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Alaska State Legislature

HOUSE OF REPRESENTATIVES

P.O. Box V

Official Business
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Juneau, Alaska 99811

AGENDA

MOUSE OOMAJNI7Y AMD REGIONAL AFFAIRS COMMITTEE
Thursday, February 16, 1989, 1:00 p.m.

"An Act relating to payments for purchases by
districts and municipalities; and providing
for an effective date." - LABOR AMD COMMERCE
HIR 21 "Disapproving the Local Boundary Commission
Recoomendat ion for annexation of territory to the

Fairbanks North Star Borough.”™ - WALLIS
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The local Boundary Commission submitted It"s annual report to the
legislature on January 111, 1989. At that tlax* the* Local Boundary
Corrmlssion recommended that the legislature approve the annexation of
21G square miles or territory. This area is unpopulated aitti includes 16

miles of the Trans-Alaska Pipeline and Puip Station 7.

House Joint Resolution 21 which was introduced by Representative Wallis
would disapprove this reccmnendation. IT this resolution does not pass
both bodies of the legislature before March 4th this annexation will

take effect.

Two TFiscal notes have been issued on this legislation. There 1is a zero
fiscal note from the the Department of C5RA. A Tfiscal note was also
issued by the Department of Revenue reflecting a 1,981.2 dollar loss in
revenues in FY 90. This loss would continue yearly at an estimated 7%

reduction. This reflects the projected decline of the property

Would members please note that we are on teleconference.

Here to speak on behalf of HIJR 21 is the sponsor

Wall is.
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3. Juanita Heines, Mayor Fairbanks North Star Borough
I\. Mike Wwallcri, Attorney Tanana Chiefs Conference
IN FORT YUKON
5. School District Representative
IN FAIRBANKS

6. Jonathan Solomon, Respected Flder



HOUSE COMMITTEE REPORT
I Referred: February 3, 1989 FURTHEP REFERRALS: FINANCE

Date of Committee Action: q) - \(P*

The COMMUNITY.& .REGIONAL AFFAIRS Committee recommends that:

HOUSE JOINT RESOLUTION NO. 21
[DISAPPROVE FBNKo. N. STAR BORO ANNEXATION]

Disapproving the Local Boundary Commission recommendation for annexation of
territory to the Fairbanks North Star Borough.

] the same title
J

i
[ 1 be replaced with [ a new title

[ 1 have attached amendment(s)

do pass

do not pass

no recommendation
individual recommendations

additional referral to the Committee
ADOPTS: letter of intent
ATTACHES NEW FISCAL NOTE(s): APPROVES PREVIOUS:
[i/Ff fiscal impact "Cvic-n"e. [ 1 fiscal note(s) published:
[ zero fFTiscal note
[ 1 zero with analysis [ 1 zero fiscal notes(s) published:
SIGNING DO PASS: SIGNING OTHER THAN DO PASS:

N €.

Chairman®s signature



STATE OF ALASKA Bill Version: HIJR 21

1989 LEGISLATIVE SESSION Publish Oate:
FISCAL NOTE

REQUEST:
Revision Oate: Agency Affected: Department of Revenue
Title: Disapproving Local Boundary Comm. 8RU: 011 and Gas Audit
Rec. for annex of territory to Fbks No Star Borough
Sponsor: Martin and Gruenberg Components:

Requestor: House State Affairs

EXPENOITURES/REVENUES:  (Thousands of Dollars)

1 FY 89 1 FY 90 1FY 93
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1 1 1 FY 92 1

1 OPERATING 1 1 1 1 ! 1

| PERSONAL SERVICES | 0 1 0 | O 1 o 1 o 1 o
| TRAVEL | 0 i o | O ' 0 1 o I 0
| CONTRACTUAL ( 0 1 0 1 0 1 0] 1 0] 1 0]
| SUPPLIES | O 1 0 1 0 1 o I o 1 0
| EQUIPMENT | 0 I 0 1 0 1 o "0 1 0
| LANDS & STRUCTURES | © 1 0 1 0 i o 0 1 0
| GRANTS, CLAIMS | O 0 1 0 i O 1 o 0
1 MISCELLANEOUS 1 0 I 0 1 0 0 1 o i o
1 TOTAL OPERATING 1 0 1 0 1 0 1 0] 1 0] | 0]
1 CAPITAL 1 0 1 0 1 0 1 0 1 o I O
1 REVENUE 1 1(1,981.2) * 1 = 1 = 1 *
FUNDING: (Thousands of Dollars)

| GENERAL FUND | 0 1 o 1 0 1 0 1 o 1 o
| FEDERAL FUNOS ' 0 1 o 0 1 0 1 0 0
| OTHER | O i O | O 1 0 i O 0
1 TOTAL 1 0 1 0 | O 1 0 1 0 0
POSITIONS:

| FULL-TIME | 0 1 0 | 0 1 0 0 0
| PART-TIME | 0 i 0 1 0 1 0 0 0
1 TEMPORARY 1 0 1 0 1 0 1 0 0 0
ANALYSIS: Assumed to be effective for FY90, 1-1-90 for property tax purposes. Value

estimated to be $161,820,000 as of 1-1-90 with _a mill rate of 12.243.
“Property valuation 1s projected to decline at a rate of \# per year. Declining
valuation will reduce the estimated total dollar loss to the state.

Prepared By: C. D. Heler Phone: 276-1363
Division: 011 and Gas Audit ,

r™7vy y vy Oate:  ————-————-
Approved by Commissioner () Z L pate: ~/ 7 €T / /

Agency: Department of-iTpupn

Distribution (by preparer/
Legislative Finance

Legislative Sponsor

Requestor

Office of Management and Budget

Impacted Agency(les) page _1_of



STATE OF ALASKA DILL VERSION: n
1989 LEGISLATIVE SESSION PUBLISH DATE:

FISCAL NOTE

REQOEST:

Revision Date: AgencyAffected: Community = Regional Affal
T le: "A Resolution disapproving the LBC . Local tioundary Commission
recommendation for annexation to FNSB

Sponsor: Representative Kav-Wallis Components

Requestor:
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OPERATING FY 89 FY 90 FY 91 FY 92 FY 93 FY 94
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CONTRACTUAL
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LAND & STRUCTURES
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MISCELLANEOUS
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POSITIONS:
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TEMPORARY

ANALYSIS : (Attach a separate page if necessary)
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January

The Honorable Shelley Dugan
Acting Chairperson

Local Boundary Commission
P.O. Box 55109

North Pole, AK 99705

Dear Commissioner Dugan:

I an writing this letter iIn response to actions taken by the
Local Boundary Commission concerning the proposed annexation of
territory to the Fairbanks North Star Borough. Clearly, the
proposal 1is among the more complex and controversial of those
the Commission has faced.

I commend the members of the Commission for their commitment to
their individual views on this matter and respect the different
philosophies which have emerged. I am, however, troubled by
the fact that the Commission is now in a position of having to
submit a recommendation to the legislature which does not enjoy
the support of a majority of the members of the Commission.

Additionally, 1 find 1it_disturbing that at this point, the
matter has been decided on the basis of parliamentary
procedure. To my knowledge, there has never been an instance

where the Commission has submitted a recommended boundary
change to the Ilegislature which has not been supported by a
majority of its members.

I assure you that my comments are iIn no way precipitated by the
statements made by officials of the Tanana Chiefs Conference or
others. Rather, my conc™ n stems from a desire to avoid the
establishment of wjat I view as an extremely poor precedent
concerning the procedures of the Commission.

Consequently, 1 respectfully urge the Commission to Tformally
reconsider 1its approval of the petition for annexation by the
Fairbanks North Star Borough. Should the Commission desire,
the Department 1is prepared to carefully reexamine all aspects
of the proposed annexation. Such an effort on our part would
result in the preparation of a supplemental report and
recommendation on the matter. Further, the Commission could
choose to conduct additional hearings on the proposal.



The Honorable Shelley Dugan
January 6/ 1989
Page Two

Taking such action would allow the Commission to enter a clear
decision on the petition of the Borough. Because 3uch a
decision would be based on the full record and would require a
majority of Commission members approval, it would dispel most,
if not all, criticism regarding procedures used to arrive at a
final decision.

A copy of t.iis letter is being provided to other members of the
Commission and interested parties. I would welcome the
opportunity to discuss this matter with you and other members of
the Commission at your convenience.

Sincerely,

cc; The Honorable Jo Anderson, Member, LBC
The Honorable Lamar Cotten, Member, LBC
The Honorable Ben Nageak, Member, LBC
The Honorable Juanita Helms, Mayor, FNSB
Senator Johne Binkley, Alaska State Legislature
David G. Hoffman, Commissioner, DCRA
Rex Nutter, Petitioner™s Representative, FNSB
Mitch Demientieff, President, TCC
Robert 1 Shoaf, Alyeska Pipeline Service Company
Mike Walleri, TCC



EXHIBIT 4
ANNEXATION TO THE FAIRBANKS NORTH STAR BOROUGH

Ani Approved by LBC for Annexation
to tho Fairbanks North star Borough
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STATEMENT OF
TANANA CHIEFS CONFERENCE, INC.
BEFORE THE

LOCAL BOUNDARY COMMISSION
- STATE OF ALASKA

January 3, 1989
BY

Michael J. Walleri
Attorney



The Tanana Chiefs Conference, Inc. (TCC) 1is the regional Native
non-profit for the Interior of Alaska serving 43 villages from
Holy Cross to Eagle. To date, TCC has not been involved 1in the
consideration of the proposal by the Fairbanks North Star Borough
(FNSB) to annex 216 square miles of land north of its present

borders. We apologize for our late entry into this 1issue,
however, the FNSB"s proposal has only recently come to our
attention. The Tull 1impact upon the region could not have been

foreseen in light of the draft borough studies released by the
Department of Community and Regional Affairs this month. Thus
while our intervention in this matter is late, it could not be
avoided. Again we apologize to the Commission.

PART 1

NEW INFORMATION NOT AVAILABLE AT THE TIME OF THE NOVEMBER 18th
HEARING REQUIRES RECONSIDERATION OF THE FNSB PROPOSAL.

In September of this year, the Fairbanks North Star Borough
submitted a petition for annexation of 216 sq. miles of land
within the Yukon Flats REAA. A hearing was held on November 18,
1988. Based on that hearing, the petition was approved on
December 2. On December 28, the LBC voted to reconsider the
issue, denied the requesty rescinded the denial, and approved the
petition setting a hearing on the matter for January 3, 1989 and
invited TCC to offer comments.

During this summer, however, collateral developments occurred
which raised new issues. Last year, the legislature considered
S.B. 1, which proposed incorporation of the unorganized borough.
While the bill did not pass, a series of studies were commis-
sioned by the Department of Community and Regional Affairs as to

the feasibility of borough incorporation. Study areas included
the Yukon-Koyukuk REAA, Denali, Delta-Greely and the Copper River
areas. Those studies have not yet been finalized, however,

within the last month, the Department has released draft copies,

1288-206.1



which we have only hurriedly reviewed. A prior study of a Yukon
Flats borough was completed in 1979.

In response to these actions, some of our subregional Boards,
which have been meeting, requested that we study the 1issue and
report back to them this winter. We are currently iIn the process

of doing this.

Essentially, the 1979 report on the Yukon Flats suggested that a
borough would not be feasible. The Yukon Flats has a tax base
which is roughly equal to that of the Yukon-Koyukuk REAA.
However, the draft study released this month by the Department of
Community and Regional Affairs suggest that the Y-K REAA cculd
support a minimal borough government, similarly, the Department
draft studies conclude that the Copper River and Delta-Greely
areas similarly could support minimal boroughs, while the Denali

area could not.

Our preliminary review of the studies leads us to a conclusion
that the proposed areas of incorporation are too small. Large
areas of the TCC region would be outside any borough and have no
tax base to support future organization. These include the Upper
Tanana, Upper Kuskokwim and Lower Yukon. For these areas,
borough government would”not be feasible within the foreseeable
future. On the other hand, the Yukon-Koyukuk, and Yukon Flats
areas would have small populations with a large tax base of which
the pipeline amounts to about 98% of assessable property. As
noted in the Departments report on the proposed annexation, the
effect of the state tax cap on pipeline property would create
surplus taxable value in the pipeline which these borough®s could
not legally tax. The effect of the tax cap would substantially
limit the size of these boroughs and does not take into consid-
eration the relatively high costs of service in the area.

Our preliminary IiInvestigations suggest that if boroughs are to be
organized in the Interior, it would be better to organize the

1288-206.2



entire TCC region (excluding Delta-Greely) as a single borough.
According to the TCC Long Range Health Plan completed 1i1n 1988,
there are 17,319 people within the TCC region (excluding Delta-
Greely) . We estimate that the pipeline within this area amounts
to about $1.4 billion in assessed valuation, which presently
generates about $28 million a year in tax revenues (20 mil) .
Dased upon the recent DCRA reports, we also estimate that the
pipeline constitutes 98%+ of taxable property in the region. A
tax rate equivalent to the FNSB mill, rate of 12.243 would yield
about $17 million iIn tax revenue. Out of these proposed reve-
nues, we estimate that the local contribution to education in the
proposed borough would be about $11 million. Which would be
equivalent to about 7.85 mills.1

These basic facts were not available prior to our analysis of the
DCRA reports which were intended to promote a discussion of
borough formation. While we cannot support the proposals to
break up the TCC region into weak and powerless boroughs with
limited tax bases, we believe that a single TCC region borough
deserves serious consideration. This iInformation was not avail-
able at the November 13th hearing, and the LBC should reconsider
the FNSB proposal in light of this new information. The emer-
gence of a proposal for a single TCC region borough raises
questions regarding constitutional, legislative, and administra-
tive standards not previously considered by the LBC.

1This 1is based upon the assumption of educational services
for five REAA"s and three city operated school districts.

1288-206.3



PART 11

THE FNSB PROPOSAL 1S CONTRARY TO THE LEGISLATIVE STANDARD CON-
TAINED IN LEGISLATIVE RESOLVE NO. 52

Legislative Resolve No. 52, passed during the last legislature
provided that:

Be It Resolved by the Alaska State Legislature that the
Local Boundary Commission 1is requested to take into
full consideration the desire of residents of an area
in the unorganized borough to be self-governing and
give them reasonable time to study the concept of
self-government; and

Be It Further Resolved that the Local Boundary Commis-
sion IS requested to postpone borough annexation
procedures until after December 1, 1989, 1iIn an area
where the formation of an organized borough is being
studied i1f a person residing In the area proposed to be
annexed and involved in the organization effort
requests the delay.
While the territory to be annexed 1is not within the areas which
were the subject of the DCRA studies, the territory is surrounded
and immediately adjacent to the Yukon-Koyukuk and Denali study
areas. The study area boundaries were not fixed in concrete and
are subject to adjustment after the "full consideration”™ contem-
plated iIn the Legislative Resolve. As the Legislative Resolve
indicates, that Ffull consideration was not contemplated to be
finished until December 1989, and a moratorium on these types of

annexations was intended.

The effect of the Resolve is to establish a legislative standard
to guide the LBC in considering borough annexations of territory
in the unorganized borough before the residents of the unorga-
nized borough could give TfTull consideration of their organiza-
tional options. The process contemplated by the Legislature is
only half completed. The DCRA studies commissioned by the
legislature have not been finalized, and only draft reports have

1288-206.4



been released. It 13 only now that the residents of the unorga-
nized borough have had a first opportunity to provide input into
the self-government study. It can hardly be said that there has
been reasonable time to study and adjust the proposals. For the
FNSB to 3eek to annex a tax base which generates $2 million a
year, and withdraw the area from the new borough(s) 113 obviously
contrary to the language and intent of the legislative resolve.

There has been some attempt to suggest that the Legislative
Resolve was intended to apply to limited Ilocal controversies.
This 1is 3imply not the case, and is contrary to plain meaning of
the language used. The LBC was reguested to postpone all annex-
ation procedures in areas where borough organization 1is being
studied when requested. It is fairly obvious that TCC represents
the vast majority of residents of the region and that the FNSB is
seeding to annex an "important part of the region. Considering
the Legislative Resolve, we believe that the LBC should postpone
consideration of the annexation until December 1989 and that a
failure to do so would violate legislative standards.

A one y *r postponement to allow the TCC region to fully consider
borough formation will not significantly iImpact the FNSB with
respect to their stated need. As noted in the LBC findings, the
greatest inequity which® the FNSB seek3 to avoid relates to the
reduction 1in the State education foundation program which will
begin in 1992.2 The goal of the FNSB is to offset this reduction
by the revenues generated by annexation. However, if the annex-
ation 1is approved now, the FNSB will begin collecting revenues
from the annexed area in 1990, a full two years in advance of the
reduction in state education foundation funding for which FNSB
seeks compensation. By contrast, if the annexation proceeds, the
proposed TCC region borough would be permanently denied this

2Decision at p. 2.
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revenue source, and may result in the proposal proving to be
financially unsound. Postponement, as contemplated by the
Legislative Resolve No. 52 is clearly warranted.

PART 111

THE DECISION IS INCONSISTENT WITH THE ADMINISTRATIVE STANDARDS
ARTICULATFD BY THE LBC WHEN A SINGLE BOROUGH IN THE TCC REGION IS

CONSIDERED
As stated in the DCRA report to the LBC regarding this matter,

Essentially, the annexation proposal boils down to an
attempt by the FNSB to expand its tax base in support
of the above services which 1t provides to ;he esti-
mated 73,540 individuals residing within its
boundaries.

DCRA Report p. 6.

While the LBC decision finds that revenue enhancement of the FNSB
is not sufficient to justify annexation, the LBC compared the
condition of the FNSB with other municipalities and found equi-
ties favoring the FNSB proposal. Moreover, the LBC only consi-
dered a scenario of a Yukon Flats borough and found no harm.
Given these comparisons and assumptions about the course of
borough formation 1in the Interior, the decision would seem
rationale given the stated goals.

However, the basic assumption about the course of borough forma-
tion in the Interior 1is 1inconsistent with governing constitu-
tional doctrines3 and prudent respor.se to the recently released
DCRA reports. Specifically, the consideration of a single
borough in the region would affect the LBC findings in the

following ways:

3Please see discussion of constitutional doctrines in infra.

1288-206.6



hu Annexation. Wo_uld Not. Equitably Enhance The Tax Base at

There 1s no question that annexation of the area would
enhance the FNSB tax base, however, the relative loss to the TCC
region borough®"s tax base would be substantially disproportion-
ate. It is noted that fIPfeporfcy in
below the statewide aaarat’ci.4 * Based upon our data respecting
population and estimated assessed valuation (see above), we
calculate that the per capita assessed valuation within the TCC
region, including the subject area, to be 3.1% below the state-
wide average.5 However, 1if the subject area were to be excluded
from the TCC region by annexation to the FNSB, the per capita
assessed valuation within the TCC region would drop to 17% pelow
the statewide average.6 ffiwf
tate px4**rty within the AffiD by s.a% buv. lower the byablje
property within tha proposed TCC bi»rocgh by 12%., Thus, by trying
to correct a perceived inequity with respect to the tax base of
the FNSB, the LBC will create a greater inequity with respect to

This effect can be demonstrated more clearly 1In comparing
relative changes in mill rates for educational services. cur-
rently, the FNSB mill rate for local contribution to education Iis
8.1 mills. The proposed TCC regional borough would require a
mill rate of 7.85 mills i1f the subject area were within the tax
base. (supra) However, 1iFf the area were excluded from its tax
base, the mill rate for education would rise to 9.166 mils, or an
increase of 1.69 mils. The re/enue enhancement anticipated by
the FNSB would only be a reduction of the mill rate by .6 mills.
Thus, Tfor local contribution to educational services alone, the

4This is based wupon the average statewide per capita
assessed valuation figure of $83,430.

5%$80,836.
6$69,288.

7See p. 11 of DCRA Report.
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relative benefit anticipated by the FNSB is less than half the
detriment to be inflicted upon the proposed TCC region borough.

There 13 no question that the proposed TCC borough will
suffer disproportionate harm relative to the benefit sought by
FNSB i1f the annexation is approved.

— The Annexation Is Contrary To Public Policy As Articu-
lated .By. The Commission And Prior Judicial Decisions Respecting

The Alaska Constitution.
The LBC Decision contains a Tfinding that the annexation

represents sound public policy. That finding does not consider
the 1impacts upon Tformation of a TCC region borough. Consider-
ation of the proposed TCC regional borough substantially alters
an analysis of the articulated policy goals and raises a consti-
tutional issue not considered by the LBC.

1) The. LBC Did Not Consider Art. X. Sec. | of the
AlasKa_crstitution.
The Local Government Article of the Alaska Constitution

provides that,

The purpose of this article is to provide for maximum

local self-government with a minimum of local govern-

ment units, and to prevent duplication of tax-levying

jurisdictions. A liberal construction shall be given

to the powers of local government units.

This constitutional doctrine has been interpreted by the
Courts as espousing a policv of encouraging the creation of
borough governments. Sea Mobil Oil Corp. v Local Boundary
Commission. 518 P.2d 92 (Ak. 1982). More specifically, the
policy favors the creation of a minimum number of local govern-
ment units.

The proposal for a TCC region borough would maximize the
local self-government available to the region as noted above, if
the Yukor-Koyukuk and Yukon Flats organized separately, the other
areas of tho Interior would lack a sufficient tax base to support

borough government. A single oorough would provide a sufficient

1288-206.8



population base to allow full local taxation of the regions
taxable property under existing state law. Additionally, a
singleborough would meet the second cc istitutional goal of
creating a minimum number of local government units. Considering
the available scenarios for borough organization in the region,
the single borough option most closely reflects the standard
articulated in Art. X, Sec. 1 of the Alaska Constitution.

The Alaska Constitution, provides for the LBC to decide
boundary questions based upon state-wide considerations rather
than local political decisions. Fairview Public Utilities v City
gJE-AnsAQCagg, 368 P.2d 540 (Ak. 1962); Oesau v Citv of Dillingham.
439 P.2d 180 (Ak 1968); CLtv of Douglas v Citv and Borough of

Juneau. 484 P.2d1040 (Ak.1971). It is clear thatthe LBC
policy respecting tax base equity reflect- a statewida perspec-
tive. However, the mandate to encourage maximum local self-

government with a minimum of local government units presents a
constitutional 1issue which takes precedence over the Commissions
efforts to deal with transitory inequities 1iIn tax bases. As
noted above, the viability of borough organization for a large
part of the state will be adversely impacted and possibly frus-
trated. Moreover,the effort to give equity to FNSB creates
greater 1inequity respecting the TCC region borough. The bal-
ancing of such considerations sharply tip against annexation when
the constitutional 1imperative to encourage organization of the
unorganized borough is considered.

2 The__ Financial Gain To The TCC Borough Is Not

Excessive or Unwarranted.

In 14 policy considerations, the LBC found that the gain to
FNSB was not excessive or unwarranted. This was based upon a
comparison of the per capita revenues from "non-local sources™3

Q _ _ _ _

The characterization of local property taxes on pipelines

as ""non-local sources™ 1iIs rather curious. Clearly, direct
(Footnote Continued)

1288-206.9



received oy other boroughs. Examples offered by the LBC ranged
from $27,198 to 1,062 per capita. Tho FNSB would receive $116
per capita. The per capita receipts from pipeline revenues for
the proposed TCC region borough, would also not be excessivo
anounting to about $981 per capita , which would be less than the

examples of excess used by the LBC.

Moreover, while the net gain to FNSB through annexation
would be $27 per capitalO, the net loss to the proposed TCC
borough would be $115 per capita, almost four times the gain to
FNSB. Thus, in considering the per capita gain to FNSB relative
to the per capita loss to the TCC region borough, it 1is clear
that it the FNSB gain 1is excessive and unwarranted.1l

(Footnote Continued)
intergovernmental transfers of revenue through municipal

assistance and revenue sharing programs are "non-local funds"
since they come from the State®s general fund. Direct property
taxes on local property within a municipal boundary under a
coordinated intergovernmental taxing program is obviously locally
generated revenues. Under the proposed definition of
"non-local'™, any property tax could not be considered Ilocally
generated given the federal 1Income tax system. For example,
property taxes on homes and business may be credited against
federal income taxes. Consequently, 1t can be argued that all
such taxes result in an indirect transfer of federal revenues to
local government and are  therefore "non-local™ revenue,
similarly, local municipal bond revenues are tax exempt and
result iIn a similar indirect transfer of revenue from the federal
government. Consequently, the only revenues which could be truly
considered "local™ are sale tax revenues and taxable enterprise
revenues, since neither revenue source results iIn a tax credit
under State or Tfederal tax law. The FNSB has no such revenue
since it does not levy a sales tax and has no taxable enterprise
income. Consequently, under the definition of "non-local™ used
by the LBC, 100% of the revenues of the FNSB are "non-local.”™ As
applied by the LBC in 1its decision, the distinction can only
considered to be arbitrary.

9The Statement of Decision 1iIs In error on this point. It
states that the net gain would be $76.99, however the correct
calculation is $1,980, 712 t 73, 540 = $27.07.

10This assumes a mil rate equal to FNSB.

13-The use of per capita figures 1iIs not adjusted for cost
(Footnote Continued)
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1) Txa Erisst of The . Annexation on the tcc Region
B<2cgugh— la Inggnsis.tant aith Ihs commission®s statement on
Barough Government-

The Commission®s Statement on Borough Government advocates
for reassessment of State financial aid to municipalities to
provide greater equity to alll municipalities. The decisional
statement asserts that:

Certainly this Commission would not view in the same
regard an annexation proposal of this nature by a
municipality whose tax base was (greater than the
average of other boroughs.

at p. 3.

The LBC further noted that even after annexation the FNSB
will have a weak tax base which will remain 12% below the state-

wide average. However, annexation will render the proposed TCC
region borough - which would currently be only slightly below
average (i.e., 3% below) - to be at a greater 1inequity then

currently experienced by the FNSB (i.e., 17% below average), see
suora. Consequently, the means selected by the LBC to provide
equity to the FNSB 1is not rationally re)ated to its goal of
achieving statewide equity since it will result in imposing
greater relative inequity upon the proposed TCC regional borough.

11 The_Annexation will Diminish The viability of a

Potential Borough in the Adjacent Region
The LBC concluded that the annexation would not adversely
affect the formation of the Yukon Flats REAA borough since that
area had surplus taxable property as a result of the State tax

(Footnote Continued)

differentials of doing business between rural and urban Alaska.
W 1ilo the relative per capita net loss to the TCC 1is greater 1in
absolute dollars, the differentials with respect to the cost of
doing business in the rural areas exacerbate the disparity. This
should be remembered when comparing all per capita figures used

in this statement.
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cap on pipeline property.12 However, as noted above, the forma-
tion of a single borough in the TCC region would be more consis-
tent with the directive of the Alaska Constitution, and such a
borough would not be affected by the State tax cap. Conse-
quently, there 1is no surplus assessed valuation iIn a regional
borough proposal, and any diminishment of the regions tax base
would diminish the viability of the potential borough 1in the
adjacent region.

£1 lh.e_.Haine.s_Annexation Is ot a Precedence For This

AnnexatjOn

The LBC found a precedence in the Haines Annexations of the
1970s. The precedence is highly questionable. First, as the
findings point out, Haines provides educational services to the
annexed area through correspondence. In this case, the Borough
does not 1intend to provide any areawide services. The only
service planned is non-areawide, 1i1.e., Ffire service. There iIs no
evidence that the FNSB plans to include the Pump Station 1in a

fire service area. In fact, Alyeska Pipeline Service Company
provides its own fire service, which is eminently better than any
response which FNSB might offer. In fact, for FNSB to provide or

include the Pump Station within a Tfire service area, Alyeska
would have to consent and pay additional non-areawide taxes.
There is no evidence that Alyeska intends to do so.

12The LBC noted that recent estimates property value in the
region to be about 805 mil. A review of DCRA valuation estimates
used in the 1988 Regional Government Study by DCRA show gross
errors in valuation methods in this region. The vast majority of
private land in the TCC region 1is subject to restrictions on
taxation by operation of the Native Townsite Act, Native
Allotment Act, ANCSA (as recently amended), State exemptions for
elderly and housing authority projects, etc. The 1988 report did
not fully account for these exemptions. Moreover, recent studies
by DNR and BIA allotment appraisals suggest a substantial
devaluation 1in the market value of rural property values which
were not reflected in the 1988 study.

1288-206.12



Secondly, the annexations did not occur at a time when the
adjacent area was considering borough formation. There 1is no
evidence that the adjacent area has ever considered borough

formation.
Thirdly, the proposed annexations reflected expansion of the

Haines borough to natural geographic boundaries taking into the
borough the entire eastern slope of the Chilkat Range located on

the Chilkat Peninsula.
Such parallels do not exist with regard to "“the present

proposed annexation and any comparison IS transparently

suspicious.

£) Revenue Enhancement |Is Not A Justification For

Expansion Of Borough Boundaries.
It Is agreo.d that revenue enhancement is not a justification

for annexation.

PART V

THE STATUTORY AND ADMINISTRATIVE REQUIREMENTS HAVE NOT BEEN MET

As noted in pages 9-14 of the DCRA report, one of the first eight
standards and all of the remaining listed standards must be met.

Of the first eight, only numbers 3, 7 (both relating to services)
and 8 (policy) could be possibly met. The area is uninhabited,
and as noted above, the FNSB does not intend to realistically
provide any services. In fact, the proposed area iIimmediately
abuts the private property of the closest inhabitants, the Hooper
family, which receives educational services from the Yukon Flats
REAA. The proposal is gerry mandered to obviously avoid provid-
ing municipal services. As to number 8, (policy) the policies
considerations outlined above strongly militate against approval.

As to standards 9-14, the service requirements expressed in those
standards are very questionable, for the above stated reasons.

1288-206.13



PART VI

THE COMMISSION FAILED TO APPLY THE STANDARDS AS PROVIDED IN 19
AAC 10.200

The regulations governing annexation procedures provide that:

19 AAC 10.200. APPLICATION OF STANDARDS. The commis-
sion will not approve an annexation unless the annexing
organized borough demonstrates to the satisfaction of
the commission that it 1is capable of extending and
willing to extend services to the annexed area 1in

accordance with this subsection. IT possible, areawide
and non-areawide borough services shall be extended to
the annexed area immediately. If the iImmediate exten-

sion of services 1is not possible, the commission must
be satisfied that the services not immediately extended
will be extended as soon as possible and that reason-
able plans have been formulated for the capital expan-
sion necessary fTor the extension of services.

The decision of the LBC failed to apply the service standards as

provided iIn this section. Under this regulation, the FNSB was
required to demonstrate that both areawide and non-areawide
services will be extended to the annexed area immediately. The

petitioner admits, and the LBC found that education services
(areawide) would not be extended. Additionally, the only non-
areawide service discussed by the LBC was fire service, and it
was found that fire service was not needed because of the private
services provided by Alyeska. Thus, 1t was implicitly found that
services would not be immediately extended to the area. The wide
variety of services offered by the borough and their extension to

the area were not even considered.

In such an event, the regulation requires that the FNSB develop a
reasonable plan for capital expansion necessary for extension of
such services and that the Commission be satisfied as to the
adequacy of such plans. The FNSB offered no such plans and the

Commission failed to make any finding on this 1issue.
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The failure to comply with an administrative requirement renders
the decision defective. Port Valdez Co. v cltv of v*i

522 P.2d 1147 (Ak. 1974). The petition should therefore returned
to the FNSB for resubmission.

CONCLUSION

In summary, we would request that the decisior be delayed to
allow the Interior to consider borough incorporation. We again
apologize for our lateness iIn responding to the issue. Given the
gravity of the proposal, and the ongoing borough study in the
Interior, we believe the Commission should not proceed further at
this time.

1288-206.15



thu

February 14, 1989

TO: Senator Al Adams
Representative Eileen MacLean

FROM: Mike Walleri, Attorney
Tanana Chiefs Conference, Inc.

This is In response to the request of both Senate and House
Committee and Regional Affairs Committees to provide written data
regarding your testimony presented to the Joint CRA Committees.

As you remember, we criticized the Local Boundary Commission goal
of per capita tax base equalization for failure to adjust for
cost of service differentials. Attached are our calculations.

As you can see, when adjustments are made for the cost of service
delivery, the T.C.C. area is very close to average assessed
valuation in the State. If you have any other further questions,
please feel free to contact me

Sincerely,

Mike Walleri
Attorney
Tanana Chiefs Conference, Inc.

Attachments



TAX CAP CALCULATIONS

VALUE OF TAXABLE PROPERTY IN REGION

DCRA ESTIMATES:1 1.676 bll. without annexation
1.513 bil. with annexation

TCC ESTIMATES: 1.428 bil. without annexation
1.266 bil. with annexation

KANGE: w/0 annexation 1.676 to 1.428 billion

w/ annexation 1.513 to 1.266 billion

(based on D.C.R.A report to Senator Steve Frank 1/13/89)

POPULATION:2

9/635 (D.-C.R.A. raw estimates)
137400 (D.C.R.A. adj./TCC Health

Plan Stats)

11,175 (Permanent Fund mail out to

Region by zipcode)

TAX CAP 3

(taxable assessed value 1In region)

DCRA # 9,635(pop) x2.25 x $83,430(per capita assessed value)=1.8

TCC #13,400 x 2.25 x $83,430

PF #11,175 x 2.25 x $83,430

includes estimates of property value based when per
statewide values. DOES NOT adjust for tax exempt status
under Federal Housing Programs, AWCSA, Allotment Act and
Act.

excludes Delta-Greely study area except for village
Lake.

based on formula (b) AS. 29.45.080

=2.7

=2.08

capital
of land
Townsite

of Healy



ADJUSTED TAX EQUALIZATION

COSTS OF SERVICE DIFFERENTIALS

Fairbanks: 1.04
Yukon Flats 1.46
Yukon Koyukuk 1.34
Galena 1.30
Tanana 1.30
Iditarod 1.33

RANGE OF DIFFERENTIAL VARIANCE (FBX and TCC Region)

26% to 40%

(Source: Dept, of Education)

J
PERCENTAGE OF PER CAPITA VALUE (Statewide average)
Fairbanks with Annex = 71.1
Fairbanks w/o Annexation = 68.0

TCC Region w/o0 Annexl

%

per state
capita wide adj2

1.676.000.000(DCRA Value#)* 11,175 =150,000 204%

1.428.000.000(TCC Value # *11,175 = 128,000 175%

1.513.000.000(JCRA/Value#)* 11,175 135,000 184%

1.266.000.000(TCC/Value#) * 11,175 = 114,000 155%

1 Using Permanent Fund Pop #"s Values rounded.

2 Adjustment Relative to Fairbanks per capita.

155 to 122%

133 to 105%

140 to 110%

115 to 93%
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Viimp station
annexation
ruling stands

By SAM BISHOP
Staff Wrltor

The Local Boundary Commission
Wednesday upheld its decision to
recommend that tho Fairbanks
North Star Bocough annex Pump
Station 7 after learning of objec-
tions to the plan.

The decision followed a confusing
meeting during which the commis-
sion at one point voted to kill the
annexation, members said in inter-
views this morning.

The confusion began when MIk°®
Walleri, an attorney for the Tanana
Chiefs Conference, showed up at
the meeting to object to the annexa-
tion. However, the initial public
comment period had already bocn
closed so the commission did not
permit him to speak, according to
Shelley Dugan, a commission
member and North Pole’s city
clerk.

Walleri said today ho believes tho
commission violated Its own pro-
cedural rules when it approved the
MekaliOirpetrtiothWodgcidn”™-

The decision, which takes effect
unless the Legislature kills Itwithin
45 days after it convenes Jap. 9,
would permit the borough to annux
21Gsquare miles northwest of Fair-
banks.

The land surrounds plpolinc
Pump Station 7. Property taxes on
the station and pipojino could add

(See ANNEX, rnge 8)

Annex.

(Continued from page |)
%2 million to the borough’s annual
Income. Borough officials advocate
the annexation.

Walleri said the commission
should not approve the annexation
until some broader policy issuos
have been more thoroughly discus-
sed. TCC is a health service and
advocacy organization for rural
aroaa.

At present, the state levies a
property tax of 20 mills on the pipe-
line and facilities in areas that are
not within boroughs. When 1
poroygh annexes an area, the state
reduces its property tax on the
pipeline by the equivalent of >
borough’s property tax. Waller!
questioned whether organised
boroughs should be taking that
money from the state, because ft is
essentially the rural areas’ local
contribution to education, Walleri
said.

Commission member Dugan
agreed that arguments over educa-
lon funding are behind the annexa-
ion proposal, but she supports the
dog.

“We think there’s a lot of i.ienu-
itcs  the state funding programs
in school funding and revenue shar-

ing," pugan said- "Approving the
annexation is one way to flag this
problem."

Pugan said that If there were a
competing borough proposal, the
commission might be more hesi-
tant, but there la not.

Walhri said ether |>orougl»s are
being ponsidored.

“Lqat year, the Legislature
adopted a resolution directing tho
Loca) pound iry Compdsslon not to
proceed with annexations in areas
that wore subject to borough stu-
dies," Walleri salcj. "The area that
is proposing to be annexed is sur-
roungod by two areas that arc
under study—the pepall area and
Yukog-fCoyukuk area.”

The reports on those areas were
just released by the gfate Depart-
ment pf Community and Regional
Affairs, Walleri said, fie is not hap-
py Wt their recommendations
and bef|eves the boroughs proposed
by tie departments would be too
smo | fo support a Vjsble govern-
meim.

Tna Fairbanks borough’s
annexation of Pump Station 7 could
make boroughs in the area even
less feasible, Walleri said.

Lamar Cotjjp, q boundary com-

mission member and adminlstra-
tor ofthe Aleutians Fast Borough,
said he spposes the Fairbanks'
borough annexation oroposnl.

If# oglled tho proposal a “land
grab." He said It (a an obvious
attempt to get more money from
the sldfe by preempting state taxes

e without providing any more se.
vice*.

Tho Community and Regional
Affairs pepartmont sold the state
shouidapprove the annexation be-
cause Fairbanks’Ux base t* 15per-
cent lower, per-sludoqt, than the
average Alaska borough-

Cotton said it’s not tho boundary
commission's responsibility to
solve aqch problems, ffe suggested
that Fairbanks' taxes are higher
than other areas because the gov-
ernmenl provides more services.

The boundary commission took
several votes on Wednesday while
trying ia decide whether to let Wal-
leri testify.

But commission m®mbcr Ben

Nageal of Barrow, after realizing
he had voted fo kill the petition,
,made 4 motion to rescind the deci-
sion, pugan said- Nagnak's res-
cinding motion was successful, She
said.
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Fairbanks grabs
for a sugarplum

tf e j*

-Civic Ieaders in the Fairbanks North £tar Borough
Are resourceful people. They've foUnd a way to ease
th’eir borough's fiscal troubles *pd .stick Alaskans
elsewhere with the bill.

How can. Fairbanks do itt With a modern-day land
jgrab. The borough has won preliminary permission to
annex an essentially uninhabited area that’s home to
Alaska's biggest property tax sugarplum: a section of
the Trans-Alaska Pipeline System.

It’s easy to see why Fairbanks is eager to annex the
area. Virtually nobody lives there, so there's no need to
deliver any .costly services. The borough can just sit
back and collect an extra $2 million a year in property
taxes from the pipeline.

But people in the rest of the state have a right to
object. Under state tax laws, that $2 million comes
straight from state treasury. Alaska levies its own tax
on pipeline property — but every dollar the pipeline
pays in local tax is deducted from the amount due the
state.

Fairbanks' long-term gain from the move will be
somewhat less thsm $2 million a year. Under the state's
revenue sharing formula for schools, Fairbanks will lose
about $700,000 a year starting in 1992. But grabbing $1.3
million a year of someone else’s money ain’t bad work,
if you can get it.

The amazing thing about this ploy isn’t that
Fairbanksans tried it — who can blame them? — but
that the state’s local boundary commission blessed the
deal.

Boundary changes such as this one are supposed to be
in public interest. According to the commission, the
public interest here is that Fairbanks needs the tax
revenue. This is the borough whose voters squawked
and bowled and eventually repealed a proposed 2
percent sales tax last year. The commission's decision
failed to explain why Fairbanks needs the money more
than other Alaskans, who will pay the bill through
lower state revenues. »

By law, the boundary commission's decision goes to
the legislature for review. If not rejected within 45 days,
the annexation becomes final. Stoppinglhis land grab
should be one of legislature’s first items of business.
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Treosition

WASHINGTON - During
the presidential campaign.
Mika ,Dukakis insisted that
"competence” rather than
"ideology” .ahould be the
main issue, and that's precise-
ly the erord being applied
here to George Bush's transi-
tion appointments.

Unlike Carter and Reagan,
who ran against the Washing-
ton *"insiders,” Bush is hiring
them —maybe because he is
one of them. To win the elec-
tion, be appealed to the ideo-
logues on the right. To gov-
ern, with the Democrats in
control of Congress, he has
put experienced individuals
at State, Defense, Treasury,
Justice, Agriculture, Com-
merce, Budget, the National
Securlty Council-and the Cen-
tral Intelligence AgencK

The conservatives like LIS
appointment of Jack Kemp,
the old supply-slder, at HUD,
and Governor Sununu of New
Hampshire as White House
chief of staff (though he is not
likely to have the authority
Donald Regan and the two
Bakers had). Still, Bush scat-
tered the plums around: the
moderates got most of them,
the conservatives got Sununu
and Kemp and the golfers got

Quayle.

The grAx
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S

lames re

"We are the
change,"" Bush said
campaign, and app
meant his own sort
For he's not only s
buck stops here,"
“starts” in the Ov

None of this wil
debate over .he bi
die East policy or
trol. But these debt
conducted in a diffi
sphere. He is not m
his opponents but
them. He has held

-Conferences since t
than President Rea
year.

When, people
Reagan about why
good, despite all
lems, he tells then
of the young psych
complained to the
atrist that he wa
from'
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Binkley would
annexation

By 8AM BT8HOP
SUIf Writer

A state senator filed legislation
Tuesday morning to block the Fair-
banks North Star Borough's
annexation of Pump Station 7.

Sen. Jotane Binkley, R-Bethel,
filed Senate Joint Resolution 10.
Sen. Al Adams. D-Kotzebue. co-
sponsored it.

At a legislative committee meet-
ing Tuesday, Binkley questioned
why the Legislature should
approve tbe annexation. He said
the borough would Incur no addi-
tional expenses in the area for ser-
vices such as garbage removal or

(Continued from page I)
to lose in property taxes on the
pump station if it is annexed.

"Why didn’t you just askyour de-
legation to come forward and ask
for a bill to appropriate $2 mil-
lion?" Binkley asked Rex Nutter,
borough planning director.

"l think this area belongs in the
Fairbanks North Star Borough,"
Nutter replied. "And that's not
something | could ask my delega-
tion to come down here and do. It
had to go through the Local Bound
ary Commission."

The commission approved the
annexation in a controversial De-
cember meeting. The boundary
commission's approval will stand
unless the Legislature rejects it by
March 4.

The borough and Commissioner
Shelley Dugan of North Pole said
the borough needs to annex the
area to increase Fairbanks' tax
base, which is lower, per capita,
than the rest of the state.

But Lamar Cotten, a commission
member who led efforts to stop the
annexation, said that should not be
the commission s concern.

"We're not a revenue equaliza-
tion commission,"” he said. "I Ihink

schools. No one lives In the 215
iguare mile area, located on the
Elliott Highway northwest of Fair-
barks

The meeting, bekl to Juneau, was
ajointsession of tbe House and Sen-
ate Community and Regional
Affairs committees.

Binkley asked why borough offi-
cials didn't Justask area legislators
to Introduce s bill giving the
borough an extra 12 million from
the state this year.

That's the amount the borough

to gain and tbe state stands

(See ANNEXATION, Beck Page)

that's the responsibility of the
Legislature."

Representatives of the Tanana
Chiefs Conference, a non profit
advocacy and health organization
forthe rural Interior, asked legisla-
tors to reject the annexation.

The annexation could reduce the
tax base of a rural Interior borough
if residents wanted one, according
to Will Mayo and Mike Walleri of
TCC, whotestified Tuesday as well.

Walleri said that, when the high
costs of doing business in rural
areas are considered, the per capi-
ta property tax base for Fairbanks
and a rural Interior borough are
roughly comparable.

But Sen. Steve Frank. R-
Fairbanks, and Rep. Mike Davis,
D-Fairbanks, said the Fairbanks
borough has more claim tothe area
than a proposed rural Interior ,
borough. Revenue issues aside, the/
socio-economic ties to the area Jus-
tify the Fairbanks annexation,
Frank said.

No one lives in the annexation
area but a few families and a school
are located just outside the prop-
osed boundaries. Davis, who repre-
sents the area, said residents of
Livengood and the Elliott Highway
don't want a borough, but it should

be the Fairbanks borough if one i
to be formed there.

"If it belongs someplace, it prot
ably belongs in the/Fairbank
North Star Borough,"'Davis said

Walleri said the area is more n.
ral In character than Fairbanks
He suggested that the Legislatur
defeat the annexation so the peopl
living near the area could be askec

Frank asked Walleri and May
why they raised the idea of a rurt
Interior borough for the first tim
at the same time the Fairbank
borough asked to annex the pum
station.

Walleri and Mayo said the Umin
was coincidental. Rural boroug
government has become muc
more palatable in the past vegj
since passage of the "1991 am™
ments" to the federal Alaska N
Uve Claims Settlement Act, May
said.

The amendments protect Nativ
corporation land from propert
taxes unless it is developed, h
said.

"Because of the 1991 amem
ments, it puts a whole new light ¢
borough government,” Mayo tan

"We need the UmO and that it th
major reason we are opposing U
annexation."”
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Senator Johne Binkley
PO Box V
Juneau, AK 99811
POSITION STATEMENT: Spoke in opposition to the
Star Borough Petition

Representative Mark Boyer
PO Box V
Juneau, AK 99811
POSITION STATEMENT: Spoke in opposition to the
Star Borough Petition

Representative Mike Davis
PO Box V
Juneau, AK 99811
POSITION STATEMENT: Spoke i1n opposition to the
Star Borough Petition

Lamar Cotten, Administrator
Aleutians East Borough
1007 West 3rd, #201
Anchorage, AK 99501
POSITION STATEMENT: Boundary Commission Report

Eugene Hardy
PO Box 1267
Fairbanks, AK 99701
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North

North

POSITION STATEMENT: Spoke in favor of the Norih Star

Borough Petition

Rex Nutter
PO Box 1267
Fairbanks, AK 99701

POSITION STATEMENT:  Spoke in favor of the North Star

Borough Petition

will Mayo
PO BOX 75329
Fairbanks, AK 99707
POSITION STATEMENT: Spoke in opposition to the
Star Borough Petition

Mike Walleri
201 First Avenue
Fairbanks, AK 99707
POSITION STATEMENT:  Spoke in opposition to the
Star Borough Petition

Linda Freed

Kodiak Island Borough
710 Mill Bay

Kodiak, AK 99615

POSITION STATEMENT: Spoke in favor of the Kodiak

Borough Petition
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Saul Friedman, Attorney
Lake and Peninsula School District
1227 West 9th, #300
Anchorage, AK 99501
POSITION STATEMENT: Spoke i1n opposition to the Kodiak
Island Borough Petition

Frank Hill, Superintendent
Lake and Peninsula School District
King Salmon, Alaska 99613
POSITION STATEMENT: Spoke in opposition to the Kodiak
Island Borough Petition

Lyle Larson
City Manager
Dillingham, AK 99576
POSITION STATEMENT: Spoke in opposition to the Kodiak
Island Borough Petition

Jonathan Soloman
Fort Yukon, AK 99741
POSITION STATEMENT:  Spoke in opposition to the Kodiak
Island Borough Petition

Vern Roberts
PO Box 2227
Palmer, AK 99645
POSITION STATEMENT:  Spoke in opposition to the Kodiak
Island Borough Petition

PREVIOUS SENATE COMMITTEE ACTION

No previous action to record

ACTION NARRATIVE

TAPE ONE, SIDE A
Number 001

Chairman Adams called the Community and Regional Affairs
meeting to order at 1:10 p.m. The Local Boundary
Commission®s Report was introduced as the Tfirst order of
business.

Number 010

Charles Bettisworth, Chairman of the Local Boundary
Commission, gave a cpick overview of the commission stating
that 1t 1s a quasi judicial body, constitutionally mandated
to oversee the creation and changes to municipal
boundaries. The commission deals with 1ncorporations,

SENATE C&RA -3 January 31, 1989



annexations, dissolutions, consolidations and mergers, and
octually acts as an arbitrator fTor municipal boundary
decisions. Of 1i1mportance to the [legislature are the
legislative review annexations, which allows the
legislature to approve or deny the commission®s decision on
a petition for annexation.

Two legislative annexations to be discussed were Kodiak /
Lake and Peninsula, and the Fairbanks North star Borough.

The Kodiak Island. Borough and Lake and Peninsula petitions
were submitted at the same time and accepted as competing
petitions, since Kodiak 1iIncluded some of the same area
petitioned by Lake and Peninsula. After three days of
hearings, boh petitions were approved and amended with
Lake and Peninsula®s boundaries to exclude those areas
accepted for “(odiak. A request for reconsideration was
filed by the communities iIn the Bristol Bay area concerned
that the roper head waters for two of their rivers now fell
within the Lake and Peninsula boundaries. On January 26,
the commission held a teleconference with thos*™ communities
and heard reasons for their request for reconsideration.
The request was denied.

The North Star Borough®s petition, which included a section
of Alyeska Pipeline, dealt with the distribution of
declining revenue and resources to provide local services
and was approved after listening to public testimony. Both
Alyeska Pipeline and the Tanana Chief"s Conference filed
requests Tor reconsideration but were denied a hearing
until their second appeal. The Commission chose not to
reconsider their action on annexation, Teeling the actual
issue was one of state revenue and could best be decided by

the legislature.

Over the Ilast several years, the commission has been
requested to do 10 feasibility studies from unorganized
boroughs showing a heightened awareness and interest in
borough formation. The commission also adopted a policy
statement recommending that the legislature take a look at
the 1i1ncentives and disincentives of borough formation; at
the distribution of equity and financial aid to
municipalities? and at the comprehensive analysis and
viability of potential boroughs. The commission recognized
the value of forming boroughs, particularly in the areas of
local control involving serious social issues, one of which
i1s alcohol.

Senator Adams asked when the 45 day time frame started and
ended for the legislature to act on a resolution.

Number 320
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Shelley Dugan, Vice Chairman of the Local Boundary
Commission, responded stating the Last day the legislature
could act would be March 4, 1939.

Number 330

Senator Binkley clarified that during the hearing for
reconsideratior on the North Star Borough®"s petition, the
commission rescinded its 1initial decision and disapproved
the petition, then passed a motion to reconsider and
reapproved the petition, and then failed a second request
for reconsideration, which allowed the petition to stand
approved.

Shelley Dugan agreed.

Senator Binkley asked how many of the commissioners
supported and opposed the petition.

Shelley Dugan stated the initial motion to approve was a
vote of 3 to 1 and the final request for reconsideration
failed with a tie of 2 to 2. She further stated that the
commission has no formal rules of procedure, except that
everything 1is done by a majority vote, and iIn this case
they were fTollowing the advice of the Attorney General via
teleconference allowing the petition to come before the
legislature with a tie vote.

Senator Binkley stated he felt that since the approved
petition was not done with a majority vote it did not pass,
and objected that he had been denied a chance to testify at
the first hearing.

Shelley Dugan responded that there was a great deal of
confusion at the first hearing, which is why the commission
decided to hold a second hearing to allow other interested
parties to participate.

Number 497

Representative Cato suggested the commission adopt a formal
policy of parliamentary procedure.

Shelley Dugan stated the commission was in the process of
adopting a formal policy.

Chairman Adams asked for the size of the annexed area and
what it meant to the Failrbanks general fund.

Charles Bettisworth stated the area was 216 square miles

and the amount to be removed from the general fund would be
$2 million dollars.
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Senator Frank clarified the net figure would be $1.3
million dollars because of a reduction iIn the education
foundation formula.

Senator Binkley explained that the first two years would be
at $. million dollars and the third reduced to $1.3
million.

Senator Pourchot asked how the commission viewed the
average tax base acquired 1in the annexation relative to
amount of services tne Borough would provide.

Shelley Dugan stated that the 1issue of services was not
addressed, however, they did lor:, at the statewide per
capita value.

Senator Pourchot stated that wunaer the commission®s
criteria for annexation, the boundaries that were
considered require no services to be rendered and asked if
the commission considered expanding the boundaries to
include a broader service area and not just a tax base.

Shelley Dugan stated it could be considered an option.

Senator Frank asked i1f any thought was given to the fact
that no one lived 1In the annexed area and 1I1f any
consideration was given to the socioeconomic ties of one
borough over another.

Shelley Dugan responded that the people who worked within
the area felt they were more closely tied with the services
of the North Star Borough and that allowing the annexation
to proceed would not diminish the financial viability of an
adjoining borough. She personally felt the North Star
Borough should have asked for more land and that this
particular annexation, 1inherent with 1its problems, needed
to be brought forward to the legislature despite the lack
of a majority vote.

Tape Two, Side B
Number 001

Representative Foster asked for clarification on the
general fund transfer.

Number 095

Lamar Cotten, Local Boundary Commission Member, commented
that he felt the annexation request did not meet the
standard criteria except for one sating that i1t needs to
be a valid public purpose. On a conservative point* of
view, the commission was established to define local
boundaries and it"s up to the legislature to specify local
and state revenue sharing and equalization within those
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boundaries. By including a portion of the pipeline in this
annexation, 1t is one way for the Bore igh to enhance local
revenues without adding services.

Senator Frank e"sked in his opinion i1If the area should be in
a borough at all.

Lamar Coti an stated the area needed to be looked at but he
had difficulty justifying annexation of the pipeline area.

Representative Boyer asked if there were other areas in the
state which provide no services.

Lamar Cotten stated that each boundary request 1is
considered unique and felt that the annexation didn"t have
much merit given the fact that no one lived In the area, no
services were to be provided, and it happened to include
$162 million dollars worth of taxable property.

Senator Frank asked i1f the annexed area would have
naturally fit in with the original borough boundaries, and
iT socioeconomic ties could be considered on new petitions.

Lamar Cotten stated that on the North Star Borough
annexation the original boundaries were not thought of, and
for new petitions, socioeconomic ties should definitely be
considered.

Representative Cato commented that although the Borough was
formed 1In 1964, a petition for annexation was not Tiled
until after the pipeline was built.

Representative Pettyjohn asked if there were different
standards the commission should use for the formation of a
new borough versus annexation.

Lamar Cotten stated the criteria were similar but slightly
different but that the Local Boundary Commission needs to
take a state perspective or a more comprehensive look at
borough formations and annexations instead of the piece
meal approach.

Representative Mike Davis stated that he felt the
annexation would be best as part of the North Star Borough,
but that annexation for a tax base only is not enough for
approval .

Senator Binkley clarified that piecemeal annexations should
not be allowed by the commission just to satisfy a
shortfall in local revenues.

Lamar Cotten agreed.

Number 472
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Eugene Hardy, attorney for the Fairbanks North Star
Borough, commented that originally the boundaries of the
Borough extended to the Canadian border and by an act of
the legislature was reduced to its present size.

Rex Nutter, the Director of the Department of Community
Planning of the Fairbanks North Star Borough, stated that
when the assembly designated the land for annexation It was
not known that the land was vacant. He stated that ™"the
boundaries were extended to help sustain a reasonable
borough for the communities that live In It and money is a
great facet of reasonableness when we start talking about
providing services." The Borough did look at their
boundaries prior to the petition and decided the best area
to expand would be to go north in a box-like manner. And
although the question before the Ilegislature 1i1s one of
revenue, the Borough believes the best services are
maintained on a local level and that the transfer of funds
would be jJustified.

Senator Binkley asked why the state should pay the North
Star borough % million dollars when no one in the annexed
area would receive any services.

P.ex Nutter stated the money would go into the Borough®s
general fund and be distributed into those area®"s needing
services.

Tape Two, Side A
Number 001

Senator Binkley commented that perhaps the Borough ought to
simply ask for an appropriation of funds from the
legislature instead of going through annexation procedures.

Senator Frank understood that the purpose for annexation
may have been a way to continue providing emergency medical
services to Pump Station 7.

Senator Binkley asked who told the Borough they couldn®t
provide emergency medical services to an area.

Eugene Hardy stated it was a legal opinion rendered by one
of his predecessors iIn the Borough Attorney®s office.

Senator Binkley offered to work with the Borough to make
changes to the statutes allowing services to be provided to

that area.

Representative Pettyjohn stated this annexation may be
setting a precedent if allowed to pass.

Number 180
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Will Mayo, the Assistant to the President of Tanana Chiefs
Conference, stated the option of forming boroughs has
become an iImportant subject in the rural areas and the
Tanana Chiefs have received several feasibility studies
incorporating different sections. As a region the Tanana
Chiefs need to look at incorporating into a large borough
in order to get better services for their people and this
is one of the option areas they are considering. For this
reason the Tanana Chiefs oppose annexing this area to the
North Star Borough until they“"ve had enough time to study
the feasibility of a large regional borough.

Number 359

Mike Walleri, Attorney for the Tanana Chi fs Conference,
commented that studies already done were considered
marginal and were only of smaller areas within the Tanana
Chiefs region. It became evident that the economy of scale
and the density of population would require a larger
borough. Based on a suggested population base of 11,175
people, the tax cap 1In the Tanana Chiefs region would
translate to a $2.08 billion dollar limit on the amount of
property that could be assessed and taxed. The
Commission®s statement on regional government proposing the
equalization of tax bases around the state uses a per
capita calculation. However, the cost of providing
services In different parts of the state varies widely and
if translatel to a per capita basis, Fairbanks actually
ranks 6 out of 13 boroughs ahead of Anchorage and Juneau.
The question becomes one of whether Fairbanks actually
deserves the annexed tax base over another borough.

Mike Walleri further commented that the Local Boundary
Commission®"s recent policy statement adopts a lower
standard for an excess tax cap than that used by the
legislature and since i1t was not adopted as a regulation it
is not subject to legislative review. The Tanana Chiefs
would like to see the legislature reject the petition.

Senator Frank asked what caused the Tanana Chiefs to oppose
the annexation at such a late date.

Mike Walleri stated that after reviewing the studies
received from the Local Boundary Commission in December, it
became apparent smaller boroughs were not going to be
viable and that a Qlarger borough would be needed.
Unfortunately the North Star Borough®s petition had already
been put In motion and since the annexed area was one of
the options mentioned iIn two of their studies, they
objected.

Will Mayo further commented that the Tanana Chiefs”
membership encompasses 43 villages in the interior covering
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a large area and that forming a large borough will take a
lot of work bringing everyone together.

Senator Frank asked i1f the Tanana Chiefs had opposition to
the formation of a large borough.

Mike Walleri stated there was both opposition and support
for a large borough, but that the 1991 amendments helped
put a new emphasis on the formation borough governments.

Senator Frank asked what the Tanana Chiefs thought the
socioeconomic aspects were of the proposed annexed area.

Mike Walleri stated the only school 1iIn the area 1is
supported by Fort Yukon not Fairbanks, the roads are
maintained by the State, and the sanitation is maintained
by Alyeska Pipeline for their pump station, so all in all
Fairbanks has very few ties 1f any to the annexed area.

Chairman Adams concluded the testimony on the petition of
the Fairbanks North Star Borough and proceeded with
testimony dealing with the petitions from the Kodiak Island
Borough and Lake and Peninsula.



STEVE COWPER, GOVERNOR

IHIPT. OF COMMUNITY A HK<:iONAL AFFAIItS [ (1 PO.BOXB
JUNEAU. ALASKA 09311-2100

OFFICE OF THE COMMISSIONER / [ ZT(?E.E;?I)-IY)AGE;SYE(.)OSUITE 400

ANCHOMQE, ALASKA 09508-4302
PHONE (007) 563-1073

November 7, 1988

Dear Reader:

The TfTollowing is the executive summary and complete vreport of
the Department of Community and Regional Affairs concerning the
proposed annexation of 216 square miles to the Fairbanks North
Star Borough.

These materials were prepared for two reasons. First, in
compliance with state law, they provide a formal analysis and
recommendation to the Alaska Local Boundary Commission
regarding the proposed annexation. Secondly, the materials
provide important information to individuals who may Dbe
interested In this annexation proposal.

Anyone who has questions or wishes to discuss aspects of this
report or the proposed annexation may contact Local Boundary
Commission staff by calling 561-8586, or by writing to the
Anchorage address listed above.

David G. Hoffm™i
Commissioner
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EXECUTIVE SUMMARY

The Fairbanks North Star Borough (I-NSB) is seeking to °xpand

4ts boundaries by216 square mi les (see Exhibit A - > or
territory proposed for annexation). On its surface, the
annexation proposal appears fairly simple and

non-controversial. Characteristics of tho proposal include:

0] Small size. In relative terms, the magnitude of
the proposed expansion is vetv modest. The
annexation would increase the size of the FNSB by
less than 3%.

0 Limited opposition. To date, the Department of
Community and Regional Affairs has received an
indication ofopposition to the annexation from
only one individual. The statement in opposition
consists of a two sentence letter indicating that
the opposition is due to the fact that 'the
borough 1is big enough as it is now".

0 Limited private ownership of Iland. According to
« the FNSB, ™"all six townships (216 square miles or
138,240 acres) are either State tentative
approved or are conveyed to the State. There

appear to be about three dozen 40 acre mining
claims (and) about three or four U.S. Surveys
which would indicate homesites, homesteads or
another private interest". Assuming there were
four U.S. Surveys, each comprised or 40 acres,
these (along with the mining claims) would total
approximately 1,600 acres or 1.2% of the total
area proposed for annexation.

0 Absence of residents. According to the FNSB, the
area proposed for annexation is uninhabited.

Notwithstanding theabove, there 1is one aspectof the proposal
which raises significant policy questions for the State of

Alaska. The territory proposed for annexation includes
approximately 16 miles of the trans-Alaska oil pipeline and pump
station number 7. Together,these pipeline facilities are

estimated to have a taxable value of $162,600,000.

The pipeline Tacilities 1In question are presently taxed by the

State of Alaska at the rate of 20 mills (see AS 43.56.010). It
the annexation were approved bythe Local Boundary Commission and
the First Session of the Sixteenth Legislature, the FNSB could
also tax the property beginning January 1, 1990. Under the

present rates, the FNSB world tax the property at 12.243 mills.
At the present value, the FNSB tax on the subject property would
generate $1,990,712 1in annual revenues for the Borough.



Taxes levied by the FNSB against the pipeline TfTacilities would be

applied as a credit to the taxes levied by the State. In effect,
this would reduce the State’s tax levy on the pipeline TfTacilities
in question to 7.757 mills. Consequently, annual revenues to the

State wou.la be reduced (under the present values) by $1,990,712.

Major policy questions raised by the proposal consist of the

following:

1. Because te territory proposed for annexation is
uninhabited, the "extension of services” to it
would cost the FNSB little or nothing. Yet, the
FNSB woul 1 receive nearly $2 million in
additional “rmriva.l revenues at the direct expense
of the State. Is that good public policy?

2. Would the annexation diminish the viability of a
potential future borough iIn the adjacent region?

3. Is the annexation warranted?

These policy issues take on added importance when one considers
that the decision reached here could serve as a precedent In
dealing with other potential annexation proposals. For
example, last year the Matanuska-Susitna Borough contemplated
(but ultimately decided not to pursue) a proposal with similar
characteristics. That proposal resembles the current one in
that it also encompassed a sparsely populated area with high
property values stemming from the pipeline and pump stations.
However, there may also be significant differences between the
FNSB proposal and the one contemplated by theMatanuska-Susitna

Borough. These may 1include differences in the social and
cultural compatibilities between the existing municipality and
the territory proposed for annexation. Thus, the Department®s
position with respect to this proposal may not necessarily
extend to another proposal which shares some of the
characteristics of the FNSB proposal. Each 1i-roposal would be

carefully and fully examined on its own merits.
IS THIS ANNEXATION PROPOSAL GOOD PUBLIC POLICY?

To address the Tfirst policy question, it 1is important to put
the matter In perspective. According to Volume XXVI1 of Alaska
Taxable (DCRA, January, 1988), there are $18,259,909,850 in oil
and gas properties throughout the state which are taxable under
AS 43.56. Of this amount, 73.65% ($13,447,841,030) ace within
existing boroughs. In addition, 7.65% ($1,396,012,940) of the
properties are within cities 1In the unorganized borough which
levy property taxes. Thus, a total of 81.3% of the oil and gas
properties taxable by the State presently Llie within the
jurisdiction of taxing municipalities.

With such an overwhelming percentage of the total oil and gas
properties already within the boundaries of political
subdivisions of the state, the question of adding another
eighty-nine one-hundreths of one percent (0.0089) tends to



minimize the policy implications of this particular proposal.
Nonetheless, additional consideration of this question is
warranted. A couple of analogies will aid 1in the further
examination of this matter.

Analogy number 1. The policy 1implications of this annexation
proposal would seem to be somewhat analogous to the question of
whether it would be good policy to approve the formation of any
new borough having jurisdiction over a portion of the
pipeline.

Five regions of the unorganized borough presently have

substantial pipeline properties passing through them. These
regions are: Prince William Sound, Copper River Basin,
Delta-Greely, Yukon-Koyukuk and Yukon Flats. Each of these
regions has either completed or 1is undergoing a study to
examine the feasibility of forming a new borough. None of the
studies contemplate the exclusion of the pipeline from the
potential boroughs. To do so would create two classes of

"pipeline boroughs™, those which could tax the pipeline and
those which could not.

Analogy number 2. The second analogy 1is somewhat more
involved. It concerns the extent to which municipalities
genecate revenues from truly local sources.

A limited number of municipalities iIn the state have access to
particular sources of fTunds which are not generally available
to all municipalities. For example, less than 5% of the
State"s political subdivisions have the capacity to levy taxes
on oil and gas properties; 34% receive a shar™ of the taxes
which the state levies on Tfisheries; and less than 3% receive

revenues under the National Forest Receipts program. For
purposes of this discussion, revenues from such sources are not
considered locally generated revenues. Stated succinctly, the

analogous question here is whether the State should authorize
the creation of any municipality or the expansion of any
municipal boundaries if that municipal government 1is not going
to contribute substantially to its own operation through truly
locally generated revenues.

In the case at hand, the annexation would allow the FNSB to
increase its ‘'"non-locally" generated revenues by nearly $2
million annually while 11t incurs virtually no increase in the
cost of providing services. The State would lose $2 million in
annual revenues and would realize no savings as i1t might if the
area were 1i1nhabited (e.g. through the transfer of education
services"from the regional educational attendance area to the
municipal school district).

To address this analogous question, 1t 1Is appropriate to begin
with an examination of the revenue dgenerating efforts of the
FNSB. Based wupon figures presented iIn the petition, the



Borough wil.l collect an estimated $37,098,850 in taxes on real
property this year. Of that, 17.8% ($5,594,751) will be
collected from taxes levied on pipeline properties
("'non-local™) and the remaining 82.2% ($30,504,099) will be
collected from taxes levied on other private properties within
the Borough. IT the proposedannexation were presently in
effect, the level of property tax revenues generated from the
pipeline would 1increase from 17.8% to 22.0% of +total tax
revenues. The Borough would thus have collected some
$8,585,463 in taxes on the pipeline. Pipeline tax revenues
(non-local) would -equal approximately $1.17 per capita while
taxes on other properties stand at nearly $415 per capita.

Having examined the revenue generating efforts of the FNSB, it
is appropriate to attempt to draw comparisons with other

municipalities iIn the state. One measure of the revenue
generating efforts of municipalities is the "mill rate
equivalent”™ determination which 1is developed by the Department
for purposes of administering the state Revenue Sharing
program. Unfortunately, for purposes of this discussion, the
"mill rate equivalent” does not differentiate between taxes on
the pipeline and other taxes. Nonetheless, it is useful to
note that the mill rate equivalent of the FNSB “combined
areawide and non-areawide) isgreater than 58% of the

municipalities which received Revenue Sharing 1iIn the most
recent TFfiscal year (including the Municipality of Anchorage,
the Kenai Peninsula Borough, the Matanuska-Susitna Borough, the
Northwest Arctic Borough and the Haines Borough). From this it
can be concluded that the FNSB compares favorably with most
municipalities in the extent to which it contributes in support
of local services.

Turning m”~re directly to the question of the extent to which
municipalities generate revenues from trulylocal sources, it
is not difficult to find examples where the efforts of other
municipalities are far less than those of the FNSB. For
example, one small city incorporated in 1983 recently received
$179,267 in annual State shared business fisheries taxes. The
city in question levies no taxes, thus the city relies
virtually 100% on "non-local”™ funds (vs. 22% iIn post annexation
revenues Tfor the FNSB). The state shared business Tfisheries
taxes for that city amount to $1,358 per capita (vs $117 per
capita in post annexation pipeline taxes for the FNSB).

From this 1t 1is concluded :hat any suggestion that it is poor
policy to approve the subject annexation proposal may be
analogous to concluding that it would also be poor policy to
approve the formation of any municipality which would receive
non-local funds amounting to more than 17.8% of total revenues
or $89 per capita (the approximate current levels for the
FNSB) .

In conclusion, the Department does not suggest that, when
viewed narrowly, it 1is necessarily '"good public policy” to
allow the FNSB to 1increase its annual revenues by some



$2 million (at a direct cost and withou*- benefit to the state).
However, because so many more extreme examples of 3uch
circumstances abound throughout the state, the Department feels
strongly that it would be highly 1inappropriate to deny the subject
annexation proposal because of this narrowly viewed policy concern.

Doth the Department and the Local Boundary Commission have
acknowledged the need to reexamine Tfunding programs for local
governments in Alaska iIn an effort to provide greater equitv (see:
draft LHC statement on Borough Government 1in Alaska). Until such
concerns are addressed on a comprehensive basis, the Department
believes that ™"policy concerns'™ of the nature described should not
be applied 1in this instance to the exclusive detriment of the
FNSB. This annexation proposal affords the Local Boundary
Commission with an excellent opportunity to bring many of its
concerns and perspectives about borough government to the
attention of the legislature and others.

WOULD THE ANNEXATION DIMINISH THE VIABILITY OF A POTENTIAL FUTURE
BOROUGH IN THE ADJACENT REGION?

Simply put, the answec Is no. The territory proposed foe
annexation is presently located within the Yukon Flats Regional
Educational Attendance Area. At the beginning of this year, the
Department reported that the Yukon Flats REAA had the (greatest
level of taxable property of any unincorporated region of the
state (see p. 5 Regional Covernment Study, DCRA, January, 1988).
The value of taxable property in that region (measured as value

per student) was reported to be in excess of | times that of the
average of all of the existing boroughs 1iIn the state (even
excluding the North Slope Borough whose value is

disproportionately high). On the other hand, the value of taxable
property in the FNSB was found to be 14.0% below the average.

Adjusting the Tigures in that report to account for the value of
the pipeline property iIn question would still Ileave the Yukon
Flats with a level of taxable property per student second only to

the North Slope Borough. The 1level of property would remain more
than five times that of the average of existing boroughs (again,
exclusive of the North Slope Borough). The wvalue 1in the FNSB

would stil.l be nearly 12% below that of the average of all
existing boroughs.

Further, it should be noted that the value of property inthe
Yukon Flats region IS so great that State law (AS 29.45.090) would
preclude 4 borough in that region from taxing all of the
property. The law would [limit a borough tax to a maximum of
$311,047,897. Recent estimates place the value of property in
that region at $805,000,000. Even i1f theannexation were to
occur, the area would have $642,400,000 — more than twice as much
property as it could legally tax under the law.

Thus, it can be concluded that the annexation would not adversely
affect the viability of a borough ;n the adjacent region.



IS THE ANNEXATION WARRANTED?

The petition 1indicates no particularly pressing need to extend

specific services to the acea. Indeed, the area is uninhabited.
There are, however, an estimated 36 individuals employed at pump
station number 7. Although documentation of the places of

residence of these workecs 1is unavailable, it 1is believed that a
majority of the workecs Ulive within the boundaries of the FNSB
(Source: petitioner®s representative).

Tecnnically, 1i1f the annexation were to be approved, the Borough
would extend all of 1its areawide and non-areawide powers and
services to the teccitocy. These consist of: education, planning,
platting, zoning, elections, assessment and collection of taxes,
emergency medical services, packs and recceation, animal control,

libraries, air quality control, solid waste disposal, flood
control (Chena River only), economic development, and
transportation.

Essentially, the annexation pcoposal boils down to an attempt by
the FNSB to expand its tax base iIn support of the above services
which 1t provides to the estimated 73,540 individuals residing
within 1its boundaries. From the previous discussion it has been
shown that the FNSB, through its 12 mill tax on real property,
already contributes substantially iIn support of Ilocal services.
It has also been shown that the FNSB tax base 1is significantly
less than the average of other existing bocoughs (and would remain
so even after the annexation).

IT the benefit of the annexation would be directed ct ceducing
property taxes, 1its effect would be limited to a reduction of less
than six-tenths of one mill. If, on the other hand, the FNSB
chose to use the additional proceeds to support local services,
the funds would be vital 1iIn offsetting recent and anticipated
future reductions in State shared revenues.

Alll of these things considered, the Department believes that the
annexation proposal has merit. Readers are urged to review the
complete repoct on this matter for Tfurther analysis of the
circumstances on which the Department has based its support for
this proposal.

Having concluded the annexation proposal has merit, it is
appropriate to examine the boundaries of the territory proposed
for annexation. It should be noted here that the Commission has
the discretion to approve the petition as submitted, reject the
petition entirely, or amend the boundaries of the territory
proposed for annexation. With respect to the latter, the LBC may
e..”and or reduce the territory proposed for annexation.

In preparing the subject petition, several alternative boundaries

were considered. These ranged from the present submission to a
much larger area encompassing the "historic interests"” of the
Fairbanks reg”jn. The latter Tfollows the Yukon River along the



nocth (from Tanana .lying 100 miles we3t of the existing boundaries
to the Canadian bocdec 1lying 05 miles east of the existing
boundaries) and follows the Alaska Range along the south (see
Exhibit B - map of alternative boundaries considered).

After careful evaluation, the Assembly selected the boundaries of

the current proposal. In doing so, the petitioner®s
representative has indicated that "it was clear the members (of
the Assembly) did not want to include areas of existing

concentrated or organized populations such as Livengood or Delta.™

It is difficult to conclude whether the annexation of the
territory proposed by the FNSB would establish “optimum
boundaries™ for the Borough. Given problems with the present
structure fcr the delivery of regional services throughout the
state (see: LBC draft Statement cn Borough Government in Alaska)

the Assembly®s position is umTerstandable. il tFle FNSB  had
attempted to annex populated areas, opposition to the proposal
would Ulikely have been much more formidable In such an event,

the chances of success would likely have been diminished.

Thus, given the evidence before the Department, 1t appears that
the boundaries of the annexation proposal are reasonable. IT this
region (the existing Borough and the area proposed for annexation)
were incorporating today for the first time, the Department would
find the boundaries to be appropriate.

All things considered then, the Department recommends that the
Local Boundary Commission approve the annexation proposal without
amendment.



COMPLETE REPORT



Section A.
ADMINISTRATIVE AND PROCEDURAL INFORMATION

INTRODUCTION

State laws establish the procedures for effecting annexations.
They also provide the standards which the Alaska Local Boundary
Commission (hereinafter the LBC or the Commission) must use In
making 1its decision on any petition Tfor annexation. The
procedures, the selected annexation process, the standards for
annexation and the role of the LBC are summarized below.

A. 1. ALASKA LOCAL BOUNDARY COMMISSION

The LBC is the state body whose responsibilities include
reviewing and acting upon petitions for annexation. The
Commission must decide whether each proposal meets the
standards for annexation.

While the Department of Community and Regional Affairs

(hereinafter the Department) provides technical and
administrative support to the LBC, the Commission 1is completely
independent of the Department and all other state agencies. It

is not required to agree with the recommendations made 1In this
report.

The LBC consists of Tfivemembers appointed by the Governor.
One member 1is appointed from each of the four judicial
districts of the state, the Ffifth member 1i1s appointed at
large. Commission members servewithout compensation. The
present members are:

C.B. BETTISWORTH, CHAIR, SERVING AT LARGE
JOSEPHINE ANDERSON, 1ST JUDICIAL DISTRICT
BEN NAGEAK, 2ND JUDICIAL DISTRICT
LAMAR COTTEN, 3RD JUDICIAL DISTRICT
SHELLEY DUGAN, VICE CHAIR, 4TH JUDICIAL DISTRTCT

A. 2. STANDARDS FOR ANNEXATION OF CONTIGUOUS TERRITORY

State law requires that certain standards be met before an area
may be annexed to a borough. To approve annexation of
contiguous territory, the LBC must determine that che borough
is '"'‘capable of extending and willing to extend services to the
annexed area; - - . if possible, areawide and non-areawide
borough services shall be extended to the annexed area
immediately”™ (19 AAC 10.200).

Additionally, the Commission must be satisfied that the action
meets one or more of the following eight standards (19 AAC
10.190(a)) to the extent that annexation is warranted:

1. The contiguous territory is totally surrounded by
the borough®s boundaries.

2. The land iIn the territory 1is wholly owned by the
borough.



3. The territory 1is in need of municipal services
which the borough can provide more efficiently
than another municipality or the state.

4. There 1is a reasonable likelihood that growth and
development will occur within the territory and
that annexation of the territory will enable the
borough to plan for and control that development.

5. The health/ welfare, or safety of residents of
the borough is endangered by conditions existing
or developing 1iIn the territory and annexation
will enable the borough to remove or relieve the
conditions.

6. The extension into the territory of borough
services or facilities is necessary to enable the
borough to provide, adequate service to borough
residents and it 1is” impossible or 1iImpractical for
the borough to extend the Tacilities or services
unless the territory 1is within the borough®s
boundaries.

7. Residents or property owners within the territory
receive or may be reasonably expected to receive,
directly or indirectly the benefits of borough

government without commensurate property tax
contributions, whether borouah services are
rendered or receivedinsi®’* ,r  outside the
territory.

8. The annexation . 1is otherwise necessary to

accomplish a valid public purpose.

Further, the law requires that the LBC must find that the post
annexation boundaries of the borough would conform
substantially to all of the standards set in Qlaw for the
formation of boroughs (19 AAC 10.220 and AS 29.05.031). These
consist of:

1. The population must be interrelated and
integrated as to itssocial, cultural, and
economic activities.

2. The population must be large and stable enough to
support borough government.

3. "The boundaries must conform generally to natural
geography and must 1include all areas necessary
for fTull development of municipal services.

4. The economy of the area must include the human
and financial resources capable of providing
municipal services.



5. The 1land, water and air transportation TfTacilities
allow the communication and exchange necessary
foe the development of integrated borough
government.

A. 3. AVAILABLE PROCEDURES

State law (AS 20.060.040 and 19 AAC 10.450 - 19 AAC 10.790)
outlines the processes by which municipal boundaries may be
altered. Fo: annexations of contiguous territory, a borough

has five available procedures. They are:

Local Action/Election - The LBC first approves a petition for
annexation. Registered voters residing within the tecritory
proposed for annexation then vote on the question. Owners of
property within the area proposed for annexation who are not
residents of the area are not entitled to vote. Individuals
residing within the existing boundaries of the borough are also
prohibited from voting on this matter. Annexation 1iIs effected
by majority approval of those voting on the proposed action
(AS 29.06.040(c)(D]-

Local Action/Municipa.l.ly Owned Property - The municipality
which owns all of the property within an acea initiates
annexation by passage of an ordinance, The annexation 1is

effective upon approval by the LBC (AS 29.06 040(c)(2)]-

Local Action/100% OF Voters and Property Owners - All
Individuals who own property fInc.luding non-residents) as well
as all registered \oters (including those who do not own
property) who reside within the area, petition the municipal
government for annexation. The municipality adopts an
ordinance authorizing the annexation which becomes effective
upon approval by the LBC [AS 29.06.040(c)(3)).-

Step Annexation - The LBC approves an annexation petition. The
registered voters of the area proposed for annexation vote on
the question. IT passed by a majority of the voters who vote
on the 1issue, the proposed action 1is reviewed by the state
legislature in the same manner provided below. This method of
annexation 1is to be used when services are to be gradually
extended to the annexed area over a period not to exceed Tive
years [AS 44 .47.567(b)() 1-

Legislative Review - This requires approval of the petition by
the LBC and subsequent tacit approval of the petition by the
Alaska state Legislature [AS 29.06.040(b)]-



Section B.
LEGISLATIVE REVIEW METHOD OF ANNEXATION

INTRODUCTION

In accordance with 19 AAC 10.600, the LBC may consider all
methods of annexation to utilize the mo3t appropriate Tfor each
petition. The Department believes that the legislative review

method proposed by the petitioner 1is the most appropriate for
Effe subject proposal.

B. 1. LEGISLATIVE REVIEW AS THE MOST APPROPRIATE

As demonstrated below, alternative methods of annexation are
unavailable. Therefore, the legislative review method is
determined to be the appropriate process.

Local Action/Election - This process is not available because
tKere are no voters in the territory proposed for annexation.

Local Action/Municipally Owned Property - This process is
unavailable since the Fairbanks North star Borough does not own
the territory proposed for annexation.

Local Action/100% of Voters and Property Owners - This process
TIT~-not avallable because property owners frave not petitioned
the Borough for annexation (there are no resident voters).

Step Annexation - This process is reserved Tfor annexations
which anticipate gradual extension of municipal services to the
ar :a over a period not greater than five years. This process
requires the approval of voters 1iIn the area. Since there are
no voters, the process is unavailable.

B.2. LEGISLATIVE REVIEW PROCESS

Petitions fTor [legislative review annexations are processed 1In
accordance with AS 29.06.040 and 19 AAC 10.185-220 and 19 AAC
10.450-620. The process 1is summarized as follows.

1. A petition with supporting brief is submitted to
the Department.

2. Tiie Form and content of the petition are reviewed
by the Department to determine whether they are
substantially proper and correct.

3. IT the form and content of the petition are Tfound
to be substantially proper and correct,
submission of the petition is publicly noticed by
the petitioner.

4. The Department prepares a report and
recommendation to the LBC on the proposed
annexation.

5. The LBC conducts a publicly noticed hearing in or
near the territory proposed fTor annexation. This
requirement may also be fTulfilled by the LBC
conducting a hearing via teleconference.



6. Within 90 days of the public hearing, the LBC
renders a decision to accept or reject the
petition or to accept the petition but amend the
boundaries of the territory.

7. IT approved by the Commission, and in compliance
with the Federal Voting Rights Act, the
annexation proposal is submitted to the U.S.
Department of Justice for tacit approval.

8. A recommendation for the annexation 1iIs submitted
to the state Legislature within ten days of the
beginning of the next regular legislative session.

9. IT not specifically rejected by a majority of the
members of the House and Senate within 45 days of
submission, the annexation 1is approved.

The earliest that the proposed annexation could be accomplished
is March, 1989.



Section C.
ANNEXATION PROCEEDINGS/BACKGROUND INFORMATION
INTRODUCTION
Thece ace a numbec of activities which have preceded the
preparation of this report. These events are briefly profiled
in this section aswell as therationale for the proposal.

C. 1. PROCEEDINGS TO DATE

On August 25, 1988, the Assembly of the Fairbanks North Star

Borough adopted Resolution No. 88-122authorizing the
submission of the petition now before the LBC. On September
28, 1988, the Department received the petition. Following a
review of the petition, theDepartment notified the

petitioner®"s representative .on October 3, 1988, that the form
and content of the petition were found to be 1iIn substantial
compliance with applicable laws and regulations.

The petitioner published notice of the Tfiling of the petition
in the Fairbanks Daily News-Minec on October 25, November 1 and
November 4, 1988.

The LBC has scheduled 1its hearing on this matter for 1:00 p.m.,
Friday, November 18, 1988 at the Fairbanks North Star Bocough
Assembly Chambers. Notice of the hearing was published iIn the
Fairbanks Daily News-Miner and Anchorage Times on November 1, 2
and TI Notice was also published iIn the Alaska Administrative
Journal. In addition, a copy of the notice was mailed to all
parties as required by law and others which the Department
believes may be interested in this matter.

C. 2. REASONS FOR ANNEXATION

The petition indicates no particularly pcessing need to extend
specific services to the area. There are, however, an
estimated 36 individuals employed at pump station number 7.
Although documentation of the places of residence of these
workers 1is unavailable, it is believed that a majori y of the
workers live within the boundaries of the FNSB (Source:
petitioner®s representative).

Technically, 1if the annexation were to be approved, the Borough
would extend all of its areawide and non-areawide pow rs and
servicesfT to the territory. These consist of: edu ation,
planning, platting, zoning, elections, assessment and
collection of taxes, emergency medical services, parks and
recreation, animal control, libraries, air quality control,
solid waste disposal, flood control (Chena River only),
economic development, and transportation.

Essentially, the annexation proposal boils down to an attempt
by the FNSB to expand 1its tax base 1in support of the above
services which 1t provides to the estimated 7!>,540 individuals
residing within its boundaries.



Section D.
AREA PROFILE

INTRODUCTION

This section of the report establishes the ™setting™ for the
proposed annexation. The following is a brief description of
the territory proposed Tfor annexation. Relevant 1i1nformation
concerning the Fairbanks North Star Borough is also provided.

D. 1. AREA PROPOSED FOR ANNEXATION

The area proposed for annexation compr- >es 216 *quare miles
(see Exhibit A - map of territory pro~ sed for annexation).
The following are the outstanding characteristics of the
territory proposed for annexation.

0 Small size. In relative terms, the magnitude of
the proposed expansion is very modest. The
annexation would increase the size of the FNSB by
less than 3%.

0 Limited opposition. To date, the Department of
Community and Regional Affairs has received an
indication of oosition to the annexation from
only one individual. The statement 1In opposition
consists of a two sentence letter indicating that
the opposition is due to the fTact that ™"the
borough is big enough as it is now".

© Limited private ownership of land. According to
the FNSB, "all six townships (216 square miles or
138,240 acres) are either State tentative
approved or are conveyed to the State. There
appear to be about three dozen 40 acre mining
claims (and) about three or Tfour U.S. Surveys
which would indicate homesites, homesteads or
another private iInterest™. Assuming there were
four U.S. Surveys, each comprised of 40 acres,
these (along with the mining claims) would total
approximately 1,600 acres or 1.2%of the total
area proposed for annexation.

0 Absence of residents. According to the FNSB, the
area proposed for annexation 1is uninhabited.

0 Substantial tax base. The area proposed for
annexation includes approximately 16 miles of the
trans-Alaska oil pipeline and pump station number
7. Together, these TFacilities are estimated to
have a taxable value of $162,600,000.



D. 2. FAIRBANKS NORTH STAR BOROUGH

The Fairbanks North Star Borough was 1i1ncorporated on January 1,
1964 under the provisions of the Mandatory Borough Act. An
earlier effort to form a voluntary borough was rejected by the
voters by a margin of nearly 3 to 2.

Originally, the boundaries of the Borough were coterminous with
those of the former Fairbanks Election District 19 (see Exhibit
C - map of former boundaries of the FNSB).

Two days after the Borough was 1incorporated, the LBC held a
hearing iIn Fairbanks to consider major changes to the Borough'3
boundaries. As a consequence, nearly three-quarters of the
territory within the Borough (an estimated 17,082 square miles)
were detached from the southern portion of the Borough. The
detached area included Delta Junction, Tok and a number of
smaller communities. 1In approving the detachment the Commission
noted that

“"The Delta Junction area 1is tied economically and
socially to the Fairbanks area. These ties, however,
are not strong enough, at least at this time, to
warrant, in light of the almost unanimous opposition
of Delta residents, the inclusion of the area within
the same borough as Failrbanks.

The area south and east of Delta Junction is not
closely tied to the greater FaitDanks trading area and
cannot at this time beefficiently provided with
borough services From Fairbanks.”™ (source; LBC report
to the Second Session of the Third State Legislature).

At the same time, the Commission approved the expansion of the
Borough®s boundaries to the west to encompass an additional 1,333
square miles, more or less. The purpose of the expansion was to
ensure that the Borough could address "future Tflood control (by
including) the drainage areas of the Chatanika River™.

Following the tacit approval of those boundary changes by the
Second Session of the Third Legislature in March of 1964, the
perimeter boundaries of the Borough were set where they remain
today.

According to the petitioner, the population of the Borough today

stands at 73,540. The most recent official population Tfigures of
the Department indicate that the population of the Borough 1is
75,079. In either case, the Fairbanks North Star Borough 1is the

second most populous municipal government iIn Alaska.

The total value of taxable property 1iIn the Borough stands at
$3,130,154,477. OF that, $538,654,860 (17.2%) consists of oil and
gas exploration, production and transportation properties taxable
under AS 43.56.

The Borougn levies an areawide tax on real property at the rate of
11.178 mills. "he Borough Ilevies an additional 1.065 mill tax on
real property outside of the Cities of Fairbanks and North Pole.
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Section E.
APPLICATION OF ANNEXATION STANDARDS

INTRODUCTION

State statutes and admi niatrat.i v« regulations of +the Local
Boundary Commission establish a number of standards which must
be applied 1in judging the merits of anyproposal for the
annexation of territory to a borough. This section of the
report lists each of these standards (phrased as a question and
printed in bold capital letters), fTollowed by a discussion of
current conditions which apply under the standard and the
Department®s analysis of the degree to which the standard i3
satisfied by the proposal.

To approve the annexation, the LBC must determine that one or
more of the Tfirst eight standards is satisfied to the extent
that annexation 1Is warranted. It is mandatory that all of the
remaining standards (9th - 14th) be satisfied. It is within
the Commission®s discretion to approve the petition as
submitted, reject the petition entirely, or amend the
boundaries of the territory proposed for annexation. With

respect to the latter, the LBC may expand or reduce the
territory proposed for annexation.

E. 1. IS THECONTIGUOUS TERRITORY TOTALLY SURROUNDED BY THE
BOROUGH®"S BOUNDARIES?

The territory proposed annexation is not an enclave.
Therefore, this standard i. ot met.

E. 2. IS THE LAND IN THE TERRITORY WHOLLY OWNED BY THE
BOROUGH?

None of the land 1iIn the territory proposed for annexation 1is
owned by the Borough. Therefore, this standard is not met.

E. 3. IS THE TERRITORY IN NEED OF MUNICIPAL SERVICES WHICH
THE BOROUGH CAN PROVIDE MORE EFFICIENTLY THAN ANOTHER
MUNICIPALITY OR THE STATE?

The Fairbanks North Star Borough exercises the following powers
on an areawide or non-areawide basis: education, planning,
platting, zoning, elections, assessment and collection of
taxes, emergency medical services, parks and recreation, animal
control, ,libraries, air quality control, solid waste disposal,
flood control (Chena River only), economic development, and
transportation.

Because the subject territory 1is uninhabited, the demand for
services is limited. The petitioner®s representative expressed
the belief that solid waste generated at pump station number 7
is probably taken to the Borough®"s solid waste site for
disposal. Further, it was indicated by the petitioner-s
representative that 1if the need arose, the Borough would



provide emergency services to the pump station out3ide its
boundaries. (It is acknowledged that the Alyeska Pipeline
Service Company already provides some level of independent
fire, security and modi vac support to it3 employees at the pump

station.)

Although the Borough does not presently exercise fTlood control
on the chatanika River, the area proposed for annexation may be
important to future flood control efforts 1iIf i1t begins to do
So. As was noted in Section D.2. of this report, the area
immediately south of the territory proposed for annexation was
added to the Borough®s boundaries in 1964 to enable 1t to
control flooding in the Chatanika River drainage.

All things considered, there are indications that the territory

has limited needs for services. Neither the State nor another
municipality is in a better position to provide those
services. Thus, 1t is concluded that this standard 1iIs met to

an extent.

E. 4. IS THERE A REASONABLE LIKELIHOOD THAT FUTURE GROWTH AND
DEVELOPMENT WILL OCCUR WITHIN THE TERRITORY AND THAT ANNEXATION
OF THE TERRITORY WILL ENABLE THE BOROUGH TO PLAN FOR AND
CONTROL THAT DEVELOPMENT?

The Department is unaware of any planned or pending development
in the area. Should a trans-Alaska gas pipeline ever be
constructed, 11t is likely that it would be built near and
parallel to the oil pipeline. Therefore, this area has the
potential for future development. However, because the
potential for such development is so speculative, it 1is
difficult to conclude that this standard has been met.

E. 5. IS THE HEALTH, WELFARE OR SAFETY OF BOROUGH RESIDENTS
ENDANGERED BY CONDITIONS EXISTING OR DEVELOPING IN THE
TERRITORY AND WILL ANNEXATION ENABLE THE BOROUGH TO REMOVE OR
RELIEVE THESE CONDITIONS?

The Fairbanks North Star Borough has offered no evidence that
the health, welfare or safety of its residents is endangered
because of conditions within the area proposed for annexation.
Likewise, the Department 1is unaware of circumstances which
apply in this situation.

E. 6. IS THE EXTENSION INTO THE TERRITORY OF BOROUGH SERVICES
OR FACILITIES NECESSARY TO ENABLE THE BOROUGH TO PROVIDE
ADEQUATE SERVICE TO BOROUGH RESIDENTS, AND 1S IT IMPOSSIBLE OR
IMPRACTICAL FOR THE BOROUGH TO EXTEND THE FACILITIES OR
SERVICES UNLESS THE  TERRITORY IS WITHIN THE BOROUGH" S
BOUNDARIES?

The Fairbanks North Star Borough has presented no evidence that

its petition satisfies this standard. Likewise, the Department
is unaware of circumstances which apply in this situation.
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E. 7. DO THE RESIDENTS OR PROPERTY OWNERS WITHIN THE
TERRITORY RECEIVE OR CAN THEY BE REASONABLY EXPECTED TO
RECEIVE, DIRECTLY OR INDIRECTLY, THE BENEFIT OF BOROUGH
GOVERNMENT WITHOUT COMMENSURATE PROPERTY TAX CONTRIBUTIONS,
WHETHER BOROUGH SERVICES ARE RENDERED OR RECEIVED [INSIDE OR
OUTSIDE THE BOROUGH?

This 1ssue relates to the discussion 1In Section E.3. of this
report concerning the need for services. To the extent that
the solid waste generated at pump station number 7 1is disposed
of at the Borough®s 30lid waste disposal site, it can be argued
that services are provided without support from the property
owners. Too, the availability of emergency services from the
Borough would add to the claim of such support. (Again, the
A_lyeska Pipeline Service Company presently provides some level
of iIndependent fire, security and medivac support.)

However, any claim that this standard 1is satisfied must be Kkept
in perspective. The cost of any current and future services Iis
relatively insignificant when compared to the revenue
generating potential of the area.

E. 8. IS THE ANNEXATION OTHERWISE NECESSARY TO ACCOMPLISH A
VALID PUBLIC PURPOSE?

Both the Department and the Local Boundary Commission
acknowledge (great inequities regarding funding  for local
governments in Alaska and the delivery of services 1iIn general.
This 1issue was examined at length iIn the Department"s Regional
Government Study published in January of this year. The matter
wTTi also be addressed in the Statement on Borough Government
in Alaska which the Local Boundary Commission is presently
developing.

Essentially, this annexation proposal can be viewed as a
unilateral effort on the part of the Fairbanks North Star
Borough to partially offset some of those inequities. More
specifically, the annexation proposal is an attempt by the FNSB
to expand 1i1ts tax base iIn support of the services which it
provides to the estimated 73,540 individuals residing within
its boundaries.

Presently, the Borough levies an areawide tax of 11.178 mills

on realproperty. Based upon Tfigures presented in the
petition, the Borough will collect an estimated $34,988,867 in
areawide taxes. These Tfunds are used to support education,
planning, tax assessment and collection, and general
administration. However, the vast majority of the funds are
used Tor schools. It is estimated that 73% of the areawide
taxes will be spent iIn direct support of education within the
Borough. Such direct expenditures consist of $22,800,000 as

the local contribution wunder the public school foundation
formula, $2,266,250 for debt service (total school debt service
for the year is projected to be $17, 383,800 of which
$15,1.17,550 will be reimbursed by the State) and $566 ,000 in
cash expenditures for school capital projects (source: FNSB
Finance Director).
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According to the petition, the Borough _.levies an additional
1.065 mills tor services outside of cities (non-areawide).
Services supported by this tax include emergency services,
economic development and solid waste disposal. It iIs projected
that the Borough will collect $2,109,983 in non-areawide taxes.

Thus, it is projected that the Borough will collect $37,098,850
in areawide and non-areawide taxes on real property this year.
Of that, 17.8% ($6,594,751) will be collected from taxes levied
on pipeline properties and the remaining 82.2% ($30,504,099)
will be collected from taxes levied on other private properties
within the Borough. IT the proposed annexation were presently
in effect, the Ilevel of property tax revenues generated from
the pipeline would 1increase from 17.8% to 22.0% of total tax
revenues. The Borough would thus have collected some
$8,585,463 in taxes on the pipeline.

The efforts of the Fairbanks North Star Borough to support its
local services compares fTavorably with the majority of other
municipalities in Alaska. One measure of comparison is the
"mill rate equivalent” determination which 1is developed by the
Department for purposes of administering the State Revenue
Sharing program. The mill rate equivalent of the Borough
(combined areawide and non-areawide) 1is greater than 58% of the
municipalities which received Revenue Sharing 1in the most
recent fiscal year (including the Municipality of Anchorage,
the Kenail Peninsula Borough, the Matanuska-Susitna Borough, the
Northwest Arctic Borough and the Haines Borough).

One of the reasons that the Borough®s tax effort 1is relatively
high is the fact that its tax base is lower than the average of
other boroughs. At the beginning of this year, the Department
reported that the value of taxable property 1in the Borough
(measurer as value per student) was 14.9% below the average of
all of the existing boroughs 1in the state (even excluding the
North Slope Borough whose value 1is disproportionally high) (see
p- 5 Regional Government Study, DCRA, January, 1988).
Adjusting the Tigures in that report to account Tfor the value
of the pipeline property in questionwould still leave the
Borough nearly 12% below that of the average of all existing
boroughs.

Of course, there are also a number of other areas of the state

which escape any taxes whatsoever. For example, of the 55
school districts in the state, 22 are notrequited to make
local contributions iIn support of their schools. These 22
districts are comprised of the regional educational attendance
areas within the unorganizedborough. The student population

in these 22 districts amounts to 12.7% of the total student
population in the state.

If the benefit of the annexation would be directed at reducing
property taxes, 1ts effect would be limited to a reduction of
less than six-tenths of one mill. If, on the other hand, the
Fairbanks North Star Borough chooses to use the additional
proceeds to support local services, the funds would be vital in
offsetting recent and anticipated Tfuture reductions iIn State
shared revenues.
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Al11 of these things considered, the Department believes that
the annexation proposal has merit. The Department concludes
¢ehat the attempt to achieve (greater parity in the delivery of
services 1iIs a valid public purpose for the annexation.

E. 9. IS THE FAIRBANKS NORTH STAR BOROUGH CAPABLE OF AND
WILLING TO EXTEND AREAWIDE AND NON-AREAWIDE SERVICES TO THE
AREA PROPOSED FOR ANNEXATION?

As indicated in Section E.3. of this report, the need for
services 1in the area proposed for annexation is limited. The
extension of areawide and non-areawide services to this
territory would require little or no capital outlay by the
Borough. Thus, it is concluded that the Borough 1is capable of
and willing to extend services in compliance with this
mandatory requirement.

E. 10. WOULD THE POPULATION WITHIN THE EXPANDED BOUNDARIES OF
THE BOROUGH REMAIN INTERRELATED AND INTEGRATED AS TO ITS
SOCIAL, CULTURAL, AND ECONOMIC ACTIVITIES?

Since the area proposed for annexation 1iIs uninhabited, the
social, cultural and economic activities of the population of
the Borough is unaffected by the annexation.

The area 1in question is relatively small in comparison to the

Borough. The existing Borough boundaries are irregularly
shaped and encompass 7,361 square miles. At i1ts widest points
the Borough 1is some 150 miles across and 80 miles long. By

comparison, the territory proposed for annexation is a
rectangle 18 mi.les wide by 12 miles long. The 216 square miles
encompassed by the proposal represents less than 3% of the
total area of the Borough.

The social, cultural and economic characteristics of the
territory proposed for annexation do not appear to be different
from those of other sparsely populated sectors of the Borough.
Thus, it 1is concluded that this mandatory standard has been
satisfied.

E. 11. WOULD THE POPULATION WITHIN THE EXPANDED BOUNDARIES OF
THE BOROUGH REMAIN LARGE AND STABLE ENOUGH TO SUPPORT BOROUGH
GOVERNMENT?

Again, since the area proposed for annexation 1s uninhabited,
the size and stability of its population would not be affected
by the annexation. Thus, it 1is concluded that this mandatory
standard 1is satisfied.

E. 12. WOULD THE EXPANDED BOUNDARIES OF THE BOROUGH CONFORM
GENERALLY TO THE NATURAL GEOGRAPHY AND STILL [INCLUDE ALL AREAS
NECESSARY FOR FULL DEVELOPMENT OF MUNICIPAL SERVICES?

The existing boundaries of the Borough in the area adjacent to
the territory proposed for annexation follow township and range
lines. This annexation would simply extend those lines twelve
miles to the north and 18 miles to the east.

-13-



In preparing the subject petition, several alternatives

boundaries were considered. The3e ranged from the present
submission to a much larger area encompassing the ™"historic
interests” of the Fairbanksregion. The latter borders the

Yuko:» Ri "er along the north (from Tanana lying 100 miles west
of the existing boundaries to the Canadian border 1lying 15
miles east of the existing boundaries) and fTollows the Alaska
Range along the south (see Exhibit n - map of alternative
boundary considerations).

After careful consideration, the Fairbanks North Star Borough
Assembly selected the boundaries of the current proposal. The
petitioner®™s representative has indicated that it was clear
the members (of the Assembly) did not want to include areas of
existing concentrated or organized populations such as
Livengood or Delta."

It is difficult to conclude whether the annexation of the
tercitory proposed would establish ™"optimum boundaries™ for the
Borough. Given problems with the present structure for the
delivery of regional services throughout the state (see: LBC
draft Statement on Borough Government in Alaska) the Assembly’'3

position to avoid populated areas is understandable. If the
Borough had attempted to annex populated areas, opposition to
the proposal would likely have been much more formidable. In

such an event, the chances of success would likely have been
diminished.

Thus, given the evidence before the Department, it appears that
the boundaries of the annexation proposal are reasonable. It
this region (the existing Borough and the area proposed for
annexation) were incorporating today for the Tirst time, the
Department would find the boundaries to be appropriate.

E. 13. WOULD THE ECONOMY OF THE EXPANDED BOROUGH STILL
INCLUDE THE HUMAN AND FINANCIAL RESOURCES CAPABLE OF PROVIDING
MUNICIPAL SERVICES?

Again, because there 1is no population change, the annexation
would have no effect on the human resources of the Borough.
With respect to the financial resources of the Borough, as
discussed in Section E.S8. of this report, the proposed
annexation enhances the extent to which this standard is met.
As noted iIn that earlier discussion, the Borough®s tax base 1is
substantially less than the average of other boroughs in the
state. This annexation would bring the Borough®s tax base more
in line with the average of the other boroughs. The Department
concludes this standard is satisfied.

E. 14. WOULD THE  LAND, WATER AND AIR  TRANSPORTATION
FACILITIES OP THE EXPANDED BOROUGH STILL ALLOW THE
COMMUNICATION AND EXCHANGE NECESSARY FOR THE DEVELOPMENT OF
INTEGRATED BOROUGH GOVERNMENT?

This annexation will not affect the ability of residents of the

Fairbanks North Star Borough to communicate and 1interrelate.
Therefore, this standard is considered to be satisfied.
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Section P.
OTHER CONSIDERATIONS

INTRODUCT ION

This section of the report addresses other considerations which
the Department considers to be relevant to this matter.
In vluded are important policy questions relating to the
annexation and the impact that the annexation might have on the
viability of a borough iIn the adjacent Yukon Plata regiun.

F. 1. IS THE ANNEXATION "GOOD POLICY"?

As noted earlier, the territory proposed for annexation
includes approximately 16 miles of the trans-Alaska oil

pipeline and pump station number 7. Together, these pipeline
facilities are estimated to have a taxable value of
$162,600,000.

The pipeline facilities iIn question are presently taxed by the
State of Alaska at the rate of 20 mills (see AS 43.56.010). It
the annexation were approved by the Local Boundary Commission
and the First Session of the Sixteenth Legislature, the
Fairbanks North Star Borough could also tax the property
beginning January 1, 1990. Under the present rates, the FNSB
would tax the property at 12.243 mills. At the present value,
the FNSB tax on the subject property would generate $1,990,712
in annual revenues for the Borough.

Taxes levied by the FNSB against the pipeline fTacilities would

be applied as a credit to the taxes leviedby the State. In
effect, this would reduce the State"s tax levy on the pipeline
facilities 1iIn question to 7.757 mills. Consequently, annual

revenues to the State would be reduced (under the present
values) by $1,990,712.

Because the territory proposed for annexation is uninhabited,

it would cost little or nothing Tfor the Borough to extend

services to che area. Yet, the Borough would receive nearly $2
million #n additional annual revenues at the direct expenseof
the State. The Department anticipates that some may question

this annexation proposal based on the contention that such

circumstances represent 'poor State policy".

To address this anticipated concern, it is important to put the
matter 1iIn perspective. According to Volume XXVIl1 of Alaska
Taxable (DCRA, January, 1988), there are $18,259,909,850 in oil
and gas properties throughout the state which are taxable under
AS 43.56. Of this amount, 73.75% ($13,447,841,030) are within
existing boroughs. In addition, 7.65% ($1,396,012,940) of the
properties are within cities iIn the unorganized borough which
levy property taxes. Thus, a total of 81.3% of the oil and gas
properties taxable by the State presently 1lie within the
jurisdiction of taxing municipalities.
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The Tfollowing table 1identifies the municipalities in Alaska in
which the oil and gas properties are located. The municipal 1tits
are ranked in descending order of value ot such property expressed
as a percentage of total “full and t"ue value” of taxable
property. Values listed are as of January 1, 1987 (source: Alaska
Taxable, DCRA, January, 1988).

MUNICIPALITY OlIL AVI) GAS PROPERTY OTHER TAXABLE PROPERTY
North Slope $12,300,358,720 (97.81%) $275,236,000 (02.19%)
Borough
City of Valdez $1,395,294,400 (89.14%) $170, 040,400 (-10-86%)
Kenai Peninsula $509,188,830 (13.05%) $3,391,999,000 (86-95%)
Borough
Fairbanks North $572,999,370 (12.85%) $3,886,652,800 (87.15%)
Star Borough
City of Whittier $279,960 (01.31%) $21,109,700 (98.69%)
City of Unalaska $438,580 (00.46%) $95,338,700 (99.54%)
Municipality of $61,074,970 (00.43%) $13,865,126,000 (99.57%)
Anchorage
Matanuska-Susitna $4,199,140 (00.14%) $2,902,677,440 (99.86%)
Borough

The value of the oil and gas property in the territory proposed
for annexation represents a mere 0.89% of the total of such
property 1in the state. With such an overwhelming percentage of
the total oil and gas properties already within the boundaries of
political subdivisions of the State (from a relative standpoint)
the question of adding another eighty-nine one-hundreths of one
percent diminishes the policy implications of this particular

proposal to a level which is virtually inconsequential.
Nonetheless, additional consideration of this question is
warranted. A couple of analogies will aid in the further

examination of this matter.

Analogy number 1. The policy implications of this annexation
proposal would seem to be somewhat analogous to the question of
whether it would be good policy to approve the Tformation of any
new borough having jurisdiction over a portion of the pipeline.

Five regions of the unorganized borough presently have substantial

pipeline properties passing through them. These regions are:
Prince William Sound, Copper River Basin, Delta-Greely,
Yukon-Koyukuk and Yukon Flats. Each of these regions have either
completed or are presently undergoing studies to examine the
feasibility of forming new boroughs. None of the studies
contemplate the exclusion of the pipeline
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£rom the potential boroughs. To do so would create two classes
of "pipeline boroughs™, those which could tax the pipeline and
those which cou.ld not.

Analogy number 2. The second analogy concerns the extent to
which municipalities generate revenues from truly _local sources.

A limited number of municipalities in the state have access to
particular sources of fTunds which are not generally available

to all municipalities. For example, as shown ’n the preceding
table, only 8 of the 161 municipalities in the state (less than
5%) have the authority to levy taxes on oil and gas

properties. Another 34% are entitled to receive a share of the
taxes which the State levies c¢cn fisheries; and less than 3%
receive revenues under the National Forest Receilpts program.
For purposes of this discussion, revenues from such sources are
not considered locally generated revenues. Stated succinctly,
the analogous question here 1Is whether the State should
authorize the creation of any municipality or the expansion of
any municipal boundaries 1if that municipal government 1is not
going to contribute substantially to its own operation through
truly locally generated revenues.

In the case at hand, the Fairbanks North Star Borough stands to
increase 1its share of revenues generated from taxes levied on
the pipeline from $6,594,751 to $8,585,463 (from 17.8% of total
tax revenues to 22%). On a per capita basis, the pipeline
taxes would jump from $89.68 to $116.75. Areawide and
non-areawide taxes levied on other private properties within
the Borough would generate $30,504,099. On a per capita basis,
this amounts to $414.79.

It is not difficult to find examples of municipalities whose
efforts to generate truly local funds are far less than those
of the Fairbanks North Star Borough. For example, one small
city incorporated in 1983 recently received $179,267 in annual
State shared business Tisheries taxes. The city iIn question
levies no taxes, thus the city relies virtually 100% on
non-local funds (vs. a post annexation total of 22% for the
FNSB) . The State shared business Tisheries taxes for that city
amount to $1,358 per capita (vs $117 per capita in post
annexation pipeline taxes for the FNSB).

From this it is concluded that any suggestion that it 1is poor
policy to approve the subject annexation proposal may be
analogous to concluding that it would also be poor policy to
approve the formation of any municipality which would receive
non-local funds amounting to more than 17.8% of total revenues
or $89.68 per capita (the current levels for the FNSB).

In conclusion, the Department does not suggest that, when
viewed narrowly, it 1is necessarily '"good public policy” to
al._low the FNSB to increase 1its annual revenues by some $2
million (at a direct cost and without benefit to the state).
However, because so many more extreme examples of such
circumstances abound throughout the state, the Department feels
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strongly that it would be highly 1inappropriate to deny the
subject annexation proposal because of this narrowly viewed
policy concern.

Doth the Department and the Local Boundary Commission have
acknowledged the need to reexamine Tfunding programs for Ilocal
governments in Alaska in an effort to provide greater equity
(see: draft LBC Statement on Borough Government in Alaska).
Until such concerns are addressed on a comprehensive basis, the

Department believes that ‘*policy concerns™ should not be
applied 1iIn this 1instance to the exclusive detriment of the
FNSB. This annexation proposal affords the Local Boundary

Commission with an excellent opportunity to bring many of its
concerns and perspectives about borough government to attention
of the legislature and others.

F. 2. WOULD THE ANNEXATION DIMINISH THE VIABILITY OF A
POTENTIAL FUTURE BOROUGH IN THE ADJACENT REGION?

Simply put, the answer 1is no. The territory proposed for
annexation 1is presently located within the Yukon Flats Regional
Educational Attendance Area (REAA). At the beginning of this
year, the Department reported that the Yukon Flats REAA had the
greatest level of taxable property of any unincorporated region
of the state (see p. 5 Regional Government Study, DCRA,
January, 1988). The value of taxable property Tin that region
(measured as value per student) was reported to be in excess of
5 times that of the average of all of the existing boroughs 1in
the state (even excluding the North Slope Borough whose value
is disproportionally high). On the other hand, the value of
taxable property within the Fairbanks North Star Borough was
found to be 14.9% below the average.

Adjusting the Tfigures in that report to account for the value
of the pipeline property 1iIn question would still leave the
Yukon Flats with a level of taxable property per student second
only to the North Slope Borough. The 1level of property would
remain more than Tfive times that of the average of existing
boroughs (again, exclusive of the North Slope Borough). The
value of property in the Borough would still be nearly 12%
below that of the average of all existing boroughs.

Further, it should be noted that the value of property 1iIn the
Yukon Flats region 1is so (great that State law (AS 29.45.090)
would preclude a borough in that region from taxing all of the

property. The law would limit a borough tax to a maximum of
$311,047,897. Recent estimates place the value of property in
that region at $805,000,000. Even 1f the annexation were to
occur, the area would have $642,400,000 — more than twice as

much property as it could legally tax under the law.

Thus, it 1is concluded that the annexation would not adversely
affect the viability of a borough in the adjacent region.
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F. 3. ISSUE SERVING AS A PRECEDENT

The policy questions examined here take on added importance when
one considers that the decision reached in this matter could serve
as a precedent in dealing with other potential annexation

proposals. For example, last year the Matanuska-Susitna Borough
contemplated (but ultimately decided not to pursue) a proposal
with similar characteristics. That proposal resembles the current
one in that it also encompassed a sparsely populated area with
high property values stemming from the pipeline and  pump
stations. However, there also appear to be significant

differences between the proposal of the Fairbanks North Star
Borough and the one contemplated by the Matanuska-Susitna
Borough. These differences may 1include less of a social and
cultural link to the territory proposed for annexation. Thus, the
Department®s position and Commission®s decision with respect to
this proposal may not necessarily extend to another proposal which
shares some of the characteristics of the Fairbanks North Star
Borough proposal. Each proposal would be carefully and Tully
examined on its own merits.
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Section G.
CONCLUSION AND RECOMMENDATION

INTRODUCTION

This section of the report summarizes the findings of the
Department with regard to the petition before the LBC. Those
findings are presented as conclusions. The conclusions are
followed by recommendations to the LBC.

G. 1. DEPARTMENT CONCLUSION

The Department has found that the 2.16 square mi le area proposed
for annexation does indeed meet the necessary standards for
annexation of contiguous territory to a borough. This
conclusion 1is supported by the determination that the area has
a limited need for services which can best be provided by the
Borough and thatto a Ilimited extent services are provided
without support. However, the factors which truly cause the
Department to support this proposal are ones concerning equity
and other policy considerations.

The Fairbanks North Star Borough compares favorably with most
other municipalities and all unincorporated regions in the
extent to which 1t supports the <cost of _local services.
However, its tax base is substantially below that of the
average of other boroughs. This annexation would provide
greater equity tothe residents of the second most populous
municipal government in the state.

Further, this annexation would not detract from the financial
viability of a future borough in the Yukon Flats region. It is
also evident that the Fairbanks North star Borough 1is capable
and willing to extend areawide and non-areawide services to the
region. Finally, it iIs evident that the expanded Borough would
still satisfy the standards for formation of a borough as
required by law.

Therefore, the Department concludes that the annexation
requested by the Fairbanks North Star Borough 1is meritorious.

G. 2. DEPARTMENT RECOMMENDATION

As a result of the examination presented here, the Department
has reached the conclusion noted above. Based upon this
conclusion the Department recommends that the Commission
approve the petition of the Fairbanks North Star Borough
without amendment.
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EXHIBIT A
MAP OF AREA PROPOSED FOR ANNEXATION
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ANNEXATION TO THE FAIRBANKS NORTH STAR BOROUGH
SUMMARY OF PROPOSED ANNEXATION

On September 28,1988, the Fairbanks North Star Borough submitted a petition for the
annexation of approximately 216 square miles of territory (see Exhibit B). The Local
Boundary Commission conducted a hearing on this matter in Fairbanks on November
18,1988. Because of a conflict of interest, Commission Chair, C. B. Bettisworth, abstained
from participating in any of the proceedings related to this matter. A decisional session
was held on December 2,1988. During that meeting the Commission voted 3 to 1to
approve the petition withoutamendment. The dissenting Commission member issued
a minority opinion which follows the body of this recommendation.

FINDINGS OF FACT AND CONCLUSIONS OF LAW

In arriving at its findings, the LBC has considered documents and evidence including
but not limited to, the petition for annexation, accompanying brief, and the report and
recommendation of the Department of Community and Regional Affairs. For the sake
of expediency, only those standards satisfied by the petition are discussed. If the
standard is not mentioned, it may be assumed that it was not met.

I. Based upon the following facts, the Commission hasconcluded that the annexation
is necessary to accomplish avalid public purpose in satisfaction of the standard for
annexation set out in 19 AAC 10.190(a)(8).

a. Annexation Would Enhance the Tax Base of the Borough.

The Fairbanks North Star Borough's tax base is relatively weak. In January, 1988, the
Department of Community and Regional Affairs published a report showing that the
values of taxable property in the Borough (measured as value per student) were 14.9%
below the average of all of the existing boroughs in the state (excluding the North Slope
Borough whose value is disproportionally high).

Presently, the Fairbanks North Star Borough levies an areawide tax on real property
(personal property is exempted) of 11.178 mills and an additional 1.065 mills for services
outside cities (non-areawide). The areawide taxes are used to support education,
planning, tax assessmentand collection, and general administration. Inits currentfiscal
year, approximately 73% of the areawide taxes will be spent in direct support of
education within the Borough. The non-areawide taxes are used tosupportemergency
services, economic development and solid waste disposal.

The efforts of the Borough to support its local services compares favorably with the
majority of other municipalities in Alaska as demonstrated by its mill rate equivalent.

J
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The mill rate equivalent of the Borough (combined areawide and non-areawide) is
greater than 58% of the cities and boroughs which received State Revenue Sharing in the
most recent fiscal year. The greater tax effort of the Borough can be attributed in large
measure to its relatively weak tax base.

The taxable territory proposed for annexation is comprised of an estimated 16 miles of
the Tans-Alaska Qil Pipeline and Pump Station Number 7. Annexation of this area
would increase the value of taxable property in the Borough by an estimated 5162,600,000.
This would raise the total value of taxable property of the Borough by 5.2% to
$3,292,754,477.

While the annexation would provide financial benefits to the Borough, its tax base
would still remain below the average c* other boroughs. Adjusting the figures in the
Department of Community and Regional Affairs' 1988 report to reflect the annexation
would still leave the Borough nearly 12% below that of the average of all existing
boroughs (excluding the North Slope Borough).

b. The Annexation Represents Sound Public Policy.

In the debate regarding this proposal, attention was focussed on the policy questions
inherent in this annexation. The issues centered on the merits of an annexation which
would impose virtually no additional service requirements on the Borough but would
increase its annual revenues by as much as $2 million. These revenues would be gained
at the direct expense of the State since taxes levied by the Borough against the pipeline
facilities would be applied as a credit to the taxes currently levied by the State. In
response to these concerns, the Commission has concluded the following.

I. Financial Gain to the Borough is Not Excessive or Unwarranted.

With approval of the annexation, the Borough could begin taxing property in the
annexed area in:1990. At the pre value and current rates of taxation the Borough
would collect $1,990,712 from the area eacf year. This increase in revenues, however,
would be offset substantially by a reduction in the level of funds received by the
Borough under the State Education Foundation Program beginning in 1992. Based on
the present value of the property in the area proposed for annexation, that reduction
would amount to $650,400 annually (the equivalent of a 4 mill tax on the property),
leaving a net increase of $1,340,312. While that figure remains substantial, its relative
impact to the Fairbanks North Star Borough is not. That is, the Borough is the second
most populous municipality in the state. Viewed in this light, the net revenues
(following the adjustment to the foundation cormula) amount toonly $17.85 per capita.

At the present value and the current rates of taxation, the total revenues which would
be collected by the Borough from taxes levied on the pipeline property facilities
(existing boundaries plus area proposed for annexation) would amount to $8,585,463.

J
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The value of the pipeline property within the Borough would, however, reduce its level
of annual funding under the State Education Foundation Program by $2,805,019. Thus,
the neteffect is an annual gain in revenues of $5,780/144 from taxes on the pipeline. This
amounts to $76.99 per capita.

The revenue characteristics of the proposed annexation are in no sense extreme. Many
municipalities receive per capita revenues from non-local sources unique to their area
which are equal toor greater than the net $76.99 per capita. Some exa mples include: the
North Slope Borough - $27,198 per capita (1987 taxes on oil and gas facilities under AS
43.56); the City of Valdez - $6,649 per capita ($6,604 from 1987 taxes on oil and gas
facilities under AS43.56 and $45 from State shared raw fish taxes); City of Chignik $2,183
per capita (FV 88 State shared raw fish taxes); City of Akutan - $1,374 per capita (FY 88
State shared raw fish taxes); and the Bristol Bay Borough - $1,062 per capita (FY 88 State
shared raw fish taxes.) Infact, more than 30% of the municipalities which received State
shared raw fish taxes in FY 88 received per capita revenues of $77 or more.

2. Approval of this Annexation is Not Inconsistent with the Commission’s Statement on
Borough Government in Alaska.

The Local Boundary Commission advocates a reassessment of State financial aid to
municipalities in an effort to provide for greater equity to all municipalities. The
Commission’'s position on this matter is addressed in its Statement on Borough Govern-
ment in Alaska which was adopted on December 2,1988.

Approval of this annexation has been viewed as being inconsistent with the call for are-
examination of the currentstructure of financial aid to municipalities. Itis argued that
thisannexation is tantamount to piecemeal assistance which exacerbates the inequities. It
has been further argued that the annexation will diminish the incentive on the part of
the Fairbanks area legislators to deal with the matter.

The Commission has rejected these arguments. This annexation isnotinconsistent with
its Statement on Borough Government in Alaska. In point of fact, the Commission adopted
this statement at the same meeting that it approved the annexation to the Fairbanks
North Star Borough.

The Fairbanks North Star Borough has a legitimate need to enhance its tax base.
Certainly this Commission would view differently an annexation proposal of this
nature by amunicipality whose taxbase was greater than the average of other boroughs.
However, while the annexation enhances the tax base of the Borough, the Borough will
continue to have a relatively weak tax base even after the annexation. As stated
previously, the Borough's tax base is presently 14.9% below the average of otherexisting
boroughs. Itwill remain 12% below that average after the annexation. Thus, there will
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continue to be a strong incentive for the Borough and Fairbanks area legislators to
support the re-examination of financial aid to municipalities to provide greater equity.

3. The Proposed Annexation Would Not Diminish the Viability of a Potential Borough
in the Adjacent Region.

The territory proposed for annexation is presently located within the Yukon Flats
Regional Educational Attendance Area (REAA). At the beginning of this year, the
Department of Community and Regional Affairs reported that the Yukon Flats REAA
had the greatest level of taxable property of any unincorporated region of the state. The
value of taxable property in that region (measured as value per student) was reported
to be in excess of 5 times that of the average of all of the existing boroughs in the staie
(even excluding the North Slope Borough whose value is disproportionally high).

Adjusting the figures in that report to account for the value of the pipeline property,
approval of the area proposed for annexation would still leave the Yukon Flats REAA
with a level of taxable property per student second only to the North Slope Borough.
The value of taxable property would remain more than five times that of the average of
existing boroughs (again, exclusive of the North Slope Borough).

Further, the value of property in the Yukon Flats region is so great that State law (AS
29 45.090) would preclude aborough in that region from taxing all of the property. The
law would limit the authority ofa borough there to tax no more than $311,047,897 of the
property (225% ofthestatewideper capita assessed full and true value multiplied by the
population of the borough). Recent estimates place the value of property in that region
at 5805,000,000. Even if the subject annexation were to occur, the area would have
5642,400,000. This is more than twice as much property as it could legally tax under the
law. Thus, itis concluded that the annexation would not adversely affect the viability
of a borough in the adjacent region.

4. There Is Precedent for the Expansion of Borough Boundaries to Enhance Revenues
of a Borough.

While attempts to expand the perimeter of boroughs in Alaska on any basis have been
rare, there is precedence for the type ofannexation being sought by the Fairbanks North
Star Borough. In 1974, the Commission approved an annexation of 221 square miles of
land and 96 square miles of water to the Haines Borough. The purpose of the annexation
appears to have been principally to enhance the revenues of that borough.

The Haines Borough was at the time, and remains today, disadvantaged by arelatively

low tax base. The presentextentof this disadvantage exceeds that even of the Fairbanks
North Star Borough. The Department of Community and Regional Affairs noted in its

N\
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January,1988, study that the full and true value of taxable property in the Haines
Borough was found to be 35.7% below the average (again, excluding the North Slope
Borough).

In the report of the Local Boundary Commission submitted to the 1975 legislature, the
following was noted with respect to the proposed annexation to the Haines Borough
(emphasis added):

WHEREAS, the territory sought to be annexed by the Haines Borough
meets the standards for annexation in that the territory will be subject to
future growth and development and annexation will enable the Borough
to assist in and receive benefits from that development; and

WHEREAS, annexation of the territory would allow the Haines Borough
to more fully meet standards for formation of a borough in that the new
boundaries established would more closely approximate natural geogra-
phy, altering the geographical southern boundary of the Haines Borough,
an arbitrary line extending eastand westbisecting the Chilkat Peninsula,
a natural geographic part of the Haines Borough; and

WHEREAS, the Haines Borough is being denied certain revenues (spe-
cifically, raw fish taxes and stumpage fees) to which it. as the regional
entity responsible for governmental services, is rightfully entitled ...

With respect to the first Whereas clause, itshould be noted that the Haines Borough is
(and always has been) a third class borough. As such, it is not obligated by law to
provide planning, platting and zoning, nordoesitdosoon avoluntary basis. Therefore,
itis concluded that the findings of the Commission concerning the possibility ofgrowth
and developmentin the area then proposed tobe annexed to the Haines Borough cannot
be construed as satisfying the standard presently set out in 19 AAC 10.190 (a)(4). This
standard provides that there isarcasonable likelihood thatfuturegrowth and development will
occur within the territory and annexation of the territory will enable the organized borough to
plan for and control that development.

The need for services in the area proposed for annexation to the Haines Borough was
limited in 1974 and remains so today. The only services presently provided to the area
are tax assessment/collection and education. With respect to the latter, the Haines
Borough does not provide a school in the territory annexed in 1974/1975, but offers
education through correspondence. According toa Borough official, in the past there has
typically been one or more students in theare: annexed in 1974/1975 who have enrolled in the
Borough's correspondence program. However, this year, all of the students in that area have
eitherelected louse the State correspondenceeducation program (bypassing the Borough)or have
made arrangements for private schooling.
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Yet, for FY 87 the Haines Borough received $166,894.87 in State-shared raw fish taxes.
The vast majority of these revenues were generated in the area annexed in 1974/1975.
In fact, according to the Alaska Department of Fish and Came, 99.6% of the ex-vessel
value of fisheries landed at shore-based processors in the Haines Borough in 1987 were
landed in the area annexed in 1974/1975 ($3,915,831 of $3,930,180). The FY 87 State
shared raw fish tax revenues paid to the Haines Borough amount to $83.82 per resident
(compared to $76.99 in net post annexation pipeline taxes for the Fairbanks North Star
Borough). In addition, the 1974/1975 annexation involved an estimated 141,440 acres
of the Tongass National Forest. Consequently, the entitlement of the Haines Borough
to funds under the National Forest Receipts program was increased annually by an
estimated 50%. The average annual payment received by the Haines Borough under
the National Forest Receipts program during Federal fiscal years 1982 -1986 amounted
t0$81,677,0r$41.02 per capita. Together, the FY87State-shared fish taxes and the 1982-
1986 average annual National Forest Receipts program payment generated $124.84 per
capita for the Haines Borough. Most of those revenues were generated as a direct
consequence of the 1974/1975 annexation.

5. Without Other Supporting Circumstances, Revenue Enhancement Alone May Not
Justify the Expansion of the Boundaries of a Borough.

The action of the Commission in the Haines Borough annexation was further supported
by the fact that the proposed boundary change helped to perfect the boundaries of the
Haines Borough in terms of conformance to natural geography. Prior to the annexation,
the southern boundary of the Borough was an arbitrary east-west line. The annexation
extended the southern boundary to encompass the end of the Chilkat Peninsula.

This is not to say that the Haines Borough annexation provided optimum or perfect
boundaries for the Borough, but rather itimproved the prior boundaries. Indeed, three
years later the Commission authorized another annexation to the Haines Borough (a
former military reservation). Even today, the Commission recognizes the existence of
an apparent need to modify the boundaries of the Haines Borough due to the fact that
Klukwan exists as an enclave within the Borough.

In the case of the Fairbanks North Star Borough, the annexation is supported by social,
cultural and economic ties between the territory proposed for annexation and the rest
of the region. The majority of the workers at Pump Station #7 are believed to be
residents of the Borough. The Pump Jtation is located approximately 10 miles north
of the present boundaries of the Borough. The area and the Borough are connected by
a modern highway.

As in the case of Haines, the Commission does not believe that the proposed post-
annexation boundaries of the Fairbanks North Star Borough are necessarily optimum
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or perfect boundaries. However, the proposed annexation will help to perfect the
boundaries under two important considerations. The first (from a financial standpoint)
furthers the satisfaction of the borough incorporation standard that requires the
boundaries of the borough to include all areas necessary for full development of municipal
services and that the economy of the area includes the human and financial resources capable
of providing municipal services (AS 29.05.031(a)(2) and (3). The second furthers the
satisfaction of borough incorporation standards in terms of the social and economic ties
of the area to Fairbanks (AS 29.05.031(D).

. Based upon the following facts, the Commission has concluded that the post-
annexation boundaries of the Fairbanks North Star Borough still conform to the
standards for formation of a borough as required by 19 AAC 10.220.

a. The population within theexpanded boundaries of the borough remains interrelated
and integrated as to its social, cultural, and economic activities.

The area proposed for annexation is uninhabited. However, an estimated 36 workers
are employed at an industrial facility located in the area. The majority of these workers
are believed to reside within the boundaries of the Borough. As noted previously, there
are strong social, cultural and economic ties between the area proposed for annexation
and the population of the Borough.

b. The population within the expanded boundaries of the Borough remains large and
stable enough to support borough government.

Again, since the area considered for annexation is uninhabited, the size and stability of
the Borough's population would not be affected by the annexation.

c. The expanded boundaries of the Borough still conform generally to natural geogra-
phy and include all areas necessary for full development of municipal services.

The existing boundaries of the Borough in the area adjacent to the territory proposed for
annexation follow township and range lines. This annexation would simply extend
those lines twelve miles to the north and eighteen miles to the east.

In preparing the petition for thesubject annexation, several alternative boundaries were
considered by the Assembly of the Fairbanks North Star Borough. These ranged from
the subject proposal approved by the Commission, toa much larger area encompassing
the historic interests of the Fairbanks region. The latter follows the Yukon River along
the north (from Tanana lying 100 miles west of the existing boundaries to the Canadian
border lying 85 miles east of the existing boundaries) and follows the Alaska Range
along the south.




( .BC RECOMMENDATION 10 TMK FIRST SHSSIOnN\ _
n OF THE SIXTEENTH STATE LF.G1SLATURH J N

After careful consideration, the Fairbanks North Star Borough Assembly selected the
boundaries of the subject proposal. The petitioner's representative has indicated that
itwas clear the members (ofthe Assembly) did not want to includeareas ofexisting concentrated
or organized populations such as Livengood or Delta.

The Commission did not conclude that the proposed annexation would necessarily
establish optimum boundaries for the Borough. However, given the present structure for
the delivery of regional services throughout the state (asdiscussed in the Commission's
Statement on Borough Government in Alaska), the Assembly’'s position toavoid populated
areas is understandable. If the Borough had attempted to annex populated areas, op-
position to the proposal would likely have been much more formidable. In such an
event, the chances of success would likely have been diminished.

Thus, given the evidence before the Commission, it appears that the boundaries of the
annexation proposal are reasonable. If this region (the existing Borough and the area
proposed for annexation) were incorporating today for the first time, the Commission
would find theboundaries to be appropriate. With theannexation,theCommission has
found that the Borough's boundaries would generally follow the natural geography of
the region to the extent of other organized boroughs.

d. The economy of the expanded borough still includes the human and financial
resources capable of providing municipal services.

Again, because there is no population change, the annexation would have no effect on
the human resources of the Borough. With respect to financial resources, this annexa-
tion would obviously enhance the extent to which the Borough meets this standard.

e. The land, water and air transportation facilities of the expanded borough still allow
the communication and exchange necessary for the development of integrated borough
government.

This annexation will not affect the ability of residents of the Fairbanks North Star
Borough to communicate and interrelate. Therefore, this standard is considered to be
satisfied.

I11. Based upon the following facts, the Commission has concluded that the territory
isin limited need of municipal services which the Fairbanks North Star Borough can
provide more efficiently than another municipality or the State. This conclusion
satisfies the standard for annexation set out in 29 AAC 10.190(a)(3).

The Fairbanks North Star Borough exercises the following powers on an areawide or
non-areawide basis: education, planning, plat'ing, zoning, elections, assessment and
collection of taxes, emergency medical services, parks and recreation, animal control,

J
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libraries, air quality control, solid waste disposal, flood control (Chena River only),
economic development, and transportation.

According to the Fairbanks North Star Borough, all six townships (216 square miles) are
either State tentativeapproval or are conveyed to the State. There appear to heabout three dozen
ml0acre mining claims (and) about three or four U.S. Surveys which would indicate homesites,
homesteads or another private interest. Assuming there were four U.S. Surveys, each
comprised of40 acres, these (along with the mining claims) would total approximately
1,600 acres or 1.27cof the total area proposed for annexation. The area also includes the
right-of-way for the Trans-Alaska Oil Pipeline. Approximately 16 miles of the pipeline
and Pump Station Number 7 are located in this area. Together, these facilities are
estimated to have a taxable value of $162,600,000.

The Fairbanks North Star Borough testified that the area proposed for annexation is
uninhabited. However, there are an estimated 36 individuals employed at Pump
Station Number 7. Given the characteristics of the region, the demand for services is
limited. However, if a fire or medical emergency were to occur at the pump station
which would be beyond the resources of the station personnel to control, the Fairbanks
North Star Borough would provide emergency assistance.

Even though the Commission has found that there is limited need for services in tl is
case, the Commission notes that inclusion of uninhabited areas which have little or r.o
need for services is not uncommon in other boroughs. Boroughs are regional govern-
ments which mustrely on regional resources (often found in uninhabited areas) to help
support the delivery of services to populated areas.

IV. Based upon the following fact, the Commission has concluded that property
owners within the territory receive or can be reasonably expected to receive, directly
orindirectly, the benefit of borough government without commensurate property tax
contributions, whether borough services are rendered or received inside or outside

the borough. This conclusion satisfies the standard for annexation set out in 19 AAC
10.190(a)(7).

Officials of the Fairbanks North Star Borough have testified that the Borough would
extend emergency services to the area proposed for annexation in the event of need.
However, the cost of such is insignificant when compared to the revenue generating
potential of the area.

V. Based upon the follwoing facts, the Commission has concluded that the Fair-
banks North Star Broough is capable of and willing to extend areawide and non-

areawdie services to the area proposed for annexation as required by 19 AAC
10.200.
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As indicated previously, the need for services in the area proposed for annexation is
limited. The extension of areawide and non-areawide services to this territory would
require little expenditure by the Borough. The Fairbanks North Star Borough appears
willing and capable of serving the territory proposed for annexation.

COMMISSION MINORITY
SUMMARY POSITION

The following summary of the minority position concerning the Local Boundary Com-
mission 1988 Fairbanks Annexation petition was prepared by Commissioner Cotten.

L There is no precedent for ‘he decision. Despite the effort to claim some
type of parallel with an unrelated annexation by Haines in the early
1970's, this effort has no precedent. No municipality has claimed addi-
tional property to the tuneof$162 million and not met one standard other
than the ill-defined open-ended valid public purpose standard.

2. The annexation allows additional control and financial benefit with no
additional responsibility or service. The Borough takes on no new service
or responsibility butreceives, to the detriment of the rest of the state, $1.3
million annually. The staff position doesn't even pretend the annexation
is anything but a money grab.

3. The annexation is illogical, piecemeal and counter-productive toencour-
aging regional government in the unorganized borough. The annexation
does not follow any natural boundary and serves notice to others that a
piecemeal approach to regional government may be acceptable. M oje-
over, itis politically st:f-defeating if the Commission wishes to convince
the Legislature of needed changes to state assistance programs ifitallows
the second largest community to obtain the benefits of the needed
changes without any effort.

4. The borough argumentofahigher than average local contribution in Fair-
banks is specious and misleading. Nowhere is the issue of what services
cost in Fairbanks described or if there is a possibility that the borough
simply promised too much and politically is not brave nor competent
enough to make cuts or increase revenues from users.

5. 36 people employed in a pump station is not a rational basis for the an-
nexation. It was argued that since the 36 people employed at the pump
station lived in Fairbanks, it was logical to have it annexed. This simply
doesn't make any sense. The 36 people represent 0.048% of the borough
population. To state that because such asmall percentage of the borough
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population works in the unorganized borough but resides inside is
justification to annex the area is simply grasping for straws.

LBC DECISION AND RECOMMENDATION

Based upon the findings of fact and conclusions of law summarized herein, the
proposed annexation of approximately 216 square miles of territory to the Fairbanks
North Star Borough has been found to satisfy the applicable requirements of State
statute and regulation regarding annexation of contiguous territory to a borough.

THEREFORE, AND IN ACCORDANCE WITH THE PROVISIONS OF ARTICLE X, SEC-
TION 12 OF THE STATE CONSTITUTION, the Commission hereby recommends to the
First Session of the Sixteenth Legislature, the annexation of the described territory. The
resulting boundary description of the Fairbanks North Star Borough reads as follows:

Beginning at the MW Corner of Township 6 North, Range 5 West,
Fairbanks Meridian (F.M.); thence easterly along the north line of Town-
ship 6 North to the NE Corner of Township 6 North, Range 3West, (F.M.);
thence south along the range line to the NW corner of Township 4 North,
Range 3 West (F.M.); thence easterly along the north line of Township 4
North to the ridge between the headwaters of the Trail and Poker Creeks;
thence northeasterly following this ridge south of Ophir and Nome
Creeks and around the headwaters of Hope and Charity Creeks; thence
southeasterly following theridgesouth of the headwaters of Bachelor and
McKinley Creeks across the Steese Highway at Twelvemile Summit;
thence following the divide around the headwaters of Harrington and
Crooked Creeks; thenc" around the headwaters of Boulder Creek and the
North Fork of the Cnena River to the summit of Far Mountain; thence
easterly along the divide arouvd the headwaters of Lawson Creek and
Cash Creek; thence following the ridge north of the headwaters of the East
Fork of the Chena River and around the headwaters of the Salcha River;
thence southerly around the headwaters of Lost Creek to the ridge north
of the Goodpaster River; thence southwesterly along this ridge, around
the headwatersof Indian Creek, Gillis Creek and Rosa Creek and continu-
ing along the ridge between Buckeye Creek and Tenderfoot Creek across
the Richardson Highway to a point in midstream of the Tanana River,;
thence downstream in midstream of the Tanana River to its intersection
with thesouthlineof Township 7South; thence weston this township line
to a point mid-stream in the Wood River; thence downstream in the
midstream of the Wood River to a point midstream in the Tanana river;
thence north and east in midstream of the Tanana River to its point of
intersection with the west line of Range 5 West; and thence north on this
range line to the NW Corner of Township 6 North, Range 5 West, (F.M.),
the point of beginning.




WRITTEN TESTIMONY RE HOUSE JOINT RESOLUTION 21 TO BE INCLUDED
WITH MINUTES OF COMMUNITY & REGIONAL AFFAIRS COMMITTEE 2/16/89

My name 1is Phyllis Tate. I have been living at Lake Minchumina off and
on since 1951. Lake Minchumina is in Election District 24— about 150
miles southwest of Fairbanks. My husband and 1 currently own a home and

business at Lake Minchumina and have for several years

There are more than 50 property owners at Lake Minchumina— many of whom are
year-roudn residents. Lake Minchumina is within the Tanana Chiefs Conference
area of interest. We are not located within the proposed new Fairbanks North

Star Borough.

I can tell you without any doubt if the Tanana Chiefs were to propose a
borough, the residents at Lake Minchumina would probably be leading the
opposition against any such move. They have no desire to be encompassed

by any borough.

I find it hard to believe that Minchumina is the only rural community
with residents who feel this way. | don"t think the fact that someone else
might want to form a borough someday is reason to pass HJR 21.

PLEASE VOTE AGAINST THIS RESOLUTION.

Thank you.
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