the required local contribution
include four pipeline borrughs, which have high property values, and three
boroughs which ha.ie much lower property values. The pipeline boroughs each
need to raise from $1.5 to $3 million to Tfulfill their Ilocal
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IABLE 5.2
ESFIMAICO NCI CHANGE IN EDUCATION REVENUES Or IHE PROPOSED BOROUGHS

REQUIRED ESTIMATED ENTITLEMENTS FROM:
CONTRIBUTIONS NET CHANGE
CHANGE IN IN EXCESS OF FISHERIES OTHER POTENT 1t IN
FOUNDATION CURRENT BUSINESS SHARED REVENUE HUN 1C 1PAL SAVINGS THOM EDUCATION
PROPOSED BOROUGH AlO CONIR1BUIIONS TAXES TAXES SHARING ASSISTANCE CONSOL IDATION REVENUES
WESTERN
Bering Strait ($355,369) $0 $0 $0 $132,877 $23,808 $200,000 $1,316
Lover Yukon (339,707) 0 42,4b". 4 86,039 35,985 400,000 224,708
Lower Kuskowkiin (1,284,070) 0 61,959 . 193,779 176,049 200,000 (652,283)
Idiinrod (93,925) 0 1,620 ¢ 26,709 31,233 N/A (34,364)
Kuspuk (79,360) 0 197 ¢ 25,530 52,221 N/A (1,412)
SOUTHWESTERN
Southwest Region (200,222) 187,877 54,148 ¢ 80,366 50,439 200,000 372,608
Lake and Peninsula (122,186) 0 186,508 0 26,657 98,751 N/A 189,729
Aleutians West (88,734) 0 1,105,243 0 117,857 510,681 400,000 2,045,047
ER10R PIPELINE
Yukon-Koyukuk (3,538,147) 3.170,899 12,793 . 80,639 126,351 600,000 452,535
Yukon Flats (2,041,200) 1,904,320 0 0 27,273 98,157 N/A (11,450)
Oct ta/Greely (2,059,470) 1,834,516 0 ¢ 81,152 1,545,171 N/A 1,401,369
Copper River (1,735,230) 1,642,863 0 ¢ 49,795 1,492,107 N/A 1,449,535
Chugach (1,002,631) 0 484,062 * 103,913 63,210 400,000 48,55.-
INTERIOR HIGHWAYS (NO PIPELINE)
Railbclt (120,705) 50,343 0 ¢ 22,984 84,396 N/A 37,018
Alaska Gateway (182,111) 0 0 ¢ 34,723 196,839 N/A 49,451
SOUTHEAST
Chatham (39,742) 147,579 185,741 ¢ 60,287 64,794 800,000 1,218,659
Southeast Island (183,943) 0 775,005 ¢ 202,836 1,504,284 1,400,000 3,698, ie2
TOTAL- PROPOSED BOROUGHS ($13,466,752) $8,938,397 $2,909,756 $311,667 $1,353,416 $6,154,476 $4,600,000
NOTES:

1. Other shared taxes include gam ig and amusement taxes, utility cooperative taxes and liquor license fees.

2. The Revenue Sharing entitlements of each borough arc based on a millage rate equivalent of 3.5. See
Table A.2 for further information.

3. The Municipal Assistance entitlements of each borough are based on the FY 87 foroxjla and
a total appropriation sufficient to maintain thr entitlements of all existing boroughs attheir current level.
See Table 4.3 for further information.

4. Estimated savings from consolidation of school districts wereestimated to be $200,000 for eachdistrict subsumed. See Table 3.8 for
further information.



IABLE 5.3
PROPOSED BOROUGHS CA1EGORI2ED BY THEIR NEED 10 LEVY ADDITIONAL TAXES FOR EDUCATION

ADDITIONAL TAXATION REQUIRED ADDITIONAL TAXATION NOT REQUIRED
AMOUNT AMOUNT

NEEDED TO NET NEEDED TO NET

MEET REQUIREO CHANGE IN MEET REQUIRED CHANGE IN

LOCAL FUNDS FOR LOCAL FUNDS FOR

BOROUGH CONTRIBUT"ON EDUCATION BOROUGH CONTRIBUTION EDUCATION

WESTERN

Lower Kuskokwim SO (1652,283) Bering Strait SO 51,316

Idi tarod 0 (34,364) Lower Yukon 0 224,798
Kuspuk 0 (1,412)

SOUTHWESTERN
Southwest Region 187,877 372,608 Lake and Peninsula 0 189,729
Aleutians West 0 2,045,047

INTERIOR PIPELINE

Yukon-Koyukuk 3,170,899 452,535 Chugach 0 48 .S54
Yukon Flats 1,904,320 (11.450)
Delta/CGreely 1,834,516 1,401,369
Cocper River 1,642,663 1,449,535

INTERIOR HIGHWAYS (NO PIPELINE)

Railbelt 50,343 37,018 Alaska Gateway 0 49,451
SOUTHEAST

Chatham 147,579 1,218,659 Southeast Island 0 3,698,182

NOTES:

1. Amount required to neet the required local contribution is the difference between current local
local contributions and the required local contribution. See Table 5.4.

2. Net change in education funds is the additional amount of revenue available for expenditure on education
once the reduction in Foundation aid, required lo-al taxes, additional entitlements, and consolidation
savings are taken into account. Negative values indicate that taxation would be required
to maintain education expenditures at the current level. See Table 5.2.



POTENTIAL REVENUES OF THE PROPOSED BOROUGHS

obligation, and these boroughs would need to institute a property tax. The
other three boroughs, Southwest Region, Railbelt and Chatham, each need to
raise less than $200,000; conceivably, they could raise this money through
sales taxation.

The three boroughs that donot need to tax to meet the required Ilocal
contribution but do need to tax to offset the reductions in Foundation aid
are the Lower Kuskokwim,lditarod and Kuspuk boroughs. For the Iditarod
and Kuspukboroughs, the net decreases in education funds are estimated to
be under $35,0Cj. The FY 87 expenditures of the districts forming these
boroughs were several million dollars each, thus these reductions in
education funding are insignificant. For the Lower Kuskokwim borough, the
additional entitlements and consolidation savings offset only a portion of
the reduction in Foundation aid, and net education revenues decrease
$650,000 unless taxes are levied.

lhe Yukon Flats borough, apipeline borough, needs to tax to meet its
local contribution requirement, but must tax at a rate slightly higher than
needed to meet the requirement in order to maintain education funding.
After the taxes required to fulfill the local contribution and the
additional entitlements are considered, this borough 1is only $11,000 short
of its current level of funding. This amount is insignificant relative to
the current level of education expenditures in this proposed borough.

Boroughs Where Additional Taxation is Not Required

Seven boroughs will not need to tax because their current local
contributions exceed their required local contributions and because
additional entitlements and consolidation savinys offset the reductions in
Foundation aid. These boroughs are: Bering Strait, Lower Yukon, Lake and
Peninsula, Aleutians West, Chugach, Alaska Gateway, and Southeast Island.

Strictly speaking, the boroughs with city districts that currently levy
property taxes for education--the Bering Strait, Aleutians West, Chugach,
and Southeast Island boroughs--will have to tax, because these tax revenues
comprise part of the current local contribution. However, no additional
tax revenue would be needed, and to the extent that the additional
entitlements and consolidation savings exceed the reduction in Foundation
aid to the borough, these boroughs could reduce their tax appropriations

for education. For the Aleutian* Wr** .d Southeast Island boroughs, the
net change in education re* exceeds the current local tax
contributions of the cities \iUr, 's * boroughs. These boroughs could

reduce or even eliminate tax appropriations for school operations and still
have more revenues for education than under the status quo.

The Lower Yukon, Lake and Peninsula, and Alaska Gateway boroughs are formed
from REAAs, and their current local contributions therefore do not include
any tax appropriations. These REAAs could organize as boroughs without
levying local taxes and still maintain, and in fact, increase, revenues
availatle for schools.
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POTENTIAL REVENUES OF THE PROPOSED BOROUGHS

An Unexpected Result: Boroughs with More Education Revenue Than Under the
Status Quo

The purpose of examining the net education revenues of the proposed
boroughs was to determine how much revenue the boroughs would have to raise
through local taxes; we anticipated that all boroughs would have to raise
substantial sums simply to maintain education funding at current levels.
That 13 of the 17 proposed boroughs would have more education revenue than
under the status quo was an unexpected result.

When the additional entitlements, tax revenues vrequired to fufill the
local contribution, and consolidation savings are considered, 13 of the
proposed boroughs have more revenue for education than under the status quo
(See Table C.3). These boroughs are the Bering Strait, Lower Yukon,
Southwest Region, Lake and Peninsula, Aleutians West, Yukon-Koyukuk,
Delta/Greely, Copper River* Chugach, Rail belt, Alaska Gateway, Chatham and
Southeast |Island boroughs. As discussed above, some of these boroughs
need to tax to meet their required local contribution, but the additional
entitlements and consolidation savings exceed the reductions in Fo-ndation
aid, thus they have a net increase in education revenue.

For the Bering Strait, Chugach,Alaska Gateway, and Railbelt boroughs, the
increases are less than $50,000 and are therefore insignificant. For the
Southwest Region, Yukon-Koyukuk, Lower Yukon, and Lake and Peninsula
boroughs, the increases 1in education revenue are moderate, vranging from
$200,000 to $500,000. For the Tfive remaining boroughs--Aleutians West,
Southeast Island, Delta/Greely, Copper River, and Chatham--the increases
are $1 million or more and aretherefore significant. The circumstances
creating the [large increases for each of these boroijhs are explained
below:

For the Aleutians West borough, the increase is due primarily to
the estimated $1 million in Tisheries business tax revenues.
However, this borough would also receive $0.5 million in Municipal
Assistance, which alone would offset the $88,734 reduction in
Foundation aid.

*The four boroughs that would net have increased education
revenues are the Lower Kuskokwim, Iditarod, Kuspux, and Yukon Flats
boroughs. Without local taxes, these boroughs would have decreased
revenues.



POTENTIAL REVENUES OF THE PROPOSED BOROUGHS

The Southeast Island borough conies out $3.7 million ahead due to
fisheries business tax receipts of $0.75 million and a Municipal
Assistance entitlement of $1.5 million. This sizable Municipal
Assistance entitlement 1is due to the fortuitous parallel between
the number of people residing outside of cities within the borough
and the number residing outside cities in the North Slope
Borough. Under the current formula for determining the base
Municipal Assistance entitlement of newly created boroughs, a new
borough receives the base entitlement of the existing borough that
has a similar population residing outside cities. The base
entitlement of the North Slope Borough is $1.2 million, thus the
base entitlement of the new Southeast Island borough 1is $1.2
million.

The Delta/Greely and Copper River boroughs would also receive
sizable Municipal Assistance entitlements because the number of
people residing outside of cities coincides with number residing
outside of cities 1in the North Slope Borough. While these
boroughs must raise significant sums through taxation to meet the
local contribution requirement, they will also have an increase in
education revenues due to receipt of large Municipal Assistance
entitlements.

For the Chatham borough, 1its $1 million increase is due in part
to fisheries business tax refunds and to consolidation savings
that could total $0.8 million.

r "usions

... §j chapter has focused on the necessity of local taxes for the
operational support of schools. Upon organization, the boroughs must also
take responsibility for school construction costs, which will 1increase the
amount that each borough must raise locally for schools. In the long run,
all of the proposed boroughs will surely have to levy local taxes to
support education and other borough duties, and careful study of Tfiscal
capacity should therefore be a prerequisite of borough formation.

Nonetheless, this analysis of the finances of the proposed boroughs dispels
the commonly held notion that borough formation requires substantial sums
to be raised locally and that there is a financial disincentive to borough

formation. In fact, the converse 1is true: Under the current laws
governing the transfer of State funds to local governments, most areas of
the unorganized borough would benefit financially from organization. That

some of these areas have not yet crganized--despite the financial incentive
to do so--suggests either that people are not aware of the financial
benefits of organization or that people do not want to organize. Based on
this analysis, the generally slow development of boroughs from the
unorganized borough should probably be attributed more to sociological than
to financial factors.

-74-



POTENTIAL REVENUES OF THE PROPOSFD BOROUGHS

This analysis also suggests that the Ilegislature should re-evaluate the
methods by which State funds are distributed among local governments. The
method for determining the base Municipal Assistance entitlement of new
boroughs produces inequitable results: Based solely on the number of
people vresiding outside cities, some boroughs would receive a base
entitlement of $7,275; others would receive a base entitlement of $1.2
million. Such 1la»ye differences in entitlements help create the situation
where some new boroughs could organize without levying additional taxes and
other new boroughs could not.
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Introduce
Referred:
Affairs,

IN THE HOUSE

d:

3/13/87

Community & Regional
Health, Education &
Social Services and Finance

BY L
SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 1
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - FIRST SESSION

A BILL

5-0166L

ARSON AND MENARD

For an Act entitled: "An Act converting regional educational attendance

areas into third class boroughs; and providing for an

effective date.”

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. THIRD CLASS BOROUGHS CREATED. (@) The areas within the

boundaries of

the regional educational attendance areas formed under

AS 14.08.031 as of July 1, 1982, become third class boroughs effective

July 1, 1989.

A city school district located within the

boundary of a

borough formed under this section is part of that borough’s school dis-

trict.

(b) Two or more regional educational attendance areas

foim a third class borough under this section. The sc

regional

single borough under this subsection shall

may combine to

hool boards of

educational attendance areas that decide to combine to form a

of that decision as soon as possible.

(c) The

lieutenant governor shall hold elections for

members of boroughs formed under this section no later than

The initial

assembly of a borough formed under this section

of seven members elected at large from the borough. The 1

shall provide for the form of representation, composition,

ment of the assembly under AS 29.20.060 * 29.20.110.

notify the lieutenant governor

initial assembly
June 1, 1989.
shall consist
nitial assembly

and apportion-

(d) This section does not apply to a regional educational attendance

area that organizes as a borough before the effective date of this Act.

* Sec.

HRO0O01B

2.

TRANSITION. (@) The Department of Education

-1-

A-2

shall oversee

SSHB 1



1

and assist the transition from a regional educational attendance area to a

borough under this Act. On July 1, 1989,

(1) all property of the regional educational attendance area

becomes the property of the borough;

(2) the borough becomes the successor to all contracts and other

6obligations, litigation, hearings,and other proceedings 1involving the

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

regional educational attendance area that are pending or in effect;
(3) Tfaculty, staff, officers, and employees of the regional

educational attendance area are transferred to the borough.

(b) The term of office of a school board member from a regional
educational attendance area or a city school district described in sec. 1
of the

of this Act ends on the date the election of the assembly members

third class borough formed from the regional educational attendance area is

certified.

* Sec. 3. The division of legal services of the Alaska Legislative

Affairs Agency shall prepare a bill conforming the Alaska Statutes to the

changes made by secs. 1 and 2 of this Act. The title of the bill shall be

"An Act relating to the unorganized borough, school districts, and third
class boroughs.”™ The bill shall be presented to the House and Senate Rules

Committees for introduction on the first day of the Second Session of the

Fifteenth Alaska State Legislature.
* Sec. 4. Sections 1 and 2 of this Act take effect on the effective

date of aversion of an Act passed by the legislature during the Second

Session of the Fifteenth Alaska State Legislature entitled "An Act relating

to the unorganized borough, school districts, and third class boroughs.”

* Sec. 5. Section 3 of this Act takes effect immediately under AS 01.*

10.070(c) .

SSHB 1 *2* HD0O0O0O1B
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Introduced; 1/20/88 5-0166N
Referred: Community & Regional

Affairs, Health, Education &

Social Services and Finance

BY LARSON, MENARD
IN THE HOUSE AND DONLEY

2d SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 1
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act providing for the incorporation or annexation
of all areas in the unorganized borough; and provid-
ing for an effective date.
BE 1T ENACTEDBY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. BOUNDARY PROPOSAL. ) The local boundary commission
shall study the unorganized borough to determine how the entire area should
be organized into new home rule boroughs or annexed to existing boroughs
and unified municipalities. Based upon the standards set out in
AS 29.05.031, by December 31, 1989, the commission shall deliver to the
governor and the legislature a preliminary boundary proposal for the unor-
ganized borough. The proposal must include

(1) a designation of areas proposed for annexation to existing
boroughs or unified municipalities; and

(2) proposed boundaries for new boroughs tc be formed in the
unorganized borough.

(b) In preparing the preliminary boundary proposal the commission
shall consult with existing municipalities withinorbordering the unor-
ganized borough, regional educational attendance areas,and coastal re-
source service areas. The commission shall conduct at least one public
hearing in the area of each proposed new borough.

(c) The commiss n may submit any proposed annexation compatible with
the preliminary boundary proposal to the legislature under
AS 44 .47 _.567 - 44.47_.583.

(d) The commission shall, by March 31, 1990, submit to the governor
HBOOO1C -l- 2d SSHB 1

B-2



10

11

13
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15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

and Che legislature its Tfinal boundary proposal. The proposal must provide
for the entire area of the unorganized borough, excluding areas annexed
under (c¢) of this section, to be included within new home rule boroughs.

* Sec. 2. PROVISIONAL HOME RULE CHARTERS. (2 By March 31, 1990, the
Department of Community and Regional Affairs shall deliver to the governor
and the legislature a provisional home rule charter for the new boroughs
designated in the final boundary proposal. In preparing the charter the
department shall conduct at least one public hearing in the area of each
new borough. The charter shall provide that each new borough exercise
only those powers a home rule borough must exercise by law.

(b) The voters of an area designated as a new borough in the final

boundary proposal may petition the department for an amendment to the
provisional charter for that new borough. If the department determines
that at least 15 percent of the number of voters who voted in the last

general election in the area have signed the petition, the department shall
submit the proposed amendment to the director of elections.

* Sec. 3. ELECTIONS. The director of elections shall schedule an
election of initial borough officials to be held under AS 29.05.120 in each
new borough designated in the final boundary proposal during or before the
general election held in 1990. Any proposed amendments to the provisional
charter of a new borough received by the director under sec. 2(b) of this
Act shall be submitted to the voters at the -election of initial borough
officials.

* Sec. 4. INCORPORATION OF NEW BOROUGHS. (@) A new borough designated
in the final boundary proposal 1is incorporated as a home rule borough on
the first Monday following certification of the election held under sec. 3
of this Act. The provisional home rule charter prepared by the Department
of Community and Regional Affairs under sec. 2 of this Act, together with

any charter amendments approved by the voters, «perates as the charter for

2d SSHB1 -2- HBOOO1C
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the new borough.

(b) AS 29.05.1A0 and 29.05.190 - 29.05.210 apply to boroughs incor-
porated under this section.

* Sec. 5. The division of legal services of the Legislative Affairs
Agency shall prepare abill conforming the Alaska Statutes to thechanges
made by this Act. Thebill shall be presented to the House and Senate
Rules Committees for introductionon the first dayof Second Session of the

Sixteenth Legislature.

* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).-

HBOOO1C -3- 2d SSHB 1



APPENDIX C

EDUCATION COSTS OF BOROUGHS FORMED
THROUGH CONSOLIDATION



TABLE C.1

FULL TAXABLE PROPERTY VALUES AND STUDENT POPULATION OF PROPOSED 80ROUGHS FORMED BY COMBINING CITY
DISTRICTS WITH THEIR SURROUNDING RURAL EDUCATIONAL ATTENDANCE AREA (REAA) OR BY COMBINING REAAS

PROPOSED BOROUGH
Aleutians West
Adok REAA
Pribitof REAA
Unalaska
Area outside cities
Total
Bering Strait
Nome
Area outside cities
Total
Chatham
Yakutat
Pelican
Hoonah
Skagway
Area Outside Cities
Total

Chugach

Valdez
Cordova

Area Outside Cities
Total
Lower Kuskokwim

Yupiit REAA
Lower Kuskokwim REAA

Total

Lower Yukon

St. Mary®"s
Kashunamiut REAA

Area Outside Cities

Total

FULL TAXABLE STUOENT
VALUE POPULATION

S0 602
14,153,160 155
95,564,500 159
8,030,377 35
S117,748,037 951
151,635,000 782
88,842,297 1,224
$240,477,297 2,006
18,136,700 157
14,987,400 54
29,237,500 234
59,036,600 137
9,935,518 352
*131,333,718 934
1,693,326,700 695
123,982,300 432
25,981,222 130
$1,843,290,222 1,257
18,357,736 294
302,659,726 2564
321,017,462 2,858
4,451,200 101
9,445,343 172
75,481,520 1,314
$89,378,063 1,587

C-2

FULL TAXABLE
VALUE PER
STUDENT

$0
91,311
601,035
229,439

$123,815

193,907
72,584

$119,879

115,520
277,544
124,947
430,924

28,226

$140,614

2,436,441
286,996

199,856

$1,466,420

62,441
118,042

112,322

44,071
54,915

57,444

$56,319

PERCENT OF TOTAL BOROUGH

VALUE STUDENTS
0 63
12 16
81 17
7 4
63 39
37 61
14 17
1 6
22 25
45 15
8 38
92 55
7 34
1 10
6 10
94 90
5 6
1 n
84 83



TABLE C.1 (Continued)
FULL TAXABLE PROPERTY VALUES AND STUOENT POPULATION OF PROPOSED BOROUGHS FORMED BY COMBINING CITY

DISTRICTS UITH THEIR SURROUNDING RURAL EOUCATIONAL ATTENDANCE AREA (REAA) OR BY COMBINING REAAS

FULL TAXABLE PERCENT OF TOTAL BOROUGH

FULL TAXABLE STUOENT VALUE PER

PROPOSEO BOROUGH VALUE POPULATION STUOENT VALUE STUOENTS

Southeast Island
Kake £12,108,400 196 $61,778 3 7
Petersburg 135,355,400 601 225,217 38 23
Wrangell 108,670,500 494 219,981 30 19
Klawock 5,841,100 162 36,056 2 6
Craig 37,304,700 231 161,492 10 9
Hydaburg 13,417,700 107 125,399 4 4
Annette Island REAA 0 421 0 0 16
Area Outside Cities 45,985 615 421 109,229 13 16
Total $358,683,415 2,633 $136,226

Southwest Region
Dillingham 107,515,700 461 233,223 68 49
Area Outside Cities 50,055,560 472 106,050 32 51
Total $157,571,260 933 $168,887

Yukon-Koyukuk
Tanana 11,755,200 81 145,126 1 8
Galena 20,106,900 167 120,401 2 17
Nenana 18,099,500 123 147,150 2 13
Area Outside Cities 884,536,600 613 1,442,963 95 62
Total $934,498,200 984 $949,693

TOTAL--CITY DISTRICTS $2,660,533,000 5,374 £495,075 63 38

TOTAL--AREA OUTSIOE CITIES 1,533,464,674 8,769 $174,873 37 62

(REAAS)
TOTAL--CITY/REAA BOROUGHS $4,193,997,674 14,143 $296,542

NOTES:

1. Full taxable property value determinations for Rural Educational Attendance Areas were prepared
by the State Assessor with the Department of Community and Regional Affairs, April 1987.
Values of cities are from Alaska Taxable 1964.

2. Student populations are from the Department of Education and are the number of students reported
to be in attendance during the first count in FY 87 (Average Daily Membership).

C-3



TABLE C.2

ESTIMATED REQUIREO LOCAL CONTRIBUTIONS AND FOUNDATION AID TO PROPOSED BOROUGHS FORMED BIT COMBINING CITY DISTRICTS
UITH THE SURROUNDING RURAL EDUCATIONAL ATTENDANCE AREA (REAAS) OR BY COMBINING REAAS

PROPOSED BOROUGH
ALEUTIANS WEST
Adak REAA
Pribilof REAA
Unalaska
Area outside cities
Total
ﬁj BERING STRAIT
N
Nome
Area outside cities
Total
CHATHAM
1loonah
Pelienn
Skagway
Yakutat
Area Outside Cities
Total

CHUGACH

Cordova
Valdez

Area Outside Cities

Total

REOUIRED LOCAL CONTRIBUTIONS

FOUR
MILLS

£0
56,613
382,258
32,122

470,992

606,540
355,369

£961,909

116,950
59,950
236,146
72,547
39,742

£525,335

495,929
6,773,307

103,925

£7,373,161

35 PERCENT
OF
BASIC NEED

£1,395,870
668,640
544,740
68,792

2,678,042

1,808,520
5,354,160

£7,162,680

577,290
232,470
376,320
420,000
1,011,360

£2,617,440

922,950
1,375,290

575,610

£2,873,850

REOUIRED
CONTRIBUTIONS

£0
56,613
382,258
32,122

670,992

606,540
355,369

£961,909

116,950
59,950
236,146
72,547
39,742

£525,335

495,929
1,375,290

103,925

£2,873,850

BASIC NEED
IN FY 88

£3,988,200
1.910.400
1.556.400
196,548

7,651,548

5,167,200
15,297,600

£20,464,800

1,649,400

664,200
1,075,200
1,200,000
2,889,600

£7,478,400

2,637,000
3,929,400

1,644,600

£8,211,000

90 PERCENT
OF

PL 81-874

£1,792,632
602,751
154,473
32,412

2,582,268

82,724
4,199,309

£4,282,033

190,808
0

0
56,386
782,972

£1,030,166

15,603
9,495

183,932

£209,030

FOUNDATION AID

AMOUNT
RECEIVED
UNDER
STATUS QUO

£2,195,568
1,307,649
1,019,669
164,136

4,687,022

4,477,936
11,098,291

$15,576,227

1,341,642
604,250
839,054

1,071,067

2,106,628

£5,962,641

2,125,468
2,544,615

1,460,668

£6,130,751

AMOUNT
RECEIVED
UNDER

HOUSE BILL 1

£4,598,288

£15,220,858

£5,922,899

£5,128,120

CHANGE

IN DOLLARS

(£88,734)

($355,369)

(£39,742)

(£1,002,631)

IN FOUNDATION AID
AS A PERCENTAGE
OF AMOUNT RECEIVED

BY THE REGION
UNDER STATUS QUO

-1.9

-16.4
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IABLE C.2 (Continued)

ESIIHAIEO REQUIRED LOCAL CONTRIBUTIONS AND FOUNDATION AID TO PROPOSED BOROUGHS TORMEO BY COMBINING CITY DISTRICTS
WITH THE SURROUNDING RURAL EOUCATIONAL ATTENDANCE AREA (REAAS) OR BY COMBINING REAAS

PROPOSED BOROUGH

LOWER KUSKOKWIM

Lower Kuskokwim REAA

Yupiit REAA
Total
LOWER YUKON

Kashunamiut REAA
St. Mary's

Area Outside Cities

Total

SOUTHEAST ISLAND

Annette Island REAA

Craig
Hydaburg
Kake
Klawock
Petersburg
Wrangell

Area Outside Cities

Total

REQUIRED LOCAL CONTRIBUTIONS

FOUR
MILLS

1,210,639
73,431

11,284,070

137,781
17,805

301,926

1357,512

0
149,219
53,671
48,434
23,364
541,422
434,682

183,942

11,434,734

35 PERCENT
OF
BASIC NEED

11,187,960
1,347,360

112,535,320

1681,450
476,280

4,990,860

16,148,590

903,210
506,940
360,150
480,900
460,110
1,133,370
974,610

1,764,210

16,583,500

REOUIRED
CONTRIBUTIONS

1,210,639
73,431

11,284,070

137,781
17,805

301,926

1357,512

0
149,219
53,671
48,434
23,364
541,422
434,682

183,942

11,434,734

BASIC NEED
IN FY 88

31,965,600
3,849,600

135,815,200

11,947,000
1,360,800

14,259,600

117,567,400

2.580.600
1,448,400
1.029.000
1.374.000
1.314.600
3,238,200
2.784.600

5,040,600

118,810,000

90 PERCENT
OF
PL 81-874

5,933,153
1,043,126

16,976,279

1498,907
62,613

4,633,701

15,195,221

1,406,836
32,973

0

209,395
210,198
8,155
2,037

764,757

12,634,351

FOUNDATION AID

AMOUNT
RECEIVED
UNDER
STATUS 0UO

26,032,447
2,806,474

128,838,921

11,448,093
1,280,382

9,625,899

112,354,374

1,173,764
1,266,208

975,329
1,116,171
1,081,038
2,688,623
2,347,881

4,275,843

114,924,858

AMOUNT
RECEIVED
UNDER

HOUSE BILL 1

127,554,851

112,014,667

114,740,915

CHANGE IN FOUNDATION AID

AS A PERCENTAGE
OF AMOUNT RECEIVED
BY THE REGION

IN DOLLARS UNDER STATUS 0UO
(11,284,070) 4.5
(1339,707) 2.7
(1183,94?> «1.2
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TABLE C.2 (Continued)

ESTIMATED REQUIRED LOCAL CONTRIBUTIONS AND FOUNDATION AID TO PROPOSED BOROUGHS FORMED BY COMBINING CITY DISTRICTS
WITH THE SURROUNDING RURAL EDUCATIONAL ATTENDANCE AREA (REAAS) OR BY COMBINING REAAS

PROPOSED BOROUGH
SOUTHWEST REGION
Dillingham
Area Outside Cities
Total
YUKON-KOYUKUK
Galena
Ncnana
Tanana

Area Outside Cities

Total

TOTAL--CITY DISTRICTS

TOTAL--REAAS

TOTAL--CITY/REAA BOROUGHS

NOTES:

REOUIRED LOCAL CONTRIBUTIONS

FOUR
MILLS

430,063
200,222

*630,285

80,428
72,398
47,021
3,538,146

*3,737,993

*10,642,132
*6,133,859

*16,775,991

35 PERCENT
OF
BASIC NEEO

1,143,240
2,272,620

*3,415,860

535,290
606,270
386,820
2,410,800

*3,939,180

*13,321,560
*34,632,902

*47,954,462

REQUIRED
CONTRIBUTIONS

430,063
200,222

*630,285

80,428
72,398
47,021
2,410,800

*3,737,993

*5,244,117
*5,236,353

*12,276,680

BASIC NEED
IN FY 88

3,266,400
6,493,200

*9.759,600

1,529,400
1.732.200
1.105.200
6,888,000

*11,254,800

*38,061,600
*98,951,148

5137,012,748

90 PERCENT
OF
PL 81-874

354,651
1,742,370

*2,097,021

443,016
6,566
186,793
1,484,468

*2,120,843

*2,025,886
*25,101,326

*27,127,212

FOUNDATION AID
AMOUNT
RECEIVED

UNDER
STATUS QUO

2,481,686
4,750,830

*7,232,516

1,005,956
1,653,236

871,386
5,403,532

*8,934,111

*30,791,599
*73,849,822

*104,641,421

1. Calculation of revenue possible under a four mill property tax based on full taxable value determinations
by the Department of Community and Regional Affairs, April 1987.

2. Basic need and Public Law 81-874 values are from the Department of Education for FY BS8.

AMOUNT
RECEIVED
UNDER

HOUSE BILL 1

*7,032,294

*5,395,964

*97,608,857

CHANGE

IN DOLLARS

(*200,222)

(*3,538,146)

(*7,032,565)

IN FOUNDATION AID

AS A PERCENTAGE

OF AMOUNT RECEIVED
BY THE REGION
UNDER STATUS QUO

«2.8

-39.6

6.7
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TABLE C.3
COMPARISON OF REQUIRED LOCAL CONTRIBUTIONS UNDER THE PUBLIC SCHOOL FOUNDATION PROGRAM TO CURRENT LOCAL CONTRIBUTIONS OF THE

PROPOSED BOROUGHS FORMED THROUGH CONSOLIDATION

CURRENT LOCAL CONTRIBUTIONS

ReOUiReD
REQUIRED EARNINGS STATE CONTRIBUTIONS IN
LOCAL TAX ON IN-KIND TUITION 10 PERCENT EXCESS OF CURRENT
PROPOSED BOROUGH CONTRIBUTION APPROPRIATIONS INVESTMENTS SERVICES PAYMENTS PL 81-874 TOTAL CONTRIBUTIONS
ALEUTIANS WEST
Adak REAA $0 $0 $248,133 $0 $0 $206,072 $454,205
Pribilof REAA 56,613 0 45,798 0 0 73,710 119,508
Unalaska 382,258 122,000 6,464 0 0 14,838 143,302
Area outside cities 32,122 0 28,987 0 0 34,689 63,676
Total $470,992 $122,000 $329,382 $0 $0 $329,309 $780,691 0
BERING STRAIT
Nome 606,540 206,000 92,403 0 11,468 1,867 311,738
Area outside cities 355,369 0 325,302 0 0 501,696 826,998
Total $961,909 $206,000 $417,705 $0 $11,468 $503,563 $1,138,736 0
CHATHAM
Hoonah 116,950 0 11,549 11,339 59,775 16,859 99,522
Pelican 59,950 14,000 5,862 0 5,126 0 24,988
Skagway 236,146 58,500 7,879 0 0 0 66,379
Yakutat 72,547 28,614 3,706 0 18,663 6,420 57,403
Area Outside Cities 39,742 0 110,128 0 0 19,336 129,464
Total $525,335 $101,114 $139,124 $11,339 $83,564 $42,615 $377,756 0
CHUGACH
Cordova 495,929 618,005 30,853 8,052 176,638 3,065 836,613
Valdez 1,375,290 4,088,389 127,794 0 309,647 2,301 4,528,131
Area Outside Cities 103,925 0 14,035 0 0 22,026 36,061

Total $2,873,850 $4,706,394 $172,682 $8,052 $486,285 $27,391 $5,400,804 0
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TABLE C.3 (Continued)
COMPARISON OF REQUIRED LOCAL CONTRIBUTIONS UNDER THE PUBLIC SCHOOL FOUNDATION PROGRAM TO CURRENT LOCAL CONTRIBUTIONS OF THE

PROPOSED BOROUGHS FORMED THROUGH CONSOLIDATION

CURRENT LOCAL CONTRIBUTIONS .
ReWUARED
REOUIRED EARNINGS STATE CONTRIBUTIONS IN
LOCAL TAX ON IN-KIND TUITION 10 PERCENT EXCESS OF CURRENT
PROPOSED BOROUGH CONTRIBUTION  APPROPRIATIONS INVESTMENTS SERVICES PAYMENTS PL 81-874 TOTAL CONTRIBUTIONS
LOWER KUSKOKWIM
Lower Kuskokwim REAA 1,210,639 0 660,769 0 0 715,691 1,376,460
Yupiit REAA 73,431 0 87,032 0 0 125,249 212,281
Total ST,284,070 $0 $747,801 $0 $0 $840,939 $1,588,740 0
LOWER YUKON
Kashunamiut REAA $37,781 $0 $24,029 $0 $0 $59,498 $83,527
St. Mary's 17,805 0 128,137 0 0 43,948 172,085
Area Outside Cities 301,926 0 554,865 0 0 541,132 1,095,997
Total $357,512 $0 $707,031 $0 $0 $644,578 $1,351,609 0
SOUTHEAST ISLAND
Annette Island REAA 0 0 113,233 0 0 163,911 277,144
Craig 149,219 0 22,577 15,074 0 4,603 42,254
Hydaburg 53,671 0 5,250 0 0 0 5,250
Kake 48,434 0 0 0 6:,,703 43,538 107,241
Klawock 23,364 0 15,505 2,700 7,214 0 25,419
Petersburg 541,422 606,460 36,238 0 0 1,431 644,129
Wrangell 434,682 538,053 41,136 0 0 804 579,993
Area Outside Cities 183,942 0 131,160 0 0 102,082 233,242
Total $1,434,73c $1,144,513 $365,099 $17,774 $70,917 $316,367 $1,914,670 0
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TABLE C.3 (Continued)
COMPARISON OF REQUIRED LOCAL CONTRIBUTIONS UNDER THE PUBLIC SCHOOL FOUNDATION PROGRAM TO CURRENT LOCAL CONTRIBUTIONS OF THE

PROPOSED BOROUGHS FORMED THROUGH CONSOLIDATION

CURRENT LOCAL CONTRIBUTIONS

KcQUIKecU
REQUIRED EARNINGS STATE CONTRIBUTIONS IN
LOCAL TAX OH IN-K*ND TUITION 10 PERCENT EXCESS OF CURRENT
PROPOSED BOROUGH CONTRIBUTION APPROPRIATIONS INVESTMENTS SERVICES PAYMENTS PL 81-874 TOTAL CONTRIBUTIONS
SOUTHWEST REGION
Dillingham 430,063 100,000 88,667 0 0 40,090 228,757
Area Outside Cities 200,222 0 225,952 0 0 216,457 442,409
Total £630,285 £100,000 £314,619 £0 £0 £256,546 £671,165 0
YUKON-KOYUKUK
Galena 80,428 15,739 31,876 0 3,586 70,622 121,823
Nenana 72,398 30,000 31,938 0 24,003 320 86,261
Tanana 47,021 0 45,055 0 12,200 23,446 80,701
Area Outside Cities 2,410,800 0 102,811 0 0 175,497 278,308
Total £3,737,993 £45,739 £211,680 £0 £39,789 £269,886 £567,094 3,170,899

NOTES:

1. Required local contributions ore based on comparison of revenues from a A mill property tax to
35 percent of basic need (see Table 3.3).

2. Current local contributions are from audited expenditures of each school district for FY 87 as reported by the Department of Education.



TABLE C.4

POTENTIAL SAVINGS FROM REDUCED ADMINIS” TAT IVE COSTS EROH CONSOLIDATION OF SCHOOL DISTRICTS

PROPOSED BOROUGH
ALEUTIANS WEST
Adak REAA
Pribilof REAA
Unalaska
Area outside cities
Total
BERING STRAIT
Nome
Area outside cities
Total
CHATHAM
Hoonah
Pelican
Skagway
Yakutat
Area Outside Cities
Total

CHUGACH

Cordova
Valdez

Area Outside Cities

Total

STUDENT
POPULATION

602
155
159

35

951

782
1,224

2,006

234

54
137
157
352

934

432
695

130

1,257

ADMINISTRATIVE COSTS

WITH
FYy 87 CONSOL IDATION

1666,228
237,778
201,021

64,995

11,170,022 $770,022

644,964
1,414,119

$2,059,083 $1,859,083

232,250
145,931
204,608
179,973

449,958

$1,212,720 $412,720

419,261
558,817

262,081

$1,240,159 $840,159

SAVINGS FROM
CONSOL IDATION

$400,000

$200,000

$800,000

$400,000

FYy 87

EXPENDITURES

$4,670,815
2,021,980
1,466,044
1,675,139

$9,833,978

655,560
15,568,951

$16,224,511

1,857,897
614,184
988,996

1,395,841

3,822,906

$8,679,824

2,831,863
7,131,665

1,416,317

$11,379,845

SAVINGS AS A
rbRbCn1RUE
OF
EXPENDITURES
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TABLE C.4 (Continued)
POTENT IAl. SAVINGS fROM RROUCTO ADMINISTRATIVE COSTS FROM CONSOLIDATION OF SCHOOL DISTRICTS

ADMINISTRATIVE COSTS SAVINGS AS A
rbKLtN 1ALt
STUDENT WITH SAVINGS FROM FY 87 OF
PROPOSED BOROUGH POPULATION FY 87 CONSOL IDATION CONSOL IDAT 10N EXPENDITURES ~ EXPENDITURES
LOWER KUSKOKWIM
Lower Kuskokwim REAA 2,564 3,129,911 30,134,277
Yupiit REAA 294 676,834 4,226,065
Total 2,058 $3,806,745 $3,606,745 $200,000 $34,360,342 1
LOWER YUKON
Kashunamiut REAA 172 $432,331 $1,796,965
St. Mary®"s 101 395,190 2,493,819
Area Outside Cities 1,314 1,737,055 15,442,898
Total 1,587 $2,564,576 $2,164,576 $400,000 $19,733,682 2
SOUTHEAST ISLAND
Annette Island REAA 421 602,461 2,821,443
Craig 231 253,793 1,472,954
Hydaburg 107 167,389 838,402
Kake 196 504,593 1,995,284
Klawock 162 219,045 1,478,815
Petersburg 601 418,134 3,302,404
Wrangell 494 211,612 2,968,790
Area Outside Cities 421 463,420 4,796,114
Total 2,633 $2,840,447 $1,440,447 $1,400,000 $19,674,206 7
SOUTHWEST REGION
Dillingham 461 425,046 4,503,868
Area Outside Cities 472 681,284 6,608,486
Total 933 $1,106,330 $906,330 $200,000 $11,112,354 2



TABLE C.4 (Continued)
POTENTIAL SAVINGS FROM REDUCED ADMINISTRATIVE COSTS FROM CONSOLIDATION OF SCHOOL DISTRICTS

ADMINISTRATIVE COSTS SAVINGS AS A
PERCENTAGE
STUDENT UITH SAVINGS FROM Fy 87 OF
PROPOSED BOROUGH POPULATION FYy 87 CONSOL IDATION CONSOL IDATION EXPENDITURES EXPENDITURES
YUKON-KOYUKUK
Galena 167 385,217 2,166,330
Ncnhana 123 236,640 1,923,734
Tanana 81 241,045 2,183,827
Area Outside Cities 613 682,101 7,671,235
Total 984 *1,545,003 J 45,003 *600,000 *13,945,126 4
TOTAL 14,143 *17,545.085 *12,945,085 *4,600.000 *144,943,368 3
NOTES:

1. Student populations are from the Department of Education and arc the number of students reported to be in
attendance during the first count in FY 87 (Average Daily Menbership).

2. FY 87 adninisti itive costs are those reported as "General Support Expenditures" by
the Alaska Department of Education. These expenditures include: school boards; superintendent®s and
prt.cipals® offices; planning and research; fiscal services; central purchasirxj; statistical and
data processing services; other general support activities.

3. Savings frcn consolidation were estimated to be *200,000 for each districtsubstmed into the surrounding REAA.





