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REPORT T O  THE ALASKA LEG ISLATURE  
O N

THE  T A X A T IO N  O F  N A TU R A L  RESO URCES  IN  PLACE

I. In trodu ction

In 1990 , the Alaska Legislature passed an act creating a temporary exemption from property 
taxation for natural resources in place. (HB 159 , enacted as CH  127 SLA 1990 , hereafter "the Act".) 
The temporary exemption in the Act expires July 1 ,1 9 9 2 .
In the Act, the Legislature required the Department of Community and Regional Affairs (DCRA) to 
conduct a study o f the potential effects of various natural resource taxation options. This report 
represents DCRA's effort to fulfill this directive. The purpose of this report is to raise the relevant 
policy issues and highlight some of the major ramifications for local governments, the state, and 
resource industries o f various taxation strategies. Volumes could be written on the pros and cons 
of the various taxation strategies to be considered and how they might impact the various resource 
industries and the va* ious municipalities. However, this study does not purport to be an in-depth 
discussion of all the possible implications of the taxation strategies examined. If the Legislature 
determines there is sufficient interest in, or need to further examine the questions raised, it may 
choose to allocate additional resources to studying those questions. However, at this time there 
appears to be a statewide consensus in support of totally exempting natural resources in p lace from 
local taxation.
Alaska statutes pertaining to property taxation by local governments, while presently exempting 
certain kinds of property from taxation, do not (except for the temporary exemption in the Act) 
exempt natural resources in place from taxation. Consequently, natural resources in place are 
required to be taxable property. As long as the resources remain in place, they could only be taxed 
through the method of property taxation. Thus, the basic issue of this study was:

Should natural resources in place be taxable by municipalities? O r, in other 
words, should natural resources be subject to municipal property taxation?

The Legislature also asked DCRA to examine natural resource taxation options other than total 
taxability of natural resources in place or total exemption of natural resources in p lace from 
municipal property taxation. Consequently, the study also examined the following questions:

1 . Should natural resources in place be partially exempt from local taxation?
2. Shot* i  natural resources in place be totally o r  partially exempt from local 

taxa;. un at the option o f the local government?

3 . W hat other forms o f  taxation, if any, should municipalities be able to apply 
to natural resources?

To answer these questions the study examined several m ajor policy concerns:
✓ Fairness among taxpayers
✓ Fairness among municipalities
✓ Stimulation of econom ic development
✓ Cost-effectiveness o f  taxation methods
✓ Municipal revenue needs/sources
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In particular, the study looked at the consequences o f various options for taxation of natural 
resources on municipalities, the resource industries, and the state government (in particular the 
State Assessor's Office). A survey o f other states and provinces was also conducted. An addendum  
at the end of this report discusses the results of the questionnaire on thesubject o f natural resources 
taxation in the other states and provinces.

The Act mandated that DCRA conduct the study in concert with the Department of Revenue (DOR) 
and the Alaska Municipal League (AML), and with the participation of representatives o f 
municipalities and unincorporated communities in boroughs and in the Unorganized Borough. 
After initial meetings with technical and more broadly based working groups in 1 9 9 0  and early 
1991 , and teleconferences specifically with the AML working group in August and September 
1991 , DCRA issued a Preliminary Report on The Study of Taxation of Natural Resources in Place 
v. n September 13, 1991. The report was sent to all members of the technical and other working 
groups for comment. Presentations on the approach to the study and its tentative results were made 
at the Southeast Conference in Juneau, the Alaska Forest Association convention in Sitka, during 
the Alaska Federation of Natives convention in Anchorage, at the Alaska M iners Association 
convention in Anchorage, and at the Alaska Municipal League conference in Fairbanks during the 
fall of 1991 . Before the AML conference, a Draft Report on The Taxation of Natural Resources in 
Place, dated November 1 ,1 991 , was circulated to all of the members of the various working groups 
and thepeop le whoexpressed interest in being on the mailing list as a result of the live presentations 
on the study. The result of the study process is a consensus that natural resources in place should 
be totally exempted from local property taxation. W ithout legislative action during the 1992 
legislative session, however, the temporary exemption from municipal taxation for natural 
resources in place will expire July 1, 1992 , and natural resources in place will once again be 
taxable.

To encourage reasoned discussion of the focal issues of the study, the draft report and the live 
presentations discussed the exist .ng framework of municipal taxation in Alaska, the potential effect 
of the assessed value of resources in place (if deemed taxable) on the state education foundation 
aid and state revenue sharing monies to be received by local governments, and the local revenue 
generation required in order to qua lif 'nr those monies under the existing formulas. Both o f these 
formula-based programs are tied to t i f u l l  and true value o f real and personal property within 
municipalities. Certain aspects o f these programs and their terminology had to be understood to 
lay the groundwork for discussion of the central issue o f taxation of resources in place.

The balance of this report follows the format and provides the information circulated to the public 
as part of t^e study. It explains the framework for municipal taxation in Alaska, the state foundation 
aid program for schools, and the state revenue sharing program before returning to the specific 
issue of the taxation of natural resources in place. The report also examines assessing issues and 
the policy concerns listed above in relation to the taxation options DCRA was directed to study. 
This final report will also be circulated to the public before the 1992 legislative session begins.

II. The Legal Framework for Municipal Taxation in Alaska

Articles IX and X of the Alaska Constitution and Title 29 of the Alaska Statutes establish the 
framework for municipal taxation in Alaska. Home rule municipalities are granted broad 
governmental powers by the Alaska Constitution, while general law municipalities are, among 
other specified powers, granted the right to l°vy a tax or special assessment, and impose a lien for 
its enforcement (AS 29 .35 .010 ). H om e rule and general law municipalities are subject to limita­
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tions on their taxing powers found in Chapter 29 .45  of the Alaska Statutes. Within Chapter 29 .45  
there are provisions on property taxes, sales taxes and use taxes. Section 2 9 .4 5 .0 1 0  authorizes 
cities, boroughs, and unified municipalities to levy a property tax. If a tax is levied on real or 
personal property, it must be assessed, levied, and collected as provided in Chapter 29 .45 . 
Nowhere in Chapter 2 9 ,45 , however, is there a statement o f what is taxable. Instead, the 
assumption is that all real and personal property is taxable unless it is exempted from property 
taxation. That assumption is supported by Section 1 of Article X o f the Alaska Constitution, which 
provides that "a liberal construction shall be given to the powers o f local government." The 
following two sections describe the geographic distribution o f municipal taxing powers and 
discuss the concept of taxability. Part IX of this report discusses various property taxation options 
and other taxation options that the Legislature directed DCRA to study.

A. The geographic distribution o f municipal taxing powers
Natural resources in place, in orderto be subject to municipal property taxation, have to be located 
within a city, borough ora  unified municipality. Themapbelow indicatestheboroughs,theunified  
municipalities, and the unorganized borough. Not shown on the map are many cities located 
within the Unorganized Boroug.i. Most cities do not contain many natural resource properties 
because of the limited area included within their boundaries. Nevertheless, any natur tl resource 
properties located within their boundaries could be affected by legislation (or lack thereoO 
pertaining to the taxation of resources in place. The issue of taxation o f resources in place is also 
of significance to residents and property owners in the Unorganized Borough because, upon 
borough formation, whatever is taxable under state law will be taxable by the new borough, 
whether or not the new borough elects to levy a property tax.

B o ro tn h  and R ura l E d u ca tio n  A tten dance  A rea s (REAA)
REAAs

1 S e e  note below .
2 Boring S tra its
3 Lower Yukon
4 Lower Kuskokwlm
5 Kuspuk
6 Southw est R eg ion
7 S e e  note below .
8 A leutian R eg ion
S Pribllol Islands

10 Adak Region
11 Iditarod A rea
12 Yukon-Koyukuk
13 Yukon Flats
14 S e e  note below .
15 Della/Greoly
16 A laska G atew ay
17 Copper River
18 Chatham
19 Sou ih e a s t Is land
20 Annette Island
21 Chugach
22 Kashunam lut
23 Yuplt (not to scale)

Borough assum ed
responsib ilities.

North S lops Borough

N orthw est Arctic 
Borough^

Fa irb ank s North S ta r Borough

Donall Borough

M atanuska-Susitna
Borough

'M unicipality ol A nchorage

H aines Borough 
^  V ,  City andff ^ t X / ^ _ / B o r o u g h

Kenal P e n i n s u l a J u n e a u  
Borough

K etchlcan G atew ay 
Borough

A leu tian s E as t 
Borough
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B. W hat is taxable?

The focal issue of this study is: should natural resources in p lace be taxable by municipalities? As 
explained above, undei the statutory framework for municipal taxation in Alaska, all real and 
personal property is taxable unless it is exempted from property taxation. Required exemptions 
from municipal property taxation are specified in AS 2 9 .4 5 .0 3 0 . Examples from the laundry list 
of property exempted from property taxation by AS 2 9 .4 5 .0 3 0  are household furniture and 
personal effects of members of a household, and property used exclusively for nonprofit religious, 
charitable, cemetery, hospital, or educational purposes. Property owned by ANCSA Native 
corporations is also exempt from municipal taxation until development occurs or it is leased to a 
third party. In addition to these exemptions from property taxation, AS 4 3 .5 6  provides for certain 
exemptions of oil and gas production and pipeline property, including oil and gas in place. All of 
the exemptions discussed in this paragraph are mandatory exemptions. In other words, the 
property mentioned in the above-referenced statutes is simply not taxable at all.

Section 2 9 .4 5 .0 5 0  o f the Alaska Statutes provides for optional exemptions and exclusions from 
local property taxation. The exemptions and exclusions are at the option o f the local government 
which levies the property tax. Two examples of optional exemptions are the exemption from 
property taxation o f personal property and the exemption o f up to $ 1 0 ,0 0 0  o f value in a residence. 
The exemptions in AS 2 9 .4 5 .0 5 0  require action by the local government and they sometimes also 
require approval of the voters.

Since there are existing mandatory exemptions and optional exemptions, and since there is a 
mandatory exemption from property taxation for oil and gas in place in particular, it is reasonable 
to consider some form of exemption forsomeother, orall natural resources in place. Ifa mandatory 
or optional exemption is to be considered, however, we must have a working definition of the term 
"natural resource in place."

III. W hat is a "Natural Resource in Place"?

The term "natural resources in place" does not correspond to any commonly used assessment 
terminology and appears to be very broad. The term "natural resources in place" is used several 
times in the Act, but only Section 2 gives an indication of what the term means. Section 2 of the 
Act reads as follows:

Sec .2 . Temporary Tax Exemption. Natural resources in place, including proven or 
unproven mineral and other deposits of valuable materials and timber stumpage, are 
exempt from property taxation by a municipality, (emphasis added)

By the language of Section 2, the term "natural resources in place" covers 1) unproven mineral and 
other deposits of valuable materials, 2) proven mineral and other deposits o f valuable materials,
3) timber stumpage, 4) and a category best described as "other." The "other" category arises from 
the wording o f the Act that says natural resources in place "including" the named categories that 
are listed. Apparently, something in addition to the named categories in the Act was contemplated 
by the Legislature. Another ambiguous term in the Act is the phrase "other deposits of valuable 
materials." This term probably includes sand and gravel, but does it include glacial ice, for 
instance?
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For the purposes of the study, the term "natural resources in place" was defined as:

Any material in its native state before it has been severed o r  extracted.

W ith that working definition o f "natural resources in place," we looked at the effect of having 
natural resources in place taxable, as they were before the temporary exemption went into place 
in 1990 . An important effect of taxability o f a natural resource in place is that its market value must 
be included in the "full value determination" for the municipality in which the resource is located. 
The value o f all taxable real and personal property in a municipality is included in its full value 
determination. The obvious question, then, is: What is a full value determination?

IV. W hat is a "Full Value Determination" ?

In brief, a full value determination is the sum total for a municipality o f the full and true value 
established for each piece of taxable real and personal property within a municipality. AS 
2 9 .4 5 .1 1 0  (a) specifies that the full and ,rue value (FTV) is "the estimated price that the property 
would bring in an open market and under the then prevailing market conditions in a sale between 
a willing seller and a willing buyer both conversant with the property and with prevailing general 
price levels." AS 2 9 .4 5 .1 1 0  (a) also requires the assessor to assess property at it full and true value 
as o f January 1 o f the assessment year.

The education title of the Alaska Statutes, specifically AS 1 4 .1 7 .1 4 0 , requires the Department of 
Community and Regional Affairs, in consultation with the assessor for each school district, to 
establish the full value of the taxable real and personal property in each city and borough school 
district. Not all cities and boroughs have property taxes, however, and, consequently, not all rities 
and boroughs have assessors. For those that do not, the State Assessor, located in the Department 
of Community and Regional Affairs, must estimate the full value of the taxable real and personal 
property without the consultation of a local assessor.

The State Assessor then compiles the full value determination for each municipality annually and 
notifies each municipality. As discussed below , the full value determination plays a significant role 
in the calculation of both the state foundation aid for education and the state revenue sharing 
programs. It is critical to municipalities, as well as property owners, whether natural resources in 
place are taxable (i.e., whether the value of natural resources in place will be added to the full and 
true value of the property in or on which these resources are located). The full and true value of 
all taxable property, whether the property is actually taxed or not, must be included in the full value 
determination for the municipality.

V. How does the Full Value Determination
Affect State Foundation Aid?

Chapter 14 .17  ofthe Alaska Statutes establishes the PublicSchool Foundation Program. Under that 
program, a school is determined to have a "basic need" determined according to a formula spelled 
out in AS 14 .17 .021 (b). The local government is required to make a "local contribution" toward 
this basic need. The local contribution is defined in AS 14 .17 .0 25  as at least the equivalent o f a 
4 mill tax levy on the full and true value (FTV) of thetaxablereal and personal property in thedistrict, 
unless a 4 mill tax levy on the FTV exceeds 35%  ofthe district's basic need. A municipality will 
not receive its school foundation aid payment unless it makes its local contribution. AS 14 .17 .0 25
(e).
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In other words, the higher the municipality's FTV, the greater the amount of money the municipality 
must raise to satisfy the local contribution requirement, up to the point where a 4 mill levy on the 
FTV exceeds 35%  of the district's basic need. Historically, only in the North Slope Borough and 
the City o f Valdez has the 4 mill equivalent exceeded 35%  of basic need. This year, for the first 
time, a 4 mill levy on the FTV in the City of Unalaska will also exceed 35%  o f basic need. The 
followi ng illustrations depict the relationship between state aid, local contribution and basic need, 
and demonstrate the effect on this relationship o f increasing the local full and true value.

E f f e c t  o f  I n c r e a s i n g  L o c a l

To further illustrate the point, assume that the FTV o fth e  municipality is presently 51 million. A 
4  mill levy on $1 million is $ 4 ,000 . If the FTV for the municipality increases to $2 million, then 
the equivalent o f a 4 mill levy will require the municipality to raise $8 ,0 0 0 . This may or may not 
be a problem for the municipality depending on the basis for the increase in FTV.

In summary, under the public school foundation program, assuming that basic need remains 
c onstant, as the FTV increases, the amount of the local contribution increases, and the amount of 
state foundation aid decreases. The question for the municipality is then: how  will it raise the 
additional money to meet its local contribution requirement if the municipality's FTV increases?
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VI. How  does the Full Value Determination 
Affect State Revenue Sharing?

Sections 2 9 .6 0 .0 1 0 -2 9 .6 0 .0 8 0  establish a program for municipal tax resource equalization. This 
tax equalization program is part of what is commonly referred to as the state revenue sharing 
program. Its purpose is to even out differences in taxable wealth among the municipalities in the 
state by paying relatively more shared revenues to those municipalities that have little taxable 
property.

The formula for determining a municipality's tax equalization entitlement is fairly complex. It is 
based on the municipality's population, actual generation o f revenue, and the local tax base. The 
formula requires the equivalent of a local contribution. In this case, it is called "locally generated 
revenue."

The formula multiplies the population by the product of the locally generated revenue (LGR,) 
divided by one-tenth o f one percent of the full and true value o f the assessed property in the 
municipality. The formula for the product to be multiplied by the population is as follows:

(  l g r  \
yo.1% of FTV J

If we plug in some numbers, the formula looks like this:

1 0 0
0.1% of 1,000 -  1 0 0

Obviously, the product will decrease if the FTV is increased unless the LGR is also increased. For 
example:

If local revenues are unchanged:

 100———  =  50
0 .1 %  o f 2 ,0 0 0

If local revenues are increased to the same degree as the FTV:

200  =  100
0 .1 %  o f 2 ,0 0 0

If local revenues are increased to a greater degree than the FTV:

4 0 0  
0 .1 %  o f 2 ,0 0 0

-  200

P ag e  7
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With this background in the two major funding formulas by which municipalities obtain state 
shared revenues, w e can return to the focal issue o f this study:

Should "in place" natural resources be taxable by municipalities?

If natural resources in p la ce—  meaning resources that are not severed or extracted —  are taxable, 
then the value of thos^ resources in place must be added to the full and true value o fth e  property 
in or on which the' are located. As a consequence, the full value determination for the 
municipality will inci.°ase. The value of natural resources in place, however, can only be added 
to the assessment rolls at the point when an assessor using standard assessing practices could 
defensibly establish that value.

VII. The Problem o f Assessing Natural Resources in Place.

Under the present temporary exemption from local property taxation, or if a permanent exemption 
from local property taxation is enacted, there is no issue of assessing natural resources in place. 
It is only an issue if the present temporary exemption expires and we return to the pre-existing 
status, which was that all taxable real and personal property must be assessed and included in the 
full value determination for the municipality in which the property is located.

When we speak of assessing natural resources in place, however, it should be clearly understood 
that the value of every resource in place would not be added to the assessment rolls on January 1, 
1993 . Assessors only put property on an assessment roll when a value for that property can be 
established according to commonly accepted standa/ds and practices.

The figure below  illustrates this point. The passage of time is indicated by the arrow at the bottom 
of the illustration. On the left of the illustration is the indication that a resource has been discovered. 
At the time o f discovery so little is probably known about its dimensions, marketability and costs 
of production, that no value can yet be placed on the resource by the assessor. On the right hand 
side o f the illustration is the indication severance or extraction. At the point of severance or 
extraction, we are no longer talking about assessment o f a natural resource in place because the 
resource is no longer in place.

T i m e  ------------------ >
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Logically, at some time before severance or extraction, it was possible to put a value on the resource 
in p lace according to standard assessing practices. The point at which a defensible value can be 
determined is the point at which the value should go on the assessment roll. Actually, the property 
may have already been on the assessment roll but with a minimal value based on use of the surface 
only. W hat we are really talking about is the point at which the in place resource value will be 
added to the assessed value of the property.

Assessors determine value by one of three methods: direct sales comparison, the cost approach, 
and the income (or income capitalization) approach. The cost approach is normally not applicable 
to valuing raw land. The direct sales comparison approach may be applicable to the valuation of 
natural resource properties in the rare instances where comparable sales of mineral properties can 
be found or where comparable timber stumpage values can be established. The third approach, 
the incom e approach to value, is the only realistic approach by which resources in place could 
routinely be valued, and it has certain inherent problems when one is dealing with income that has 
not yet been generated. The income approach to value involves developing an estimated net 
income (gross income less operating expenses) which is then capitalized using an appropriate 
capitalization (discount) rate. The following example illustrates the problem involved when an ore 
body, for instance, has not yet been developed.

In attempting to value an undeveloped ore body, it is first necessary to know, or estimate, the type 
and grade of ore, its volume, and its configuration. If the ore body has been discovered, but has 
not been extensively drilled, it would most likely be impossible to know these things. If the ore 
body has been adequately drilled, the information from the drilling may or may not be made 
available to the appraiser. (There is no requirement in Alaska for such information to be made 
available to state or local governments.) If the information were made available, the geologist/ 
appraiser would still be facing the problems of estimating a potential income stream from 
development ofthe ore body, while considering fluctuations in the world market for that aggregate 
of ores. In addition, the appraiser would have to estimate the cost of extraction, including road 
construction, the actual extraction process, cost of drilling, separation o fth e  metal from the host 
rock, shipping, and so forth. This exercise would be extremely subjective and speculative in 
nature.

A great deal o f feedback has been received by the DCRA staff conducting this study about the 
difficulty and the cost of attempting to value oatural resources in place so that their value can be 
added to the surface value of property for property tax purposes. Indeed, cost-effectiveness of 
having resources in place taxable is one of the important policy issues to be considered by the 
Legislature in determining the action to take with regard to the taxability of natural resources in 
place. The issue is: will it cost more than it is worth to permit the taxation o f natural resources in 
place by local governments? This question is examined more fully in the discussion o fthe  policy 
issues in Section IX. If the Legislature decides that natural resources in place should be taxable, 
another question that must be addressed is who should perform the assessment? That question is 
discussed in Section XIII, immediately following. There is general agreement that many assess­
ments o f natural resources in place would have to be performed by assessors with special expertise 
different than the expertise o f most assessors.
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VIII. W ho Should Assess Natural Resources in Place?

I f natural resources in place are taxable by local governments, their value must be included in the 
full value determination for the municipality in which they are located. To do that, natural 
resources in place must be assessed by someone. Before looking into the question o f who should 
as' ess natural resources in place, it is useful to look at the present process of property tax assessment 
by the municipalities.

Municipalities that levy a property tax either have a staff assessor or hire a contract assessor to 
perform the assessments for the municipality. The State Assessor then reviews the municipal 
assessments and makes any necessary adjustments, including addition of the value of property 
optionally exempted by the municipality from property taxation. The value o f all taxable real and 
personal property, as adjusted by the State Assessor, is included in the full value determination for 
that municipality.

Not all municipalities empowered to levy a property tax actually do so. Those the t do not levy a 
property tax d o  not assess the property within their jurisdiction. Nevertheless, by s' atute, the State 
Assessor must establish the full and true value o f that municipality for purposes of the state 
foundation aid program and the tax equalization (revenue sharing) program. Therefore, the state 
has to be prepared to assess all taxable real and personal property within the mu licipalities in the 
state. If natural resources in place are taxable, the State Assessor will have to be prepared to assess 
them whether or not the municipality does so.

Before the temporary exemption went into effect in 1990 , the municipalities did not routinely 
include in their assessments the value of natural resources in place and the State Assessor did not 
routinely add their value to the full value determinations of the municipalities. Now , however, if 
the temporary exemption is allowed to expire and the pre-existing law is again in effect, the full 
and true value of each municipality will have to include the value o f natural resources in place 
within its boundaries because awareness of this issue has now been heightened statewide. 
Someone will have to establish that in place natural resource value. Under our present statutory 
structure, either the value will be established initially by the municipal assessor and reviewed by 
the State Assessor or, if the municipality does not levy a properly tax, and therefore does not 
establish an assessment roli, the State Assessor will have to establish an estimated assessment in 
order to arrive at the full value determination for the municipality.

Municipal assessors are not generally trained to assess the value of mineral ore, coal, gravel, rock 
or timber in place. The two appraisers presently working in the State Assessor's office do not 
possess the necessary qualifications or experience either.

Typically, an econom ic geologist is hired by a mining company to determine the value of an ore 
body. Specially qualified forest appraisers are hired by timber companies to value timber 
resources. People with comparable skills will be necessary at the local and/or state level to assess 
natural resources in place, whether those people be hired as staff or hired under contract to provide 
assessing services.

The difficulty o f assessing an ore body is illustrated by the Red Dog mine example where the State 
and the Northwest Arctic Borough hired a geologist and appraisal consultant at the rate of $150  
per hour to use the income approach and estimate the value of the entire mining operation, 
including the ore body under development. Under a separate agreement, the Borough contracted 
with thesame geologist/appraiser for an appraisal o fthe mine utilizing the cost approach. The cost
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a p p ro a c h  appra isa l w as c o n d u c te d  in o rd e r to  estim ate th e va lu e o f  th e m in e  im p rov em en ts 
w ith ou t th e  v a lu e  o f  th e  o re  b ody . By c om p a r in g  th e tw o appra isa ls , th e  con su ltan t c o n c lu d e d  that 
th e v a lu e  o f  th e  o re  b o d y  w as a p p ro x im a te ly  $ 3 0 ,0 0 0 ,0 0 0 . T h e  sam e con su ltan t sta ted , h ow ev e r , 
that b e fo re  certa in m eta llu rg ica l p ro b lem s  w ith sm e ltin g  th e  o r e  w ere  e .n coun te red , th e  va lu e o f 
th e o re  b o d y  had b e en  $ 1 0 0 ,0 0 0 ,0 0 0 . H e  e x p e c te d  that w ith in tw o to  th ree years , w h en  th e 
m eta llu rg ica l p ro b lem  was so lv ed , th e v a lu e  o f th e  o re  b o d y  w ou ld  th en  again b e  $ 1 0 0 ,0 0 0 ,0 0 0 , 
ab sen t s o m e  dram a tic ch an g e  in th e  w or ld  p rice for th e  m in e ra l. Th is e x am p le  illustrates th e  
d ram a tic increases a n d  decreases in th e  v a lu e o f an o re  b o d y  w h ich  often o c c u r b e c a u s e o f variab le 
factors b e y o n d  th e con tro l o f th e industry .

M u n ic ip a l assessors are n o t typ ica lly k n ow led g e a b le  a b ou t th e  g e o lo g y  o f m inera l o re s , sm elting 
and m eta llu rgy , w o r ld  m inera l p ric es a n d  th e o th er factors that g o  into a p p n is in g  a m in in g  
p roperty . In fact, th e  e c o n om ic  g e o log is t w h o  p e rfo rm ed  the R ed  D o g  m in e  appra isa l has stated 
it is easier to  train a g eo log is t to  b e c o m e  a m in ing  appra iser than to train an app ra ise r to  b e c om e  
a m in in g  appra iser. L ikew ise , appra isers o f  tim ber resou rces m ust have the tra in ing to  estim ate 
types a n d  grades o f tim be r, ca lcu la te  th e costs o f  road c on s tru c tion , harvesting , tran sporta tion , 
sto rage and  loa d in g , am on g  other th ings , as w ell as w o r ld  tim ber p rices . A ga in , it is n o t e xp ec ted  
that a m u n ic ip a l assessor w ill have had this training and e xp e r ie n c e .

A t least tw o o th e r states in w h ich natura l resou rces in p la c e  are ta xab le  have g o n e  to  a cen tra lized 
a ssessm en t o f  natural resou rce p rope rtie s by the state. (M o re  deta ils o n  the practices o f  o th e r states 
are fo u n d  in th e  a d d e n d um .) If natural resou rces in p la c e a r e to  b e  ta xab le , the is s u e o fw h o  is g o in g  
to  pe rfo rm  th e assessm ents o f  th o se  p rop e rties w ill n e e d  to  b e re so lv ed . If th e assessm ents are to 
b e p e r fo rm ed  by th e State A ssessor's o ffic e , add itiona l staff w ith th e  requ ired exp ertise  w ill have 
to  b e  h ired  o r , in the alternative, fu n d in g  for con tract assessors w ith the necessary tra in ing w ill have 
to  b e a llo c a te d .

IX. T a xa tion  O p t i o n s  and  Po licy  C o n s id e ra t io n s  

T h e  act m anda tin g  th e  study asked D C R A  to  e x am in e  five taxa tion op tio n s :

1 . T o ta l e x em p t io n  from  m u n ic ip a l p ro p e rty  ta xa tion .
2 . Partia l e x em p t io n  from  m u n ic ip a l p ro p e rty  ta xa tion .
3 . N o  e x em p t io n  from  m un ic ip a l p ro p e r ty  ta xa tion .
4 . T o ta l o r  partia l e x em p t io n  f r om  m un ic ip a l p ro p e r ty  ta xa tion  at th e  o p t io n  o f  ea ch  

m un ic ip a lity .
5 . T a xa t io n  o th e r  than p ro p e r ty  ta xa tion .

A  d iscu ss ion  o f  these op tio n s perta in ing to  natural re sou rc e  taxa tion m ust in c lu d e  a d iscu ss ion  o f 
at least th e  fo llow in g  p o licy  con s id e ra tion s :

✓ Fairness a m o n g  taxpayers
✓ Fairness a m o n g  m un ic ipa lit ie s
✓ Stim u la tion  o f  e c o n om ic  d e v e lo pm en t
✓ Cost-e ffe c tiv en e ss o f  ta xa tion  m e th o d s
✓ M un ic ipa l re v e n u e  needs/ sources

T h e se  p o lic y  c on s id e ra tion s are e x am in e d , fo llow ed  by a d iscu ss ion  o f t h e  five taxa tion op tio n s 
in th e  c on te x t o f t h e  presen t legal fram ew ork  for m un ic ip a l taxa tion and th e  p o licy  con s id e ra tion s .
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A . P o licy  C on s id e ra tion s

Fairness A m on g  Property O w n e r s

This p o lic y  con sid e ra tion  raises th e  issue o f  fairness am o n g  ow re rs  o f  v a r iou s types o f  p roperty . 
U p o n  w h om  sh ou ld  th e ta x b u rd e n  to  su pp o rt g ov e rnm en t services w ith in  a m un ic ipa lity  fall? 
U p o n  o n ly  th e  ow ners o f p e rson a l property? U p o n  on ly  th e  ow ners o f  real property? U p o n  on ly  
th e  ow ners o f  z o n e d  real property? S h ou ld  th e ow ners o f  real property tha t is z o n e d  have their 
assessm en t reflect the v a lu e  o f th e  particu lar z o n in g  classification? S h o u ld  ow ners o f natural 
re sou rc e  property hav .2 the ir a ssessm en t reflect th e  va lue o f t h e  resou rce in p la ce? H ow  can you 
b e fair to  all poten tia l taxpayers? If o n e  g ro u p  o f  poten tia l taxpayers is e lim in a te d , d o e s  th e  bu rden  
fall unfairly o n  th e rem a in in g  g rou p s o f  taxpayers?

Fairness A m o n g  M un ic ipa litie s

Fc irness am on g  m un ic ipa lit ie s is an issue b e ca u se  n o t all m un ic ipa lities in A laska a re equa lly  
e n c aw e d  w ith a tax base from  w h ic h  to  raise rev enu es . S h ou ld  th o s e  m un ic ip a lit ie s w ith a 
poten tia l tax base o f natural re sou rc e s in p la c e  b e perm itted t-> no t in c lu d e th e  v a lu e  o f th o s e  natural 
resour. es in their full va lue determ ina tion s? If they  are n o t requ ired to in c lu d e  the va lu e o f t h o s e  
natural e sou rces in the ir fu ll v a lu e  d e te rm ina tion s , th o se  m un ic ipa lities w ill n o t have to  increase 
their loca l con tribu tion to s c h o o ls , ev en th o u g h  they  actua lly have a tax ba se  from  w h ich  they c o u ld  
k enera te loca l revenue . A s a c o n s e q u e n c e , m un ic ipa lities that c o u ld  raise m o r e  loca l rev enu e w ill 
still get the ir sam e share o f th e  s c h o o l fo u nd a tio n  a id from  the state. M un ic ip a lit ie s that have n o  
possib ility o f raising m o re  re v en u e  for the ir s c h o o ls  w ou ld  b e  d isadvantaged u n d e r th is scena rio  
in w h ic h  m un ic ipa lities w ith re sou rce s in p la c e  are n o t requ ired to m a k e  a loca l con tr ib u tion  
c om m en su ra te  w ith the ir ac tua l w ea lth .

S tim u la tion  o f E c o n om ic  D e v e lo pm e n t

W ith  th is p o licy  c on s id e ra tion  t h e r '  w he th e r o r n o t m ak ing  natural re sou rc e s in p la c e  ta xab le
w ou ld  b e  a d is incen tive fc lev e lopm en t . It is necessary to k e e p  in m in d  that taxability
o f natura l resources in pi act: . .  necessarily  m ean  that th e taxing ju r isd ic tion  w ill c h o o s e  to
levy a property tax. If a p rop e rty  .ax is lev ied , h ow ev e r , it m ust b e  levied e q u a lly  against all ta xab le  
p roperty . C on sequ en tly , o n e  m ust c on tem p la te  w heth e r levying a property  tax o n  th e  assessed 
va lue o f  resources in p la c e  w ill act as a deterrent to e c o n om ic  d ev e lo pm en t . W h a ts p e c if ic  im pacts 
m igh t su c h  a tax have o n  e c o n om ic  d ev e lo pm en t?  W ill it d is c o u ra g e e x p lo ra t io n  for m inera ls? W ill 
it e n c ou ra g e  th e e xp lo ita tion  o f  o n ly  the h ighest grades o f  ore? W ill it e n c o u ra g e  th e rap id cutting 
o f  forests in o rd e r to e lim in a te  th e  so u rc e  o f a h ig h e r property tax? D C R A  w as to ld  by th e  re sou rce 
industries and the D ep a rtm en t o f  C om m e r c e  and  E c o n om ic  D e v e lo pm e n t that th e  im pac t o f 
m ak ing  natural resources in p la c e  ta xab le  wil I b e  un ifo rm ly  detrim enta l to  e c o n o m ic  d e v e lo pm en t . 
N o  con trary ev id en ce was p ro v id e d  and D C R A  d o e s  not hav e the m eans to  h ire  e c o n om is ts to  m ak e 
an in d e p en d en t assessm ent o f  th e se  assertions.

C ost-E ffectiveness

Cost-e ffectiv eness is an im po rtan t p o licy  c on s id e ra tion  b e ca u se  assessm ent o f  natural resources 
in p la c e  is e xp ec ted  to  b e m u c h  m o re  c om p lic a te d  a n d  costly than th e  m un ic ip a l property 
assessm ents typically p e r fo rm ed  n ow . A ll sou rc e s ind ica te that o re  b od ie s a re e x trem e ly  difficult 
to  eva lua te , even for th e p ro fe ss ion a ls h ired by m in in g  c om p a n ie s  to p e rfo rm  eva lua tion s o n  the
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basis o f  w h ich  m illion s o f  d o lla rs m ay o r m ay not be invested . A sse ssm en t o f  tim be r s tum page is 
a lso a h igh ly spec ia liz ed  skill no t no rm a lly  possessed by  m un ic ip a l assessors o r state assessors 
w h o se  jo b  it is to  review  standard m un ic ip a l assessm ents. A ssessm en ts o f  b o th  o f th e se  ca tegories 
o f natura l resou rces in p la c e  w ou ld  have to  be a c c om p lis h ed  either by ex ten s iv e particu la rized 
investigations o f  specific re sou rc e  p roperties , o r through e la b o ra te  c om p u te r m o d e lin g  for w h ich 
b o th th e  data and th e  p rog ram s are no t n ow  available e ith e r to  m un ic ip a l assessors o r to  th e  state 
assessor.

If su ch  assessm ents o f natural resou rces in p la ce are p e rfo rm ed  by th e  m un ic ipa litie s , they m ight 
som e tim e s hav e to b e  con firm ed  by the State Assessor's O f f ic e . In that case , p re sum ab ly  o o th  the 
m un ic ipa lit ie s and th e State A ssessor's O f f ic e  w ill face a d d it io n a l costs for c on tra c ted  e xp ert he lp 
or add itiona l staff possessing th e  necessary expertise . If th e  m un ic ipa lity  d o e s  n o t in tend  to  levy 
a p roperty  tax and , there fore , d o e s  no t assess property , th e  State Assessor's O f f ic e  w ou ld  still have 
to assess th e natura l resources in p la c e  in o rder to add th e ir va lue to th e  full v a lu e d e te rm ina tion  
for th e  m un ic ipa lity .

Severa l agenc ies and the A laska M in ers A ssoc ia tion have c om m e n te d  that bees u se  o f  th e  difficulty 
o f assessing o re  b od ie s , serious d ispu tes over assessed va lu es o f  m inera ls in p la c e  can b e  e xp e c te d , 
w ith th e  assoc ia ted p robab ility o f litigation . At least tw o  states have a ttem p ted to d ea l w ith the 
p ro b lem  o f assessing resources in p la c e  by centraliz ing th e  function in a state agency . (See the 
a d d e n d um  o n  the results o f t h e  survey o f states and p rov in ces .) It is a p o licy  qu estion  for b o th  local 
g ov e rnm en ts and the state as to  w hether it w ou ld  b e cost-effectiv e to  have to assess natural 
resou rces in p la c e  in o rde r to  have the possib ility o f ta x ing th em .

M un ic ip a l R ev en u e N e ed s and Sou rces

M un ic ip a litie s are be ing requ ired by the federal and state g ov e rnm en ts to a ssum e m o re  re sp on s i­
b ilities . M ost o ften these add itiona l responsib ilities are n o t a c c om p a n ie d  by suffic ient fun d s to 
cov er th e  cost o f  th e  new  activity. A t th e sam e time, m un ic ip a lit ie s are see ing th e state cu t the 
am o u n t o f m o n e y  a llo ca ted  to state revenue sharing and m u n ic ip a l assistance . W h i le  m u n ic ip a li­
ties a re fac ing th ese p ro b lem s , they m ay a ls o  face the im pac ts o f  natural re sou rc e  d e v e lo pm e n t in 
their area . Natura l re sou rce d ev e lo pm en t m ay prov ide lon g -te rm  e c o n om ic  benefits , but it m ay 
a lso requ ire e x ten s io n  o f roads , w ater lines, sew er lines, a n d  p ow e r lines as w ell as th e d e v e lo pm en t 
o f add itiona l h ou s in g , s c h o o ls  and com m erc ia l infrastructure. In this situation , m un ic ipa lities 
m ight b e  hesitant to  give u p  a taxi ng p ow er that w ou ld poten tia l ly p rov id e  a p resen t rev enu e stream 
for th e  paym en t o f present infrastructure costs.

Several state a g enc ie s and natural re sou rce ow ners have stated that if there m ust b e  taxa tion o f 
natural re sou rce d ev e lo pm en t , the taxa tion sh ou ld  not b e g in  b e fo re sev e rance o r extrac tion  o f th e  
re sou rc e  takes p la c e . W h ile th ism a y b e p r e fe ra b le fo r th e n a tu ra lr e s o u r c e in d u s t r ie s ,i t c o u ld  leave 
th e m un ic ip a lit ie s w ithou t th e  rev enu e n e e d ed  to d ev e lo p  th e  infrastructure necessary to  dea l with 
im pacts and p ro v id e  support fo r e c o n om ic  dev e lopm en t tha t is n e e d ed  b e fo re th e  natural re sou rce 
industry is in p ro d u c t io n . In th e w orst case , a com m un ity  m igh t e xp e r ie n c e  im pacts for m any  years 
du ring p re -p rod u c tio n  activities and  the enterprise m ig h t never g o  in to p ro d u c t io n  w ith the 
c ^ s e q u e n c e  that the re is never any revenue derived from  a severance tax.

W ith  th e se  five p o licy  con s id e ra tion s in m in d , the five ta xa tion  op t io n s th e Legis la ture asked to 
have stud ied  w ere  e xam in e d . A  synopsis o f  th e thinking d e v e lo p e d  o n  ea ch  o p t io n  du rin g  th e study 
is p rov id ed  b e low .
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B . T a xa t io n  O p t i o n s

O p t i o n  O n e : Tota l E xem p tion  from  Municipal P ro p e r ty  Taxa tion

T o ta l e x em p t io n  from  m un ic ip a l property taxation m e a n s  that natural re sou rce s in p la c e  w ou ld not 
b e  ta x a b le  by loca l g ov e rnm en ts . This is the o p t io n  for w h ich  th e re appea rs to  b e  a statewide 
c o n s e n s u s .

T h o s e  w h o  c om m en te d  in favor o f  this option in c lu d e  th e  D ep a rtm en t o f  Natura l R esources, the 
D e p a r tm e n t o f  C om m e r c e  and  E c on om ic  D e v e lo p m e n t , the D ep a rtm en t o f R ev en u e , and the State 
A s s e s s o r , am o n g  state agenc ie s . Support for this o p t i o n  w as a lso v o ic e d  by th e  A laska M iners 
A s s o c ia t io n , Sea laska C o rp o ra t io n , Chugach F o re s t P roducts , A fognak  N a tiv e Corpora tion , 
K o n k o r  Forest P roduc ts C o rp o ra t io n  and N A N A  C o rp o ra t io n , am o n g  o th e r indiv iduals and 
o rg a n iz a t io n s .

A t t h e  A la ska M un ic ip a l L eague con feren ce , the A M L  u n a n im o u s ly  a d o p te d  a re so lu tion  in support 
o f  a tota l e x em p t io n . In th e v iew  o f the local g o v e rnm en ts , th e va lue to  b e derived from  having 
na tu ra l re sou rce s in p la c e  ta xab le is not worth th e  c o s t  and d ifficu lties arising from  the need to 
a sse ss natura l resou rces in p la ce , municipalities w o u ld  have to  increase the ir loca l contribution 
a n d  lo c a lly  genera ted revenue to  ob ta in state m o n ie s , a n d , finally , th e m un ic ip a lit ie s d o  not want 
t o  risk im p e d in g  e c o n o m ic  d ev e lo pm en t that m igh t b e n e f i t their c om m un it ie s .

O n e  po ten tia l benefit to  loca l governm en ts from a to ta l e x em p tio n  is that m un ic ipa lities will not 
b e  re q u ire d  to  assess natural resources in place, a n d  th e y  w ill no t face p o ss ib ly  d ram atic changes 
in th e ir  full v a lu e d e te rm ina tion s that might result if n a tu ra l resources in p la c e  are assessed. (For 
e x a m p le , ba sed  o n  R obert Pascha ll's studies, the N o r thw e s t A rctic B o rou g h  c o u ld  face an increase 
in its fu ll v a lu e  d e te rm ina tion  from  $ 3 0 ,0 0 0 ,0 0 0  t o  $ 1 0 0 ,0 0 0 ,0 0 0  as s o o n  as metallurgical 
p r o b le m s  at th e Red D o g  M in e  are resolved .) D r a m a t ic  chang e s in full v a lu e determ inations for 
s o m e  m un ic ipa litie s arising from  th e taxability o f n a tu ra l resources in p la c e  w ou ld  requ ire that 
t h o s e  m un ic ip a lit ie s in c rea se the abso lu te am ount o f  th e ir  loca l con tr ib u tion  to  th e basic need for 
th e ir s c h o o ls . (R em em b e r th e  requ ired local c on tr ib u tio n  u n d e r the sc h o o l fo u nd a tio n  aid formula 
is t h e  equ iv a len t o f  a fou r m ill levy o r 3 5%  of basic n e e d .)

O n  t h e  o n e  h a n d , a p roperty  tax prov ides a revenue s tre am  as s o o n  as a va lu e can b e  placed on 
p ro p e r ty . It av o id s th e  situation described above w h e r e  a c om m un ity  m ay have had to deal with 
r e s o u r c e  d e v e lo pm e n t im pacts for years and then h a v e  p ro d u c t io n  never start so  that reliance on 
a s e v e ra n c e  tax w ou ld  p rov id e  n o  revenue. (See, h ow e v e r , th e d iscu ss ion b e low  un d e r O p tion  
F iv e .)

O n  t h e  o th e r h a n d , ow ners o f  natural resource p ro p e r t ie s  p o in t ou t that a p roperty  tax is the worst 
p o s s ib le  tax for stim u la ting e c o n om ic  deve lopm en t. T h e y  say a property tax o n  resou rces in place 
w ill d is c o u ra g e  e xp lo ra t io n  and encou rage cutting tre e s  prem atu re ly . It w ill a lso  encourage 
c lo s in g  m in e s w hen  o n ly  th e  h ighest grade ore has b e e n  extracted .

O p t i o n  T w o : Partial E xem p tion  from  Municipal P ro p e r ty  Taxation

T h e  Leg is la tu re  asked that a partial exem ption from  m u n ic ip a l property taxa tion b e  o n e  o f the 
o p t io n s  c o n s id e re d  in this study . T h e  Legislature d id  n o t  ind ica te , h ow ev e r , w ha t it m eant by 
p a rtia l .
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A  partial e x em p tio n  cou ld m e a n  tha t s om e  natural re sou rce s are exem p ted  from  p ro p e r ty  taxation 
w h ile  o thers are not. A lterna tiv e ly , a partial e x em p t io n  c o u ld  m ean  that a p o r t io n  o f  th e  assessed 
v a lu e  o f th e natural resource in  p la c e  w ou ld  b e  e x em p te d  from  property ta x a t io n . T h e  form er 
in terpreta tion raises serious q u e s t io n s  o f  taxpayer equ ity . T h e  latter interpretation triggers serious 
c o n c e rn s  a b ou t the cost-effectiv eness o f  a partial e x em p t io n .

A n  e x em p t io n  o f  som e natural re s o u rc e s  in p la c e  but no t o th e rs w ou id  obv iously  h a v e  a differential 
im pac t o n  poten tia l taxpayers. O w n e r s  o f  tim ber land m igh t qu estion  w hether it w a s  fair to  e x em p t 
m inera l land from  taxability b u t  n o t their tim ber la n d , for e x am p le . T he re w o u ld  a lso  b e  a 
d ifferentia l im pac t on m un ic ip a lit ie s s in ce natural re sou rces are not all d is tribu ted ev en ly  across 
th e  state. M unic ipa lities w h o s e  re sou rc e s w ere e x em p te d  from  taxability w ou ld  n o  lo n g e r b e  ab le  
to  raise rev enu e by levying a p ro p e r ty  tax o n  th e va lu e o f th o se  resources in p la c e . O n  th e other 
h a n d , m un ic ipa lities w hose n a tu ra l resou rces w ere no t e x em p te d  w ou ld  have t o  a d d  th e  assessed 
v a lu e  o f  th o se  natural resources in p la ce  to  their full a nd true va lue . The c o n s e q u e n t increase in 
th e  full va lue determ ination m e a n s  th o se  m un ic ipa lities w o u ld  have to raise m o r e  re v e n u e  in o rder 
to  m ee t their loca l con tribution req u irem en t for state fo und a tio n  a id . Those m u n ic ip a lit ie s  m ight 
n o t have a large tax base from  w h ic h  to raise rev enu e o th e r than by a property ta x , a n d  yet they 
m igh t feel that levying a p rop e rty  tax w ou ld  b e detrim en ta l to  e c o n om ic  d e v e lo p m e n t and  a lso  to 
the ir residen ts w h o  might live a la rge ly subsis tence life sty le.

T h e  cost-effectiveness issue d is c u s s e d  a b ov e  is even m o r e  persuasive against t h e  o th e r in terpre­
ta tion o f  "partial exem ption ," b y  w h ich  a p o rtion  o f  th e assessed value o f all na tu ra l re sou rces in 
p la c e  w ou ld  b e  not taxable. T h e  sam e difficu lt and costly  assessing w ork w o u ld  b e  requ ired to 
correc tly  assess the property, b u t  in return on ly  a certa in p o rtion  o f the assessed v a lu e  w ou ld  be 
pu t o n  th e  tax ro lls . Under th is s c e n a r io , th e  rev enue to b e  de riv ed from a p ro p e r ty  ta x w ou ld  be 
low er , w h ile  th e  amount and c o s t  o f  the assessm ent w o rk  w ou ld  remain the s a m e .

O p t i o n  T h re e : N o  Exemption f r o m  M un ic ip a l Property Taxa tion

T h e  o p t io n  o f n o  exem ption f r om  m u n ic ip a l property taxa tion w ill b e  the c o n sc io u s  o r u n c on sc io u s  
resu lt if the Legislature takes n o  a c tio n  o n  th e  issue o f  th e  taxa tion o f natural r e s o u rc e s  in p la ce 
du rin g  th e c om in g  legislative s e s s io n . A s m en tio n e d  a b ov e , th e  temporary e x e m p t io n  in th e  Act 
exp ire s Ju ly 1 , 1992 . O n  that d a te , if n o  leg isla tion has c h a n g e d  the law o n  ta xab ility , natural 
re sou rce s in p la c e  will once a g a in  be ta/ ab le . T h e d iffe ren ce is that now  p eop le  a r e  very c on sc io u s 
o f  this is su e a n d  there is a sta tew ide con sen su s that natural resou rces in p lace s h o u ld  n o t b e taxab le .

If the re is n o  e xem p tio n  from ta x a t io n  for natural resou rces in p la c e  after July 1 ,1 9 9 2 , it is un lik e ly  
that re sou rces in p lacethat h av e a n  assessab le va lue w ill b e k e p to f f t h e  assessm ent ro l ls . Taxpayers 
w h o  feel they a re  unfairly ca rry in g  th e  tax bu rden  in the ir m un ic ipa lity  might su e  t o  pu t assessab le 
re sou rc e  p roperties on the tax ro l Is. Jf the m un ic ipa lity  d o e s  n o t pu t assessable r e s o u r c e  p roperties 
o n  th e  assessm en t rolls, the S ta te  A ssesso r w ill still b e  ob lig a ted  to inc lude the fu ll a n d  true va lue 
o f  th o se  properties in the full v a lu e  de te rm ina tion  for th e  particu lar m un icipa lity . Tha t w ill have 
differentia l im pacts on the m u n ic ip a lit ie s ' shares o f  e d u c a tio n  and  state re v e n u e  sharing funds 
d e p e n d in g  o n  w h e th e r th em u n ic ip a li t ie s h a v e o rd o n o th a v e a s s e s s a b le  natural r e s o u rc e s  in p lace . 
Taxab ility  o f  natural resources in  p la c e  w ill a lso im pac t th e staffing and fu n d in g  n ecessa ry  for 
m u n ic ip a l assessing offices a n d  t h e  State A ssessor's O f f ic e .

T h e  re sou rc e  industries have c o m m e n t e d  that if natural re sou rce s in p lace are ta x a b le , that will 
h av e a de trim en ta l impact o n  e c o n o m ic  d e v e lo pm en t w ith in th e  state. The c o s t o f t h e  property
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tax , if o n e  is lev ied , w ill have to  b e factored into th e  cost o f d e v e lo pm en t in a situation w he re  
fluctuating m arket prices and h igh d ev e lo pm en t costs m ak e lon g  term  investm ent risky. It w ill n o t 
be e n o u g h  to  say that a lth ou gh  th e natural re sou rce in p la ce  is ta xab le , th e loca l g ov e rnm en t w ill 
n o t levy a tax , b ecau se  th e  next c ou n c il o r assem b ly  c o u ld  c h a n g e  that p o licy , particu larly s in ce 
the va lu e o f th e re sou rce in p la ce  w ill b e  in c lu d ed  in th e  m un ic ipa lity 's full v a lu e  de te rm ina tion  
w ith th e resultant im pac t o n  state p rog ram  form u la requ irem en ts to  raise the loca l c on tr ib u tion  and 
loca lly  genera ted rev enue . In a dd it io n , th e  resou rce industries have c om m e n te d  that the n ex t w orst 
th ing to  taxa tion is instability in taxa tion p o lic ie s . S in ce  they hav e to p lan for lon g  term  investm ent, 
they n e ed  to  k n ow  w hat to  factor in to their p lans.

A t th e sam e  tim e , it s h o u ld  b e p o in ted  ou t that as lon g  as th e  natural re sou rce  in p la c e  is not 
a ssessab le a cco rd in g  to  standard assessing te chn iq u e s , it w ill n o t g o  o n to  th e  assessm ent ro lls . 
Fu rth e rm ore , m u ch  o f t h e  natural resou rce land that m igh t b e  su scep tib le  to p roperty  taxa tion is 
h e ld  by N ativ e co rp o ra tion s that are insu la ted from  taxation by federa l law  until d e v e lo pm en t 
o ccu rs . Leases o f  N a tiv e co rp o ra tion  land are no t so  p ro tec ted , h ow ev e r . N o r  are leases o f state 
o r federa l land .

O p t io n  F o u r : Tota l o r Partial E xem p tion  from  M un ic ip a l Property Taxa tion at th e O p t io n  o f Each 
M un ic ipa lity

T he d iscu ss ion  o f th e  fram ew ork for m un ic ipa l taxa tion fo u n d  at the b eg inn ing  o f  this report 
e xp la in e d  that th e present statutory s c h em e  con ta in s p rov is ion  for loca l o p t io n  w ith regard to 
p roperty  tax e x em p tio n s . T h e  loca l o p tio n  e x em p tio n s are found  in A S 2 9 .4 5 .0 5 0 . It is 
c on ce iv a b le , th e re fore , to  enact an op tiona l e x em p t io n , e ither total or partia l, for natural resources 
in p la c e . That d e c is ion  sh o u ld  not be m ad e , h ow ever , w ithou t con s id e ra tion  o( a ll o f the 
c o n se q u e n c e s .

O n  the o n e  h a n d , loca l o p tion  is often favored b e c a u se  it a llow s loca l g ov e rnm en ts m a x im um  
c on tro l. Loca l o p t io n  e x em p tio n s , h ow ever, d o  n o t e x c lu d e  th e p roperty  e x em p te d  from  a 
m un ic ipa lity 's full va lue d e term ina tion . A  loca l d e c is ion  t o e x e m p t natural resou rces in p la c e  from  
taxa tion w ou ld  still leave th em  ta xab le  as far as th e  State A ssesso r is c o n c e rn e d . A n  increase in 
the full va lue d e term ina tion  w ou ld  m ean an increase in th e ab so lu te  am oun t o f th e loca l 
c on tr ib u tion  and the loca lly  genera ted revenue requ ired . If natural resou rces in p la ce  w ere loca lly  
e x em p te d  from  p roperty  taxa tion , the loca l con tribu tion and th e loca lly  genera ted rev enu e w ou ld  
have to  b e raised from  o th er p roperty  tax payers o r th rough sa les and/or e xc ise  taxes . Th is , o f 
c ou rse , raises the issue o f fairness am on g  tax payers, it a lso  raises the issue o f cost-effectiveness. 
Is it cost-effective to  create a situation w here the State A ssessor must assess natural re sou rce s in 
p la ce , w h ile  th e m un ic ipa lity  m ay op tion a lly  e x em p t resou rces in p la c e  from  taxation?

O p t io n  Five: T axa tion  o ther than Property Taxation

In th e A c t, the Legislature asked that the study e x am in e  op t io n s for taxa tion o f natural resources 
o th e r than th e property tax. As d iscu ssed ab ov e , o f the types o f  tax that can b e  lev ied by a loca l 
g ov e rnm en t, o n ly  a p roperty  tax can b e lev ied against th e  va lue o f a natura l re sou rce in p la ce . A s 
lon g  as it rem a ins in p la ce , th e natural re sou rce is part o f t h e  property . This sec tion lo o k s  at o ther 
fo rm s o f  taxa tion that loca l g ove rnm en ts m igh t levy against s om e  aspect o f natural re sou rce 
p ro d u c tion .
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At th e  tim e a natural resou rce is severed o r ex trac ted , a loca l g ov e rnm en t can levy a sev e ran ce tax . 
In fact, tw o b o ro u g h s (the D ena li B o rou g h  and th e  K od iak Island B o ro u g h ) have a lready d o n e  so  
s in ce th e tem pora ry  e x em p tio n  from  property taxa tion w en t in to effect. T h e se  b o ro u g h s levy a tax 
against the va lue o r tonnag e o f th e re sou rce that has b e e n  severed o r extrac ted .

T h e  K od iak Island B o rou g h  a d o p te d  w hat it fee ls is a lo n g  term  progressive tax p o licy  that lev ies 
against the gross p ro d u c tion  va lue o f natural resou rces that h av e b e en  severed o r ex tra c ted . W h i le  
this ta x currently targets tim ber and fish harvesting op era tion s , it can a c c om m o d a te  any re sou rc e  
d e v e lo pm e n t activity w here a va lue-b ; '-unit c a n  b e estab lish ed . T h e  v a lu e  o f th e  severed or 
ex trac ted re sou rce  is m u ltip lied  by the k  cal p roperty  tax m ill levy as d e te rm in ed  ann ua lly  by th e 
b o ro u g h  assem b ly . T he b o ro u g h  m a in ta .n s that this assures c on sis tency a n d  equ ity o f  taxa tion 
b e tw een  natural re sou rce p roperty  ow ners e n d  the ow ners o f  o th e r p roperty  w ithin th e  b o ro u g h  
that is ta xab le  by th e property tax m e th o d .

T h e  D ena li B o ro u g h  has a lso  a d o p te d  natural re sou rce severance tax. Th is tax targets c oa l, 
lim e s to n e  o r gravel that has been extrac ted . T h e  tax is based o n  a flat rate p e r unit o f p ro d u c t io n . 
T h e  ta x levy for c oa l and lim es ton e is $ 0 .05 per ton  o f g ross p ro d u c t io n . For gravel th e  tax is $ 0 .05 
per c u b ic  yard o f p ro d u c tion .

A  sev e rance tax is bu t o n e  form  o f exc ise  tax. O th e r  fo rm s o f e xc ise  tax that m igh t b e lev ied in c lu d e  
a tax o n  e xp lo ra tion  activities, transporta tion activities, p rocess in g  activities, storage activ ities, and 
the lik e . W h i le  a severance tax is r e c om m e n d e d  by th e  natural re sou rce industries in lieu o f  a 
p rope rty  tax on  natural resources in p la ce , it s h o u ld  b e p o in ted  ou t that e x c ise  taxes and p roperty  
taxes are n o t m u tua lly  exc lu s iv e and  c o u ld  b e lev ied at the sam e  tim e .

U n d e r  th e A laska C on stitu tion , T itle 2 9 , and th e A laska S u p rem e  C o u r t cases , loca l g ov e rnm en t 
authority to  tax is very b road . A c c o rd in g  to a 1 9 8 6  A tto rney G e n e ra l's  o p in io n , in terpreting the 
a b ov e  authorities in th e con tex t o f  a question ab ou t sev e rance taxa tion , th e  prov is ion s o f  T itle 2 9 , 
o th e r than A S 2 9 .4 5 .0 1 0 , are lim ita tions o n  loca l g ov e rnm en t authority to  tax. F o llow in g  that 
in terpreta tion , o n e  c o n c lu d e s  that the re are n o  statutory o r ca se law lim ita tions o n  th e  p ow e r o f 
loca l g ov e rnm en ts to  enact e xc ise  taxes . O n ly  p roperty  taxes and  sales and use taxes are cov ered  
by T itle 2 9  and A laska Su p rem e C ou r t cases.

X . C O N C L U S I O N S

T h e  study o n  th e issue o f taxation o f natural resou rces in p la c e  has b een  c o n c lu d e d  and  it is n ow  
c lea r that the Legislature must p rov id e an exp lic it re so lu tion  to this taxa tion issue du ring the c om in g  
legislative session . T h e tem pora ry e x em p tio n  for resou rces in p la c e  exp ire s Ju ly 1 ,1 9 9 2 . U n le s s 
th e Leg isla ture to ta lly  e xem p ts natural re sou rces in p la c e  from  loca l ta xa tion du ring this sess ion , 
a state o f  c on fu s ion  w ill ensue for th e  m un ic ipa litie s , the State A ssessor's O f f ic e  and th e re sou rce 
industries . T h e  study raised the con sc io u sn e ss o f  th e se interested parties ab ou t th e  m ea n in g  o f 
taxab ility o f  natural resources in p la c e  and th e  im p lica tion s w h ich  this taxability h o ld s  for all 
c o n c e rn e d . T h e re  is a statew ide con sen su s that th e  Legislature s h o u ld  a d o p t an am en dm en t to  AS
2 9 .4 5 .0 3 0  tota lly e xem p tin g  natural resources in p la c e  from  loca l p roperty  taxa tion .
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Appendix A:
P rop e rty  T a xa tio n  o f  N a tu ra l R esou rce s 

in th e  States a n d  P rov inces

T h e  D epa rtm en t o f  C om m u n ity  and R eg iona l Affairs surveyed A la ska , th e  o th e r fo rty -n ine states, 
an d  the C an ad ia n  p rov in ce s regarding p roperty  taxa tion o f natura l re sou rc e s . T h e  survey 
qu estionna ire  was fo rm u la ted  into techn ica l and p o lic y  section s a n d  w as in te n d ed  to  identify 
re sou rc e  taxa tion p o lic ie s and p ro c ed u re s curren tly  in use th ro u g h ou t N o rth  Am e r ic a . T h e  
qu estionna ire  was m a ile d  to  state and prov inc ia l p rope rty  tax offic ia ls in th e sp ring o f 1991 and 
re sp on ses w ere rece iv ed over a several m on th  p e r io d . N o  questionna ires w ere m a ile d  to loca l 
assessors o r to tax offic ia ls at the city o r cou n ty  lev e l, as w e th ou gh t state and p rov in c ia l ag enc ie s 
w ou ld  have a better overa ll p ictu re o f  w hat is tak ing p la ce , in term s o f re sou rc e  ta xa tion , w ith in 
the ir ju risd ictions .

M any  responses to th e qu estionna ire s w ere in ad equa te  o r s im p ly  raised m o re  qu es tio n s . A ls o , 
s om e  states d id no t re sp on d  at all to  the qu estionna ire . T here fo re , w e often m a d e  fo llow -u p  con ta c t 
by p h o n e . It was interesting , a lth ou gh  no t a ltoge ther surprising , that th e p h o n e  interv iew s revea led 
that re sou rce property taxa tion practice d o e s  n o t alw ays c on fo rm  to law  o r stated p o licy . O ffic ia ls 
w ere occa s ion a lly  m o re  c a n d id  o n  th e p h o n e  than th ey  w ere in c om p le t in g  the qu e s tio n n a ire  and 
adm itted  that p roperty  taxa tion o n  natural resou rces m ay no t always b e adm in is te red  to th e letter 
o f t h e  law . T h e prim ary reason for this w as that natural resou rce taxa tion was n o t a sign ificant issue 
in their ju risd iction b e c a u se  o f lim ited resou rces a n d , the re fore , th e  tim e and e x p e n s e  to adm in is te r 
su ch a tax aggressively c o u ld  not b e justified .

T h rou g h  the use o f  th e  qu es tionna ire , w e a lso  h o p e d  to  d iscov e r spec ific re sou rc e  taxa tion 
p ro b lem s or successes that m ay b e shared by various taxing ju risd ic tions . A fter o u r rev iew  o f  the 
questionna ires and as a result o f  ou r p h o n e  interview s w e fou n d  that p ro b lem s w h ic h  taxing 
ju risd ic tions share a re usua lly o f  a techn ica l natu re . It is genera lly  th e o ld  story o f  lack o f  m arket 
data and lack o f  c om pa rab ility  be tw een sub jec t p roperties that m akes th e jo b  difficu lt for the 
appra iser. Lack o f a d equa te  training in the appra isa l o f  specia l p u rp o se  p roperties su ch  as m in e s 
and quarries is a lso  a c o m m o n  p ro b lem  am o n g  tax ing agenc ies .

T h e  p o licy  sim ilarities b e tw een  states and p rov in ces are s im p ly  that sev erance taxes a n d  p roperty  
taxes are the tw o m os t c o m m o n  form s o f natural re sou rc e  taxa tion . T hey  a re u sed , in s om e  fo rm , 
in neat ly every state and p rov in ce . This is rea lly w h e re  the p o licy  sim ilarities en d  b e tw een  states 
and p rov in ces , h ow ev e r , b e ca u se  th e ex ten t and m a n n e r in w h ich  these tw o form s o f taxa tion are 
im p lem en ted  in each tax ing ju risd ic tion varies so m u c h  as to  m ak e  each u n iq u e .

O n e  survey qu estion  asked if states and p rov in ces lev ied taxes against natural re sou rce s that a re 
"c om p le te ly  u n d ev e lo p e d ."  T h e  term  " c om p le te ly  u n d ev e lo p ed "  w as n o t d e fin ed  in th e 
ques tionna ire , h ow ev e r , genera l ly th e answ er that w e rece ived o n  this qu estion  w as n o . O n ly  eigh t 
o f the states that re sp o n d e d  to  th e  qu estionna ire  an sw ered yes to  this question  a nd  tw o o f th o se  
assess u n d ev e lo p ed  re sou rces at a flat rate per a cre ; $75 per acre in Illino is and  $ 60 per ac re in 
Ind iana . Four o f th e  states that answ ered yes to  this qu es tion  on ly  assess against m ine ra l rights that 
have been  severed from  th e fee ow n ersh ip . A lth o u g h  several o th e r states an sw ered n o  to  this 
q u es tio n , they d o  in fact assess stand ing forest lands to  s om e  d eg re e  (genera lly s om e  set am o u n t 
o n  a pe r acre basis.)
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For th o se  states and  p rov inces that stated they d id n o t assess against u n d ev e lo p e d  re so u rc e s , a 
fo llow  u p  qu estion  asked offic ia ls to d esc r ib e at what po in t in th e p ro d u c t io n  p ro c ess w as taxability 
triggered . M os t stated that taxability was triggered at the po in t o f p ro d u c t io n  o r harvest. T h e  term s 
to d esc r ib e this p o in t o f  taxability vary. For e x am p le , taxation is triggered in th e Y u k on  Territory 
"w hen p ro d u c t io n  starts" in W y om in g  resou rces are ta xab le  "w hen th e  m inera l reaches th e  m ou th  
o f the m in e ,"  and in M ich ig a n , "som e tim es , the trigger is severance ."
A  genera l sum m a ry  and  s om e  spec ific  h igh lights o f  th e  survey fo llow .

General Summary:

•  Th irty -one states can lega lly tax natural resources in p la ce , bu t o n ly  tw elve states 
actua lly d o  to  varying deg rees . T h o se  states are: A r iz on a , C o lo r a d o , Ind iana , 
K en tucky , M ic h ig a n , M ississipp i, M issou ri, Sou th D a k o ta , T exas , V irg in ia , W e s t 
V irg in ia and W is c o n s in . O f t h e  states that currently in c lu d e  in p la c e  natura l re sou rc e  
va lue in real p roperty  assessm ents , o n ly  a few d o  so  aggressively . Th is m ay b e d u e  to 
the lack o f  expertise at th e loca l and state level to  reliab ly va lue and  d e fen d  assessed 
va lues for re sou rce s . It m ay  a lso b e that w here there is little natural re sou rc e  v a lu e , it 
is no t cost effective to  undertake the va luation o f natural resou rces that d o  exist.

•  N in e te en  states statutorily e x em p t th e in p la c e  natural re sou rce va lue from  the 
assessm ent o f  real property .

•  T h e  states w ith th e  m ost advan ced p rog ram s o f natural re sou rce assessm en t are th o se  
re sou rce rich states that can genera te e n ou g h  tax revenue to justify th e  staff to  assess 
re sou rce p roperties . A riz on a  and K en tucky are both very active in re sou rc e  assess­
m en t, and b o th  cen tra lize th e assessm ent activity. A ssessm ents are m a d e  by state 
agen c ie s , and tax c o lle c t io n  can either take p la ce  at the state level w ith revenues be ing 
passed th rou gh  to loca l gov e rnm en ts , as is the case in K en tucky , or, assessed va lues can 
be p rov id ed  by th e state to  loca l gov e rnm en ts for loca l tax c o lle c t io n , w h ich  is th e 
curren t p o licy  in A riz on a .

•  T ax ing ag en c ie s in o th e r states that ind ica ted they d o  assess and  tax natural resou rces 
app ly  several d ifferent ap p roa ch e s . M any  rely o n  th e m arket data o r sa les c om pa r is o n  
a p p roa ch  to va lu e . O ffic ia ls stated, h ow ever, that actual sa les o f re sou rc e  p roperties 
are rare, ha rd to verify, a n d  are often not very c om pa ra b le  to  o th e r p roperties b e ing  
assessed . Th is results in a genera l disregard for assessing this type o f  p rope rty  o r at least 
m in im iz e s the ir va lue estim ates . M any  states are a ided by m anda tory  sa les d isc lo su re  
laws w h ich  requ ire sa les in form ation o n  all transactions to  b e p rov id ed  to  assessm ent 
offic ia ls . U n fo rtu na te ly  sa les in form ation is still genera lly  in ad equa te  to result in 
re liab le assessm ents for re sou rce properties . A laska d o e s no t have any m anda to ry  sa les 
d isc lo su re  law  at this tim e .

•  T h e g e n e ra ln a tu re o fn a tu ra lr e s o u rc e ta x a t io n in C a n a d a is s im i la r to  ou rs in the U n ite d  
States. A c tiv e natural re sou rc e  d ev e lo pm en ts are sub jec t to  federa l, p rov inc ia l and 
loca l g ov e rnm en t taxes m ostly  in th e form  o f in c om e  and sev e rance taxes . In British 
C o lu m b ia  m ine ra ls are n o t sub jec t to  property tax, and o th e r natural re sou rce s , such 
as w ater and tim be r , a re ta xed  at th e tim e o f  use o r harvest.
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Spec ific  H ig h lig h ts :

® W ith in  th e  area o f property taxa tion there a re nearly as m any  different levels o f 
assessm ents and  app lica tion s o f  m illa g e rates as the re are states a n d  p rov in ces .

•  P o lic ie s for ta xa tion o f  natural resou rces a lso  vary from  state to  state s in c e  different 
states hav e different types o f re sou rces . T ax ing ju risd ic tion s a d o p t taxing p o lic ie s  that 
best suit their ind iv idua l n e ed s , k inds o f  resou rces , a nd  re sou rc e  availability . A riz on a  
assesses all recov erab le  m inera ls in the g roun d , Indiana va lues m inera l ow n e rsh ip  at 
$ 60  per acre , M ich ig an  e xem p ts o re  b od ie s u p  to 1 0  years o r until they b e c om e  part 
o f an op era tin g  m in e , and M on tana  va lues un p rod u c tiv e  m in in g  c la im s as agricultural 
g raz ing land .

•  A c ro ss th e  coun try , in states w h ic h  have e lec ted  to  levy p rope rty  taxes against natural 
re sou rc e  p roperties , varying deg rees o f soph istica tion exist w ith in ag en c ie s re sp on s ib le  
for re so u rc e  assessm ent. K en tucky has d e v e lo p ed  an e la b o ra te  g eog raph ica l in fo rm a ­
tion  system  (GUO for its re sou rce m anagem en t. T hey have iden tified a nd  quantified 
the ir natural resou rces and  have d e v e lo p ed  an assessm ent s c h em e  that con s id e rs 
curren t e c o n om ic  and market c on d it ion s . T h e G I S  is d e s ig n ed  to m an ip u la te  re sou rce 
data to crea te a three d im en s ion a l g eog ra ph ic  m a p  o f th e  state w h ich  a llow s for the 
assessm en t o f ea ch  coa l seam  o r m inera l d ep os it o f ta xab le  va lue parce l by parce l. 
K en tucky was actua lly fo rced in to d ev e lo p in g  this a ssessm en t system as a result o f a 
state su p rem e  cou rt case . T h e ca se de te rm in ed that state con stitu tiona l restrictions d id 
n o t a llow  the State D epa rtm en t o f R ev enue to assess natural re sou rce s at levels low er 
than o th e r types o f property . State officia ls found  them se lv es in the p os ition  o f be ing 
requ ired  to assess th e resou rces o f  the state at full va lue w ith very lim ited re sou rce 
in fo rm a tion . T hey  n ow  have th e  G IS  and a staff o f  35 to  va lu e natural resou rces .

•  O th e r  states su ch  as Haw aii and R h o d e  Island have lim ited m inera l d ep os its and as a 
result have n o  spec ific statutes perta in ing to  the taxa tion o f  th e se re sou rce s and n o  
re sou rce  assessm ent staff. S om e  states that e x em p t natural resou rces from  property 
taxa tion levy o th e r k inds o f taxes o n  these resou rces . For e x am p le , m ost states levy 
s om e  type o f e xc ise  tax based o n  the p ro d u c tion  va lue o f  a severed re sou rce  o r on  its 
p ro d u c t io n  un it (i.e . tax per to n .) In add ition , it is c om m o n  for states to  levy in c om e  
taxes o n  the re sou rc e  industry.
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