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BY MACLEAN, CATO, 
AND ZAWACKI

SPONSOR S U B ST IT U T E  FOR HOUSE B IL L  N O . 1 5 9  

I N  THE L EG ISLA TU R E  OF T1IE STATE OF ALASKA 

SIX T E E N T H  L EG ISLA TU R E  -  F IR S T  S E S S IO N  

A B IL L6 For an Act entitled: "An Act relating to an exemption from municipal

7 property taxation for natural resources in place; and8 providing for an effective date."

9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 * Section 1. TEMPORARY TAX EXEMPTION. Natural resources in place,11 including proven or unproven mineral and othe- deposits of valuable mate-12 rials and timber stumpage, are exempt from property taxation by a munic-

13 ipality.

14 * Sec. 2. STUDY AND REPORT. (a) The Department of Community and

15 Regional Affairs shall study and compare the potential effects of various

16 natural resource taxation options including

17 (1) total exemption from municipal property taxation for natural

18 resources in place;

19 (2) partial exemption from municipal property taxation for20 natural resources in place;

21 (3) no exemption from municipal property taxation for natural22 resources in place;

23 (4) total or partial exemption from municipal property taxation

24 for natural resources in place at the option of each municipality.

25 (b) In conducting the study under (a) of this section, the Department

26 of Community and Regional Affairs shall consult with the Department of

27 Revenue and with the Alaska Municipal League. By January 15, 1991, the

28 Department of Community and Regional Affairs shall report to the legisla-

29 ture its findings and recommendations regarding municipal property taxation

HBU159B -1- SSHB 159





NORTHWEST ARCTIC BOROUGH
P.O. B O X  1110 

K O T Z E B U E .  A K  99752 

(907) 442-2500 / F A X  442-2930

Statem ent of Dennis J .  T iepelm an , A ss't to the M ayor, Northw est A rctic  Borough before the Senate C o m m u n ity  and R egional A ffa ir s  C o m m ittee , M arch  02, 1989M IS T E R  C H A IR M A N :The Northwest Arctic Borough would like to go on record as supporting Senate Bill 181, "An act relating to an exemption from municipal property taxation for natural resources in place..."The bill resolves an immediate issue if  it is enacted into law: It willexempt for a period of time a requirement that resources be assessed and taxed o f an unknown quantity and value on these same resources (e.g.m inerals).The borough supports the concept that in-place resources be permanently exempt in State law, but we recognize that it should be studied and a report be made reflecting what these issues might be in the way of future legislative recommendations. There are differing opinions.The borough is part o f the Alaska M unicipal League which passed a resolution in Novem ber, 1988 urging the State legislature to seeklegislative remedy for an assessment of minerals in-place, and it iscurrently required by the Department o f Community &  Regional A ffairs, State Assessors O ffice.Know ing that the Department o f Revenue, Departm ent o f Natural Resources, and the O ffice  o f the Governor needs to look at the full implication o f exempting minerals-in-place, this Senate B ill 181 establishes a process and allows an exemption to be in place until a final report and legislation is enacted within two (2) years. This should allow ampleopportunities for other agency concerns to be addressed.

Ambler, Bucklcmd. Candle. Dm  ring, Klana. Klrallna. Kobuk. Kotzebue. Noatak, 
Noorvik, Selawik. Shungnak



STATEM ENT OF DENNIS J . TIEPELM AN  SENATE CO M M U N ITY AND R EG IO N A L AFFAIRS COM MITTEE M A R C H  02, 1989 PAGE TWO
Northwest Arctic Borough does not in its current administrative structure maintain an assessor's office which may create a financial liability if  no exemption is immediately allowed. We are also acutely aware that the proposed Red Dog mining project in our borough will go into production in about a year, and no one knows its actual resource potential of lead and zinc in terms of realistic dollar amounts.However, the authority to impose a property tax on improvements at the mine site and the ability to impose a severance tax are much better alternatives than requiring us to place an unknown or arbitrary value onminerals-in-place. These other taxing mechanisms should be consideredviable remedies in existence.Natural resources as they exist in -p lace  is not very prudent in methods to determine such a value. Large-scale mining as well as the small-time prospector/miner would have d ifficu lty  assessing what is the value of minerals before it could ever be developed and extracted for use elsew here.Other taxing districts throughout the State have similar problems, and Iwould urge that an immediate exemption and a prepared report willresolve any questions in due time so that some unforeseen future revenues will not jeopardize the current need for an exem p.;on to be enacted.The Northwest Arctic Borough is just completing its second year as a"home-rule borough", and there are many other organizational prioritieswe are working on, including land selections, planning, and financialstability without incurring additional duties o f assessing what is taxable or taxing schemes which would now include natural resources in-place.I would urge speedy deliberations and enactment o f legislation that seems to appease every interest group and at the same time does not close thedoor on changes that might happen in the ensuing two (2) year period.
Thank you for this opportunity to address the ^



STEVE COWPER, GOVERNOR

D E F T .  O F  C O M M M i l T Y  &  R E G I O N A L  A F F A I R S

M U NI CIP AL & R E G I O N A L  AS SI STA NC E DIVISION

□ 949 £  38th AVENUE. SUITE 400 
ANCHORAGE. ALASKA 995084302 
PHONE: (907) 581-8586

G P.O. BOXBH
JUNEAU. ALASKA 99811-2110 
PHONE: (907) 4854750

□ P.O. BOX 348
BETHEL ALASKA 99:1590348 
PHONE: (907) 543-34 ’

□ 710 MILL BAY RO.
KOOIAK. ALASKA 996150340 
PHONE (907) 4880730
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□ 1001 NOBLEST. SUITE. 430 
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March 15, 1989

Ken Johnson 
Le g i s l a t i v e  Aide
R e p r e s e n t a t i v e  Sam Cotten's Office 
Pouch V
Juneau, AK 99811 

Dear Mr. Johnson:

You have asked for the technical p o s i t i o n  of our office 
regardi ng the effects of sponsor subst i t u t e  for House Bill 159 
on the power of the State of A lask a to levy taxes against 
natural resources in place. The bill clearly states that the 
t e m p orary tax exemption provided for is from taxation by 
mu n i cipal g o vernments only. The Staue's a u t h ority to levy taxes 
against these resources is not a f f e c t e d  in any way by this 
legislation.

If you have other questions, or if we can assist you on other 
matters, p l e a s e  feel free to contact me.

Sincerely,

Michael W. W o r l e y  
State A s s e s s o r

*

cc: R e p r e s e n t a t i v e  Eileen MacLean

21-P4LH



TO:

FROM:

DATE:

Representative Eileen Mclean, Chair

Members of the Housj Community and Regional Affairs Committee

Scott A. Burgess, Executive Directo 

March 13, 1989

SUBJECT: Sponsor Substitute for HB 159 - Municipal Property Tax Exemption

for In Place Resources

217 SECOND STREET, SUITE 200 
I'JNEAU, ALASKA 99001

TELEPHONE 
(907) 306-1325 
FAX 463-3400

The Alaska Municipal League supports Sponsor Substitute for HB 159. 

Recognizing the significance of the issue of municipalities imposing or not 

imposing a property tax on natural resources in place, the AML membership 

passed Resolution No. 89 - 21 (attached) at the annual business meeting in 

November 1988. After further analysis, the AML Board of Directors added the 

legislative resolution of the concern raised by the Department of Community 

and Regional Affairs earlier this year to Its 1989 legislative priorities 

outlined in the AML Municipal Platfom. SSHB 159 reflects the approach 

supported by the AML and the AML urges passage by the Legislature.

As outlined in AML Resolution No. 89 - 21, municipalities and the State of 

Alaska are required by law to include the values of natural resources in 

place (e.g. minerals, timber etc.) on local assessment rolls and in the full 

value determination, respectively, for purposes of taxation. Neither does 

because neither has the staff or fiscal resources to value the resources, 

and the inclusion of values for those resources would likely have a negative 

impact on residential property and on municipalities under the state revenue 

sharing and education funding formulas. Exempting the resources from 

property tax would recognize the difficulty of taxing natural resources in 

place and the status quo.

However, flvtm the decline 1n state aid to municipalities and the increasing 

demand to provide additional local services with local tax dollars, limiting 

a potential tax base should be approached with caution. When the issue of 

taxing in place resources was raised earlier this year, the Department of 

Community and Regional Affairs stimulated significant discussion and debate 

around the State, especially among the municipalities and with the 

Department of Revenue. SSHB 159 calls for a temporary, two-year property 

tax exemption on natural resources in place to recognize the status quo, and 

it also calls for a study by the Department of Community and Regional 

Affairs to compare the potential effects of total exemption, partial 

exemption, no exemption and optional exemption. In conducting the study, 

nc&RA will consult with the Department of Revenue and the AML. The approach 

outlined in SB 159 with a temporary exemption and a study will take care of



AML Testimony on SSHB 159 
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the immediate situation and provide for more understanding of the issue, a 

discussion of alternatives, and the development of a consensus on a long­
term or permanent solution.

The July 1, 1991 repeal date in Section 3 would provide adequate time for 

the study to develop recommended long-term legislative solutions (two years) 

and for the legislature to act. Assessment roles are determined as of 

January 1st of each year; therefore, in order for the municipality to add 

property to the assessment rolls if required by legislation passed in 1991 

session and to assess in 1992, the assessors would have to do their work 

during the summer and fall of 1991 and have the property on the rolls by 

January 1, 1992. If the 17th Legislature does not act in the First Session 

to implement the recommendations of the study, it will have to extend the 

temporary exemption.

Finally, the AML wants to clarify in its testimony that municipalities have 

the authority under law to place a severance tax on natural resources 

whether or not natural resources 1n place are exempt from property tax. 

This 1s confirmed 1n an Alaska Attorney General opinion dated April 29, 1986 

to the Commisssioner of Community and Regional Affairs.

Again, the AML supports SSHB 159 as a legislative priority of municipalities 

across the State.

Attach«M&

Testimony\sbl81



Resolution of the Alaska Municipal League

Resolution No. 39*21

A  R E S O L U T I O N  R E C O M M E N D I N G  T A X - E X E M P T  S T A T U S  O F  

aIN P L A C E -  R E S O U R C E  R E S E R V E S

W H E R E A S ,  current Alaska law requires municipalities that levy a 

property tax to assess, levy, and collect property taxes on natural resources 

in place, except oil and gas resources, which are mandatoriiy exempted, and

W H E R E A S ,  the Office of the State Assessor is required under current 

law to include values for those natural resources in place in the full value 

determination for municipalities across the State, and

W H E R E A S ,  neither municipalities nor the Office of the State Assessor 

includes values for those resources on local assessment rolls or in the full 

value determination, and neither has the staff or fiscal resources to value 

natural resources in place, and

W H E R E A S ,  the inclusion of values for those resources on local 

property tax rolls cr in the full value determination would be likely to have 

substantial negative tax impacts on farms, ranches, homesteads, and other 

residential property, and substantial negative impacts on municipalities under 

the state revenue sharing and education funding formulas, and

W H E R E A S ,  municipalities already have the power to levy severance 

taxes and sales taxes against those resources at the time they are 

developed and sold;

N O W ,  T H E R E F O R E ,  B E  IT R E S O L V E D  that the Alaska Municipal 

League supports the passage of legislation that would require, under A S  

29.45.030, the exemption from municipal property taxes of all natural 

resources in place, together with language that would insure preservation 

of the fNffer of municipalities to levy severance taxes and sales taxes 

againaMte development and sale of those natural resources.

Adopted this 18th day of November 1988 in Fairbanks, Alaska.

ATTEST:



Introduced by: Alaska Association of 

Assessing Officers

Date: November 17,1988

RESOLUTION OF THE ALASKA MUNICIPAL LEAGUE . 

RESOLUTION NO. 8 8 - 2

A RESOLUTION RECOMMENDING TAX EXEMPT STATUS 

OF "IN PUCE" RESOURCE RESERVES.

WHEREAS, "current Alaska law requires municipalities which levy a 

property tax to assess, levy, and collect property taxes on natural 

resources in place, except oil ai.d gas resources which are mandatorily 

exempted and

WHEREAS, the Office of the State Assessor is required under current 

law to include values for those natural resources in place in the Full 

Value Determination for municipalities across the State and

WHEREAS, currently neither municipalities nor the Office of the State 

Assessor includes values for those resources on local assessment rolls 

or in the Full Value Determination, and neither has the staff or fiscal 

resources to value natural resources 1n place and

WHEREAS, the inclusion of values for those resources on local property 

tax rolls or in the Full Value Determination would be likely to have 

substantial negative tax impacts on farms, ranches, homesteads and other 

residential property, and substantial negative impacts on municipalities 

under tha.State Revenue Sharing and education funding formulas and

WHEREAS, sunidpal 111 es already have the power to levy severence taxes 

and sales taxes against those resources at the time they are developed 
and sold;

NOW, THEREFORE, BE IT RESOLVED THAT THE Alaska Municipal League supports 

the passage of legislation which would require, under A.S. 29.45.030, the 

exemption from municipal property taxes of all natural resources in place, 

together with language which' would insure preservation of the power of 

municipali11 as to levy severence taxes and sales taxes against the 
development *.\nd sale of those natural resources.

This resolution was passed by the governing body of the

Alaska Association of Assessing Officers on November 15,1988
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I  MEMORANDUM

FROM

Office of the Governor

Assistant Attorney  General 
Governmental Affairs-Juneau

->± :5

State of Alaska
D e p a r t m e n t  of L a w

DATE April 26, 1988

FILE NO 663-88-0410

TEL. NO 465-3600

SUBJECT Exemption of "in place 
natural resources

You have requested our opinion r e g a r d i n g  a draft bill 
exempting "in place" natural resources from m u n i c i p a l  taxation 
(Our file: 773-88-0061). You have several concerns rega rding
the effect and n ecessity of this bill w h i c h  will be a d d r essed  
individually below.

1. What is the state's current oblig a t i o n  r e g a r d i n g  
the assessment of "in place" n a tu ral resources in the full- 
value determination of a b o r o u g h  or muni ci p a l i t y ?

The standard by w h i c h  a local a ssessor must assess 
p r o p e r t y  is set out in AS 29.45.110(a), w h i c h  reads:

The assessor shall assess p r o p e r t y  at its 
full and true value as of January 1 of the a s s e s s­
ment year, except as p r o v i d e d  in this section, AS 
29.45.060 and 29.45.230. The full and true v alue 
is the estimated price that the p r o p e r t y  w o u l d  
brine in an open m a r k e t  and u nder the then p r e­
vailing market conditions in a sale between a 
w i lli ng seller a n d  a w i l l i n g  buyer b o t h  conve r s a n t  
w i t h  the p r o p e r t y  and w i t h  p r e v a i l i n g  general 
price levels.

U nder the above statute, a local a s s e s s o r  m u s t  assess 
all taxable prop erty in a ccor dance w i t h  the standard. The d e t e r­
mi n a t i o n  a s  to w h e t h e r  "in place" natural r e s o u r c e s  m u s t  be i n­
cluded in the assessment of p r o p e r t y  and the state's li ability 
for insuring the inclusion of asse ssment of "in p lace" n a tural  
resources bv munici p a l i t i e s  is central to your question.

To date, m u n i c i p a l i t i e s  have not a s s e s s e d  "in place" 
natural resources. A dditionally, the state has not r e q u i r e d  mu- 
n i c i Dalities to include these resources  when d e t e r m i n i n g  full and 
true value of pro perty under AS 2 9 . u 5.110. T h e r e  is no case law 
in Alaska interoreting AS 2 9 . 4 5.110 wit h r e s pec t to a s s e s s m e n t  
requirements of "in place" n a t ural resources nor is there a case
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in Alaska holding that it is m a n d a t o r y  for these resources to be 
included in property assessment. However, it is the opinion of 
this office that "in place" n a tural resources m a y  correctly be 
included in the full value determ ination of a m u n icip ality under 
AS 29.45.110(a) and that the A l a s k a  Supreme Court w ou ld support 
this opinion.

Looking to other states' court opinions and treatise 
law, it is generally held that the right to tax is purely of 
statutory creation, and p r a c t i c a l l y  all of the authorities are to 
the effect that assessors, in v a l u i n g  property, m a v  take into 
consideration the fact that p r o p e r t y  contains undevel oped m i n e r­
als in such quantity as to enhance the value of the land over its 
mere surface value. See 2 A.L.R. 1550-1553 and cases cited 
therein. It has also been held that minerals in place are not 
rendered nontaxable m e r e l y  because of lack of legislative m e thod  
and regulation for d eterminin g their value. Greene County v. 
Lattas Creek Coal C o ., 100 N.E. 561 (Ind. 1 9 1 3 ) j 72 Am.Jur.2d 
State and Local Taxation § 764.

There is case law suppor ting the view that assessors 
are required to v alue  for taxation all real p r o per ty according to 
its market value. Under those decisions, value is m e a s u r e d  by 
all the circumstances and a dvantages that tend to enhance it, of 
w h i c h  u n derlying minerals, if accessible, are most important 
items, so that they must n e c e s s a r i l y  be included in the v a l u a­
tion. See, e . g . . Logan v. Was hi n g t o n  C o u n t y , 29 Pa. 373, 14 Mor. 
Min. Rep"! 108 (Penn. 1857). A n y  element of value tending to a f­
fect selling price "may" be taken into consideration by the a s­
sessor in arriving at a p r o p e r  v a l u a t i o n  for assessment purposes. 
W ashington County v. M a r q u i s , 82 Atl. 756 (Penn. 1912). The 
decisions of the courts in these two cases appear to have been 
based upon statutes similar in w o r d i n g  to AS 29.45.110(a).

Of main import, is that none of the authorities we 
found held for the premise that liabil ity attaches to the state 
or local taxing entity for failure to include "in place" n a t u r a l  
resources in their assessments. The authorities we found were 
based upon cases w h e r e  a taxpayer was chall e n g i n g  the authoritv 
of the taxing jurisdiction to include the value of "in place" 
natural resources in the a s s e s s m e n t  of their property.

Furthermore, we found no cases holding that LocaL or 
state assessors are r e q u i r e d  to se arch out "in place" natural 
resources in order to include them in the as sess m e n t  of property. 
The cases m a i n l y  hold that it is c o rrec t for assessors to take 
into c o n s i d e r a t i o n  all "fac ts" d i r e c t l y  aff ecting the value. It 
is our o p i n ion that this g e nera l rule concerns facts w h i c h  affect
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the value of the property that are known or prospective; not 
sought or speculative.

There is authority supporting the v i e w  that assessors 
may take into consideration prospective value of p r o perty as well 
as present value in making assessments and that an added value 
may be given property for purposes of taxation where there is 
"sufficient r e a s o n” to believe that the property  contains mineral 
deposits it sufficient q uantity to give it a v a l u e  as a p r o s p e c­
tive mine. However, there is also authority to the effect that 
not only must property be v a l u e d  at its present v a lue at the time 
of the assessment, but that such value cannot be base d on a s p e c­
ulative prospective value. See generally 72 A m . J u r . 2 d  State and 
Local T a x a t i o n , §§ 763-764,

In summary, it is our opinion that AS 29.45.110(a) a l­
lows for "in place" natural resources to be a sses s e d  a n d  inc luded 
in the full value determinat ion of a municipality. The issue of 
w h eth er the state is m a n d a t e d  to assess these resources will be 
included under the next section dealing w i t h  any p o t e n t i a l  state 
liability for failure to include assessment of "in p lace" natural 
resources in the full value determination of a munic ipality.

2. If "in place" natural resources are not- currently 
exempted from the full value determination, what liability 
may the state face if the state assessor does not include 
these In his assessments?

As pointed out above, the state has n e v e r  r e q u i r e d  m u­
nicipalities to assess "in place" natu ral resources in order to 
arrive at the full and true value  of p r o perty in the m u n i c i p a l­
ity. The issue is not w h e t h e r  AS 29.45.110(a) can be i nterp reted 
to allow f o r :assessment of "in place" natural resources, since we 
believe that the Alaska Supreme Court w o u l d  rule that it does.
The issue here centers a r o u n d  the state's longs tanding a p p l i c a­
tion of this statute in net r e q u iring these resources to be a s­
sessed and whether the state faces liability for not inc luding 
"in place” resources in the assessments. In short, we do not 
believe that the state faces any present liability for failure to 
require municipalit ies to assess "in place" n a t u r a l  resources 
without a specific exemption in the law.

We are assumi ng that the liability a n t i c i p a t e d  bv your 
questio n concerns a s ituation where one m u n i c i p a l i t y  complains 
that the state should be requi r i n g  another m u n i c i p a l i t y  to assess 
its known "in place" natural reso urces in the full value  d e t e r­
min a t i o n  as it affects the d i s t r i b u t i o n  of m u n i c i p a l  revenue  
sharing and edu ca t i o n  funding. However, a m u n i c i p a l i t y ' s  claim
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of deprivation of due process or equal protection against the 
state must fail. The Alaska Supreme Court recently ruled that a 
municipality is not a "person" and therefore mav not assert due 
process or equal protectio n claims against its creator, the
state. Kenai Peninsula Borough v. S t a t e , ____ P . 2d ____, Op. No.
3277 (Alaska, Mar. 4, 1988).

If the state changes its application of AS 29.45.110- 
( a ) , rules of contemporaneous construction generally hold that a 
reversal in i nterpretation of a statute by the administering 
agency will be appl ied only prospectively. 2A N. Singer, Suther- 
land Statutory Constructio n 5 49.05, (4th ed. 1984 rev.) (here­
after "S u t h e r l a n d "). In other words, if the state reverses its 
interpretation and ad ministratio n of AS 29.45.100(a) requiring 
munici palities to assess "in place" natural resources in their 
determinations of full value, the state's n e w  interpretation most 
likely will apply onlv to future years; not retroactively.

We note that there is c a s e l a w  in other states s u p p o r t­
ing the following viewpoint:

the mere failure of public officers charged w i t h  
the duty to enforce statutor y and constitutional 
provisions in respect  to the levy and collection 
of taxes, or the acquie scence of public officers 
in conditions that e x e mpted certain p r o p erty from 
taxation, should not be perm itted to stand in the 
w a y  of the "correct" a d m i n istrat ion of the law, or 
be c o n s trued to estop m o r e  diligent and efficient 
p ubli c officers w h e n  they attempt to p e r f o r m  their 
duty by b r i n g i n g  in to the reven ue proper subiects 
of taxation that h a d  theretofore been allowed to 
escape the payment of taxes.

i
Suther land § 49.05 (citing L ouis v i l l e  v. Board of Education, 154 
S.w: 3 7 9 T 3 8 0 - 3 8 1  (Ky. 1913“

Ba s e d  u p o n  the above viewpoint, we believe that the 
present state a s s e s s o r  has c o r r e c t l y  p o in ted out that "in place" 
natural resources m a y  be included in m u n i c i p a l  assessments, and 
proper lv should be included. However, as n o t e d  above, it is the 
opinion of this office that no liabili ty attaches to the state 
for failure to insist on the assessment  of these resources at 
this time.

3. Is it your o p i n i o n  that this e x e m p tion from m u n i c i­
pal resources is necessary?
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Probably yes, for the m a i n  purpose of addressing the 
issue and clarifying the state's application and interpretation 
of AS 29.45.110(a). We do not believe any retroactiv e liability 
will attach if the state does not immediately provide for this 
exemption in the law. Additionally, the state may w i s h  to c o n­
sider whether  it wants to m a k e  the exemption of "in place" n a t u r­
al resources from municipal taxation m a n d a t o r y  upon the m u n i c i­
palities or whether to allow municipaliti es the option of 
providing for the exemption o f  these resources from taxation.

We hope this addresses your concerns. Please do not 
hesitate to contact us if you need further assistanc e on this 
matter.

MLO/pig
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t h r u : D a v id  G. Hoffm^
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f r o m : wi^i.ch'ael W o r l e y  

S t a t e  A s s e s s o r  
M u n i c i p a l  an d  R e g i o n a l  

A s s i s t a n c e  D i v i s i o n

State of Alaska
Communi ty  a n d  R e g i o n a l  A f f a i r s  

0ATE: November  1 4 ,  1938

FILENO: 7 4 1X/MWW/JP/14 1 0 . 2

TELEPHONENO: 4 6 5 - 4 7 5 0

s u b je c t  p r o p o s a l  To E x em pt  
N a t u r a l  R e s o u r c e s  
I n - P l a c e

The  D i r e c t o r  o f  t h e  M u n i c i p a l  a n d  R e g i o n a l  A s s i s t a n c e  D i v i s i o n ,  
M a r t y  R u t h e r f o r d  r e q u e s t e d  t h a t  I  p r e p a r e  a  b r i e f i n g  f o r  yo u  
r e g a r d i n g  i s s u e s  a n d  q u e s t i o n s  w h i c h  m i g h t  a r i s e  when t h e  a b o v e  
s u b j e c t  i s  d i s c u s s e d  a t  t h e  AML C o n f e r e n c e .  I  b e l i e v e  t h e  
m u n i c i p a l i t i e s  w i l l  b e  s u p p o r t i v e  o f  t h e  p r o p o s a l .  I  h a v e  n o t  
h e a r d  f ro m  o n e  m u n i c i p a l  o f f i c i a l  who i s  i n  f a v o r  o f  a s s e s s i n g  
t h e s e  r e s o u r c e s .  T h e  i n i t i a l  r e a c t i o n  t o  o u r  p r o p o s a l  a t  t h e  
m u n i c i p a l  l e v e l  h a s  b e e n  t h a t  p e o p l e  who do n o t  u n d e r s t a n d  t h e  
f a c t s  p e r c e i v e  o u r  p r o p o s a l  t o  b e  a d e n i a l  t o  l o c a l  g o v e r n m e n t s  
o f  a v a l u a b l e  r e v e n u e  r e s o u r c e .  H o w e v e r ,  o n c e  t h e y  do  u n d e r ­
s t a n d  t h e  i s s u e ,  t h e y  r e g a r d  t h i s  m a n d a t o r y  t a x i n g  a r r a n g e m e n t  
a s  an  u n t e n a b l e  r e q u i r e m e n t  u n d e r  s t a t e  law  w h i c h  t h e y  w i s h  t o  
h a v e  r e m o v e d .  I f  o u r  p r o p o s e d  b i l l  i s  n o t  i n t r o d u c e d  b y  t h e  
G o v e r n o r ,  I am c o n c e r n e d  t h a t  t h e i r  p e r c e p t i o n  w i l l  b e  t h a t  t h e  
C ow p er  A d m i n i s t r a t i o n  w a n t s  t o  i m p o s e  t h i s  m a n d a t e  a g a i n s t  t h e  
w i s h e s  o f  m u n i c i p a l i t i e s .  I n  a n y  e v e n t ,  t h i s  p r o p o s a l  i s  
a d v a n c e d  on  b e h a l f  o f  m u n i c i p a l i t i e s .  I f  t h e y  do  n o t  w a n t  i t ,  
we w i l l  recom m end i t  b e  w i t h d r a w n .

The i s s u e  w i l l  p r o b a b l y  b e  d i s c u s s e d  a t  t h e  P o l i c y  ' S e c t i o n  
M e e t i n g  on  t a x a t i o n  a n d  f i n a n c e  on  T h u r s d a y ,  t h e  1 7 t h  f r o m  9 i 0 0  
t o  1 1 : 2 ;  a . m .  Among o t h e r s ,  C o m m i s s i o n e r  Hugh M a l o n e ,  G a r y
L e w i s  ■. h a c - S u  B o ro u g h  
c h a t  - s e t  i n c .

A s s e s s o r )  a n d  I  w i l l  be on t h e  Danel f o r

. “ t s i t i o n  p a p e r  w h i c h  s t a t e s  b r i e f l y  t h e  p r o s  a n d  
i s s u e  a s  we s e e  t h e m .  A l s o  a t t a c h e d  i s  a c o p y  o f  
t o  c o n c e r n s  a n d  q u e s t i o n s  p o s e d  by  S t a t e  E c o n o m i s t

v i t i t i o n a l  q u e s t i o n s  on t h i s  i s s u e ,  o r  i f  we c a n  b e  
, p l j r . s e  d o n ' t  h e s i t a t e  t o  c a l l  on  u s .
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November 14, 1983

P O S I T I O N  P A P E R

RE: Proposal to exempt natural resources-in pUn./v-

SP ON SO R: Rules by Request of the Governor

Effects of the s i l l :

This bill would stabilize municipal taxing practices, the State 

Revenue Sharing Program, and the Education Funding Formula by 

by statutorily recognizing the current property tax practices 

of municipalities in the State, and the procedures utilized by 

the Office of the State Assessor in estimating Full Value 

Determinations. The assessment practices and procedures c u r ­

rently being used by municipalities and the Office of the State 

Assessor in regard to in-place natural resource reserves are 

not consistent with existing state law.

Co m m e n t s :

Although Alaska law technically requires these in-place natural 

resource reserves to be included in local tax rolls and in the 

full value determination for municipalities, they have not been 

so included because of the technical difficulty and expense of 

accurately determining the value of such reserves. The treat­

ment of these values has become an issue because of the c o nt in­

uing development, lease or sale of the property conveyed to 

regional corporations under the Alaska Native Claims Settlement 

Act (A N C S A ) . As these ANCSA properties are developed or co n­

veyed oo other parties, they enter taxable status. Under 

ANCSA, the surface and subsurface estates to these properties 

were conveyed separately to village and regional corporations, 

respectively. 3ecause municipalities must assess property 

rights to "the record owner" under AS 29.45.160(b), assessors 

should value resources separately and assess their value to the 

proper corporation. Although this issue was triggered by 

ANCSA, it is not confined to only those properties. The mu ni c­

ipal assessor must treat all property in a uniform manner; 

therefore, -he practice of valuing these resources will auto­

matically extend to all properties. Several options have been 

suggested in responding to these problems. The following is a 

discussion of rr.ese ODtions and our oosition:
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Option 1: Do Nothing.

Because of the developments discussed above, doing nothing will 

not preserve the status quo. It will, in fact, require sub- 

stantial changes in assessment practices throughout the state, 

increasing the administrative and fiscal burden on municipali­

ties and the state to determine the values of in-place reserves 

in municipalities. The addition of these values to municipal 

tax rolls and full value determinations will have effects at 

both the local and state level. The values of some resources 

would be high enough on larger tracts (homesteads, farms, etc.) 

that the owners would very likely be forced to develop the 

resources in order to pay property taxes, or face property tax 

foreclosure. The inclusion of these values in full value 

determinations will reduce revenue sharing funds to municipali­

ties with additional in-place reserve value and will increase 

the mandatory local contribution under the education formula to 

those municipalities. Depending upon the amount of these 

resource reserves, the fiscal impact to local governments could 
be substantial.

The positive side to this option is that municipalities would 

continue to have the capacity to levy against a category of

taxable property. In most municipalities, we

resource value would not be very high. In some,

could be higher than the combined value of all other property

located in the jurisdiction.

believe the 

however, it

Option 2: 

Resources

Adopt Legislation Permitting Municipalities to Tax 

.n -Place bv Local ODtion.

The advantage to this approach is that the State is not depr iv­

ing municipalities of new property tax dollars which are cur­

rently available to them. At the same time, the requirement 

for municipalities to tax the resources, whether they want to 

or not, is removed.
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u.oaceiy, there are many hidden problems associated with 

ption. The Full Value Determination includes values for 
roperty which is taxable under state and federal law. 
tr.e lacal option concept the values of these resources 
ne required to be included in the Full Value Determina- 

hetr.er nun i d e a l i t i e s  elected to tax them or not. There- 

we would still have the education funding problem which 

in :one resource-rich, revenue-poor municipalities (see 

od nemo). It has been suggested that oorhaos the 

ce values should be added to full value determinations 

f municipalities elected to tax them.
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This proposal raises a significant policy question in the 

rationale and equity for allowing such treatment for only 

this type of optionally exempt property but not for other 

types such as personal property, motor vehicles, boats, or 

the first $10,000 on homes, the value of which is required 

to be included in their full value determinations whether 

or not it is taxed. It seems likely that allowing one 

exception to the rule that optionally exempts property to 

be included in the full value determination would lead to 

calls from affected municipal governments for the exclu­

sion of other types of optionally exempt property, based 

upon the amount of such property within each municipal­

ity. If all optionally exempted property values were 

removed the concept of the full value determination would 

be dramatically altered in that it would represent only 

the willingness of municipalities to generate property tax 

revenues, regardless of their potential to do so. The 

Department of Education has expressed concern that under 

the optional exemption concept, local education funding 

could be dramatically increased or reduced each year 

through the exercise of the option, thereby causing fiscal 

instability within school districts.

Option 3: Manaatorily Exempt Resources In-Place from
Municipality L e v y .

The chief disadvantage of this approach is that municipal­

ities would be unable to tax resources in-place if they 

desired zo do so. Municipalities in Alaska do, however, 

have the power to levy a severance tax against the extrac­

tion or removal of the resources at their option. Th er e­

fore, the inability to tax the resources would apply only 

to those not being developed.

Mo municipality in Alaska has attempted to assess or even 

to develop a separate value for resources in-place. 

Therefore, this option would maintain the status quo in 

thac regard. Similarly, the Office of the State Assessor 

has new:-: aztenpzed to include a value for these resources 

in m u m c m  al full value de t e r m i n a t i o n s . Mi th resources 
manoazzrilv exempted under this option, we would no longer 
ce rewr.red zo Jo so, thereby maintaining that existing 
v r i c z z z . o v;e _ _ ,

suostantially increasing property taxes on

.anc sue.n as homesteads and farms would 

■*li-mazes. With the option of adoDtinq a severance 
, n t -e ve r, municipalities' could tax those resources in 

ov-nz they were develooed.
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Position Paper

In summary, we believe Option 3 provides the most 

logical way to resolve these problems. It guards 

against disruption of revenue sharing and education 

funding activities, and insures the status quo will be 

maintained in both municipal property taxation and the 

Full Value Determination.



P.O. BOX 1803. PALMER, ALASKA 39845*1608 • PHONE 745*9842 
ASSESSMENT DEPARTMENT

Msroh 9 ,  1989

House Community k Regional 
A f f a i r s  Committee 

P.O. Box BH 
Juneau, AK. 99811

Dear Committee Members:

The Matanuska S u s l tn a  Borough s t ro n g ly  su p p o rts  HB159. We a re  a resou rce  r io h  
borough w ith  very  p re sen t  awareness o f  th e  dilemmas reg a rd in g  re so u rce  
in v e n to ry  re g a rd in g  t im be r .  Let xs i l l u s t r a t e  what o u r re n t  law r e q u i r e s  and 
why t a x a t io n  o f  rsa o u ro s s  in p ls c e  should be ohanged through passage of t h i a  
b i l l .

1. Consider your r e a o t io n  i f  your a s s e s s o r  came to  you and a a ld :

Tou have 30 t r e e s  around your home; t h a t  eq u a te s  to  10 cord* o f  
f irew ood , a t  $40.00 a cord . The in p la c e  reaouroe  va lue  o f t r e e s  i s  
$400.00, t h e r e f o r e  we a re  adding $400,00 to  your annual aaaeasment.

C onversely  i f  you cu t down t r e e s ;  th e  a s s e s s o r  says  you have I  number 
c f  stumps — -  th e r e f o r e  your assessm ent i s  reduced.

S u rp r i s in g ly  t h i s  i s  a r e a l i s t i c  ex te n s io n  o f  what o u r re n t  T i t l e  29 re q u ire * .  
This i s  a l s o  t r u e  o f  o th e r  r e s o u rc e s ;  imagine th e  caae of g r a v e l ,  go ld , o o a l ,  
p e a t ,  e t c .  Any re so u rce  th a t  hes  p o t e n t i a l  p re se n t  o r f u tu r e  v a lu e ,  even w ild  
g r a s s  whioh oould be h a rv e s te d  f o r  hay.

I I .  Unexplored re so u rce*  p re se n t  a d i f f e r e n t  problem:

For in s ta n o e ,  everyone knows coa l seams e x i s t  In  th e  S u s l tn a  R iver 
b a s in  but w hare, how much, or what q u a l i t y  would r e q u i r e  e x te n s iv e  
d r i l l i n g  and s t a p l i n g .  Whether those  sosms t r a n s v e r s e  ta x a b le  p ro p e r ty  
i n  th e  Area I s com plete ly  unknown c r  w i th in  th e  Borough’s  o r  S t a t e ' s  
r e a s o n a b le  o a p e o i ty  to  i d e n t i f y .

Some e x p lo r a t io n  has o aau rred  and s ta te m e n ts  made t h a t  th e  5TU va lu e  of 
those  r e s e r v e s  eq ua l BTU va lue  o f  Prudho Bay O i l .  I f  t r u e ,  untaxed 
r e s o u ra e  v a lu e  exoeeds t o t a l  va lue  o f  th e  Borough by many tim es . As 
th e  a s s e s s o r  X would be very  presumptuous t o  ta x  p r iv a t e  p ro p e r ty  baaed 
on s p e o u la t lo n  t h a t  someday th e  h ig h e s t  and b e s t  use may be f o r  coal 
e x t r a o t l o n .  Aoourate e x p lo ra t io n  In fo rm a tio n  ran ks  very  high on th e  
l i s t  o f  in d u s t r y  a e o r e t s  as  th e  3 t a t e  found i n  r e l a t i o n  to  o i l  and gas 
r e s e r v e s .  The S t a t e ’s  s o lu t i o n  was a severance  tax ,  whioh i s  a l s o  s 
b e t t e r  s o lu t i o n  f o r  m u n i c i p a l i t i e s .



III. Finally, I’ll give you the example of Nome:

Alaska Gold Company owns mining claims under subdivisions. What, is the 

value of the gold vs the value of dlsplaoing whole subdivisions to 

obtain It. This illustrates the very complex issue of surfaoe and

subsurface estates and dcoisions- required as regards whan the highest 

and bast use of one estate supersedes the other. Also, it rsises the 

question of division cf property value of the two estates when 
ownership is divided.

These examples are all preliminary complexities assuming one can determine a

value per unit of resource refleoting markets, infrastructure, feasibility and

capitalisation required. Aa you can see, it would be prudent for the 

municipality required to value resources inplace to plan on employing 

foresters, geologists and a bunoh of attorneys.

Aside from the almost comical problems of implementing a program of unknown

inplace resource taxation, the real issue is that of equity of State DCRA Full 

Value Determination of untaxed or escaped inplaoe resource value. This Is the 

reason this bill is before you. In some cases resource values are known; MSB 

timber inventory studies, and Wishbone Hill coal reconnaissance, KPB Beluga 

coal exploration, Juneau gold mines, Nome gold fields, eto., but what resource 

deposits cannot be estimated nor accurately determined to be eaoaped property 

by the State Asseasor. And what effect will the addition of some, but not all, 

resouroe values have on equitable School Foundation Funding distribution and 

Revenue Sharing distribution. These are the issues this bill seeks to resolve.

This summarizes the reasons the passage of this bill is supported by unanimous 

resolution of the Alaska Municipal League, Alaska Association of Assessing 

Cffioers and Alaska Association of Kunioipal Finanoe Officers.

Please: DQ PASS

Matanuska-Susitna Borough Assessor 

AML Taxation a Finance Como. Co-Chair

ya
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Statem ent of Dennis J . Tiepelm an, A ss't to the M ayor, 

Northw est A rctic  Borough before the Senate Com m unity and 

Regional A ffairs Com m ittee, M arch  02, 1989

M IS T E R  C H A IR M A N :

The Northwest Arctic Borough would like to go on record as supporting 

Senate B ill 181, "An act relating to an exemption from municipal property 
taxation for natural resources in place..."

The bill resolves an immediate issue if it is enacted into law: It will

exempt for a period of time a requirement that resources be assessed and 

taxed of an unknown quantity and value on these same resources (e.g. 
m inerals).

The borough supports the concept that in-place resources be permanently 

exempt in State law, but we recognize that it should be studied and a 

report be made reflecting what these issues might be in the way of future 

legislative recommendations. There are differing opinions.

The borough is part of the Alaska Municipal League which passed a 

resolution in Novem ber, 1988 urging the State legislature to seek

legislative remedy for an assessment of minerals in-place, and it is

currently required by the Department of Community &  Regional Affairs, 
State Assessors Office.

Know ing that the Department of Revenue, Departm ent of Natural 

Resources, and the Office of the Governor needs to look at the full

implication of exempting minerals-in-place, this Senate B ill 181 establishes 

a process and allows an exemption to be in place until a final report and 

legislation is enacted within two (2 ) years. This should allow ample

opportunities for other agency concerns to he addressed.

Amblar. Buckland. Candl*. Dm  ring. Klana. KWaliaa. Kobuk. Kotiabua. Noat ale,
Noorrlk. Salawik, Shungnak



STATEM EN T O F D ENNIS J. T IEPELM A N  

SEN A TE CO M M UN ITY AND REG IO N AL A FFA IRS COM M ITTEE 
M A R C H  02, 1989 

PA G E TW O

Northwest Arctic Borough does not in its current administrative structure 

maintain an assessor’s office which may create a financial liability if no 

exemption is immediately allowed. W e are also acutely aware that the 

proposed Red Dog mining project in our borough w ill go into production in 

about a year, and no one knows its actual resource potential of lead and 

zinc in terms of realistic dollar amounts.

However, the authority to impose a property tax on improvements at the 

mine site and the ability to impose a severance tax are much better 

alternatives than requiring us to place an unknown or arbitrary value on 

m inerals-in-place. These other taxing mechanisms should be considered 

viable remedies in existence.

Natural resources as they exist in -place is not very prudent in methods to 

determine such a value. Large-scale mining as well as the small-time 

prospector/miner would have difficulty assessing what is the value of 

minerals before it could ever be developed and extracted for use 

elsew here.

Other taxing districts throughout the State have similar problems, and I 

would urge that an immediate exemption and a prepared report w ill 

resolve any questions in due time so that some unforeseen future 

revenues w ill not jeopardize the current need for an exemption to be 

enacted.

The Northwest Arctic Borough is just completing its second year as a 

"hom e-rule borough”, and there are many other organizational priorities 

we are working on, including land selections, planning, and financial 

stability without incurring additional duties of assessing what is taxable or 

taxing schemes which would now include natural resources in-place.

I would urge speedy deliberations and enactment of legislation that seems 

to appease every interest group and at the same time does not close the 

door on changes that might happen in the ensuing two (2 ) year period.

Thank you for this opportunity to address t h e -----
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SSFB 159

Sponsor Substitute for House Bill 159 will be heard by the House 

Community and Regional Affairs Committee on Tuesday, March 14th. I 

anticipate that this bill will be moved from committee at that time. 

The next committee of referral for SSHB 159 is the House Finance 

Committee. I respectfully request that you schedule SSHB 159 for 

committee hearing at your earliest convenience.

Current state statute allows for the inclusion of "in place natural 

resources" In state full value assessments and local tax rolls. To 

date neither the S*ate Assessor nor municipalities have included 

these "in place natural resources" in their evaluations due to the 

technical difficulty and expense to do so. No adequate method to 

precisely determine the value of these resources exists. 

Municipalities do retain the ability to levy a severance tax on these 

resources or to inpose a property tax on imorovements of development 

si tes.

Sponsor Substitute for House Bill 159 would stabilize municipal 

taking practices. It would exept for a two year period the 

asaassment of "in place natural resources." During that time the 

Department of Community and Regional Affairs with consultation from 
the Department of Revenue and the Alaska Mmicipal League would 

conduct a study of various options of taxing these resources, 

including but not limited to a corplete exemption. The department 

would give it's report to the legislature not later than January 15, 

1991. The exemption of these resources from taxation would sunset on 

July 1, 1991 allowing the legislature to develop new legislation on 

the basis of the findings of the Department of Community and Regional 

Affairs.



This legislation has received support from all areas of the state.

A  resolution of support was passed unanimously by the Alaska 

Municipal League during it's November 1988 convention. The

Alaska Association of Assessing Officers which includes assessors 

from the entire state drafted and approved the resolution which was 

suLj.quently passed by the M L .  The Alaska Municipal Financial 

Officers have also passed a resolution in support t.f an exemption for 

in pi ace resources.

Thank you for your prompt consideration of this issue.



H I E F T .  O F  C O M M U N I T Y  &  B l E U i O N A L  A F F A I H S

MUNICIPAL & R E G I O N A L  AS SI STA NC E DIVISION

O W E  36th AVENUE SUITE 400 
ANCHORAGE ALASKA 99503-4302 
PHONE (907) 561-3536

O P.O. BOX 348
BETHEL ALASKA 995590343 
PHONE (907) 543-3475

Z P.O. BOX 295
DILLINGHAM. ALASKA 99576-0295 
PHONE (907) 842-5135

C 1001 NOBLE ST. SUITE. 430 
FAIRBANKS. ALASKA 99701-4943 
PHONE (907) 452-7126

D P.O. BOX BH
JUNEAU. ALASKA 99311-2110 
PHONE (907) 465-4750

Z 710 MILL BAY RO.
KODIAK. ALASKA 99615-6340 
PHONE (907) 4895736

C P.O. BOX 350
KOTZEBUE ALASKA 99752-0350 
PHONE (907) 442-3696

□ P.O. BOX 41
NOME ALASKA 99762-0041 
PHONE (907) 443-5457

March 15, 1989

Michael W. Worley 

State Assessor

cc: Representative Eileen MacLean

rS l ■
—  •

&21-P4LH

Dear Mr. Johnson:

Ken Johnson 

Legislative Aide

Representative Sam Cotten's Office 

Pouch V

Juneau, AK 99811

You have asked for the technical position of our office 

regarding the effects of sponsor substitute for House Bill 159 

on the power of the State of Alaska to levy taxes against 

natural resources in place. The bill clearly states that the 

temporary tax exemption provided for is from taxation by 

municipal governments only. The State's authority to levy taxes 

against these resources is not affected in any way by this 
legislation.

If you have other questions, or if we can assist you on other 

matters, please feel free to contact me.



OFFICE OF THE MAYOR

M a r c h  2 1 ,  1 9 8 9

T h e  H o n o r a b l e  R e p r e s e n t a t i v e  E i l e e n  M a C L e a n  

S t a t e  o f  A l a s k a  

P o u c h  V
J u n e a u ,  A l a s k a  9 9 8 1 1

R e :  H o u s e  B i l l  N o .  1 5 9  -  E x e m p t i o n  o f  N a t u r a l  R e s o u r c e s  i n  P l a c e

D e a r  R e p r e s e n t a t i v e  M a c L e a n :

Y o u  h a v e  a s k e d  f o r  t h e  p o s i t i o n  o f  t h e  M u n i c i p a l i t y  o f  

r e g a r d i n g  H o u s e  B i l l  N o .  1 5 9  w h i c h  e x e m p t s  f r o m  

u n d e v e l o p e d  n a t u r a l  r e s o u r c e s  i n  p l a c e .

A n c h o r a g e

t a x a t i o n

T h e  M u n i c i p a l i t y  i n t r o d u c e d  a  r e s o l u t i o n  a t  t h e  A l a s k a  M u n i c i p a l  
L e a g u e  a t  F a i r b a n k s  i n  N o v e m b e r  s u p p o r t i n g  t h i s  t y p e  o f

e x e m p t i o n .  A l t h o u g h  A n c h o r a g e  i s  n o t  c o n s i d e r e d  o n e  o f  t h e
r e s o u r c e  r i c h  m u n i c i p a l i t i e s  i n  t h e  s t a t e ,  i t  i s  o u r  p o s i t i o n  
t h a t  f a i l u r e  t o  p r o v i d e  t h i s  e x e m p t i o n  c o u l d  b e  c o s t l y  t o  t h o s e  
w h i c h  a r e  r e s o u r c e  r i c h .  T o  m y  k n o w l e d g e ,  t h e r e  i s  n o
m u n i c i p a l i t y  i n  t h e  S t a t e  w h i c h  a s s e s s e s  a n d  t a x e s  u n d e v e l o p e d  

r e s o u r c e s  i n  p l a c e  d u e  t o  t h e  c o m p l e x i t y  o f  a  s y s t e m  a n d  t h e  
e x p e n s e  r e q u i r e d  t o  m a k e  v a l u e  d e t e r m i n a t i o n s .

I t  i s  o u r  u n d e r s t a n d i n g  t h a t  i f  s u c h  a n  e x e m p t i o n  i s  n o t
m a n d a t e d ,  t h e  S t a t e  A s s e s s o r ' s  o f f i c e  w i t h i n  C o m m u n i t y  & R e g i o n a l  

A f f a i r s  w i l l  b e  f o r c e d  t o  m a k e  a n  e s t i m a t e  o f  t h e  v a l u e  ( a t  a n  

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

v a l u e  i n  t h e  f u l l  v a l u e  d e t e r m i n a t i o n  w h i c h  h i s  o f f i c e  p r e p a r e s  
e a c h  y e a r .  I f  t h a t  v a l u e  w e r e  i n c l u d e d ,  m a n y  m u n i c i p a l i t i e s  
w o u l d  r e a l i z e  a  r e d u c t i o n  i n  r e v e n u e  s h a r i n g  a n d  e d u c a t i o n a l  
a s s i s t a n c e .

I t  i s  f o r  t h e s e  r e a s o n s  t h a t  t h e  M u n i c i p a l i t y  o f  A n c h o r a g e  
s u p p o r t s  t h e  p a s s a g e  o f  H o u s e  B i l l  1 5 9 .

S i n c e r e l y ,

I
T o m  F i n k  
M a y o r




