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A N C H O R A G E , A L A S K A  99508 -430 2  
P H O N E : (907) 5 6 3 -1 0 7 3

J a n u a r y  17,  1992

POSITION PAPER

RE: House B i l l  373

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

Program E f f e c t s  o f  B i l l

The p a s s a g e  o f  t h i s  b i l l  would c a u s e  a l l  n a t u r a l  r e s o u r c e s  i n  
p l a c e ,  a s  d e f i n e d  i n  t h e  l e g i s l a t i o n ,  t o  become m a n d a t o r i l y  
exempt  f rom m u n i c i p a l  p r o p e r t y  t a x a t i o n .  The p a s s a g e  o f  t h i s  
mea su r e  would make t h e  t e m p o r a r y  ex em p t io n  f o r  n a t u r a l  
r e s o u r c e s  i n  p l a c e  e n a c t e d  by H3 159 i n  1990 p e r m a n e n t .  Tha t  
exem p t i on  e x p i r e s  J u l y  1,  1992.

The De pa r tm en t  s t r o n g l y  s u p p o r t s  t h e  p a s s a g e  o f  HB 373.  T h i s  
p o s i t i o n  i s  t h e  r e s u l t  o f  our  r e c e n t  s t u d y  c o n d u c t e d  unde r  
CH 127,  SLA 1990.  The f u l l  r e p o r t  o f  t h a t  s t u d y ,  a l o n g  w i t h  
ou r  c o n c l u s i o n s  and r e c o m m e n d a t i o n s ,  has  a l r e a d y  been  d e l i v e r e d  
t o  t h e  Com mi t t e e .  A s u g g e s t i o n  f o r  a minor  t e c h n i c a l  amendment 
i s  a t t a c h e d  t o  t h i s  p o s i t i o n  p a p e r .

Comments

Edgar  B l a t c h f o r d ,  Commiss ioner

A t t a c h m e n t

21-P1LH

HQ



D E P A R T M E N T  O F  N A T U R A L  R E S O U R C E S

O F F I C E  O F  T H E  C O M M I S S I O N E R

400 WILLOUGHBY A V E N U E  
JUNEAU, ALASKA 99801-1796 
PHONE: (907] 465-2400 
FACSIMILE: (907) 586-2754

W A L T E R  J .  H I C K E L ,  G O V E R N O R

J a n u a r y  22,  1992

The Honorab le  J e r r y  Mackie ,  Cha i r  
House Community and  R e g io n a l  A f f a i r s  Commit tee 
P.O.  Box V 
June au ,  AK 99811

Dear  R e p r e s e n t a t i v e  Mackie:

S u b j e c t : HB 366, HB 373,  which r e l a t e  t o  an  exempt ion  from
m u n i c i p a l  p r o p e r t y  t a x a t i o n  f o r  n a t u r a l  r e s o u r c e s  i n  p l a c e .

P o s i t i o n : Al though t h e s e  b i l l s  do n o t  d i r e c t l y  a f f e c t  t h e
Depar tmen t  o f  N a t u r a l  Re sou rce s ,  we o f f e r  o u r  s u p p o r t  f o r  t h e  
t a x a t i o n  p o l i c y  t h e y  e s t a b l i s h .

Backg ro und : The v a l u a 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  i s  an
e x t r e m e l y  d i f f i c u l t  and  c o s t l y  t a s k  t o  a cc omp l i sh ,  a nd  t h e  r e s u l t s  
a r e  r a r e l y  a c c e p t a b l e  t o  a l l  i n v o l v e d  p a r t i e s .  R es ou rce  development  
depends  a s  much on m a r k e t s ,  t i m i n g ,  and  l o c a t i o n  a s  i t  does  on t h e  
r e s o u r c e  i t s e l f .  Not  exempt ing  n a t u r a l  r e s o u r c e s  i n  p l a c e  from 
m u n i c i p a l  p r o p e r t y  t a x a t i o n  c o u l d  f u r t h e r  d i s c o u r a g e  n a t u r a l  
r e s o u r c e  deve lopment  i n  A la ska  and  d e p r e s s  t h e  p r i c e  t h e  s t a t e  
r e c e i v e s  when o f f e r i n g  i t s  r e s o u r c e s  f o r  s a l e .

I n  a d d i t i o n ,  n o t  exemp t ing  n a t u r a l  r e s o u r c e s  i n  p l a c e  f rom p r o p e r t y  
t a x a t i o n  would r a i s e  t h e  v a lu e  o f  p r o p e r t y  w i t h i n  m u n i c i p a l i t i e s  
wh ich ,  i n  t u r n ,  would  n e g a t i v e l y  a f f e c t  s t a t e  e d u c a t i o n  f o u n d a t i o n  
a i d  and  r evenu e  s h a r i n g  monies m u n i c i p a l i t i e s  a r e  e l i g i b l e  t o  
r e c e i v e .

Recommendat ion: C o n s i d e r  t h e  r e p o r t -  on t a x a 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  p r e p a r e d  by t h e  Depar tmen t  o f  Community and 
R e g i o n a l  A f f a i r s ,  and  ad op t  i t s  r ecommenda t i ons .

S i n c e r e l v ,

c c :  R e p r e s e n t a t i v e  Ch e r i e  Davis
R e p r e s e n t a t i v e  E i l e e n  MacLean 
Commit tee Members
P a u l  Fuhs ,  L e g i s l a t i v e  L i a i s o n ,  O f f i c e  o f  t h e  Governor  
Edgar  B l a t c h f o r d ,  Commissioner ,  Depar tment  o f  Community and 
R e g io n a l  A f f a i r s

10-J9LH Crimea on recvc'sa cazst "  y C.C
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You h a v e  r e q u e s t e d  o u r  o p in i o n  r e g a r d i n g  a  d r a f t  b i l l  
e x e m p tin g  " i n  p l a c e "  n a t u r a l  r e s o u r c e s  f ro m  m u n ic ip a l  t a x a t i o n  
(O ur f i l e :  7 7 3 - 8 8 - 0 0 6 1 ) .  You h a v e  s e v e r a l  c o n c e r n s  r e g a r d i n g
t h e  e f f e c t  a n d  n e c e s s i t y  o f  t h i s  b i l l  w h ic h  w i l l  be a d d r e s s e d  
i n d i v i d u a l l y  b e lo w .

1 , W hat i s  t h e  s t a t e ’ s c u r r e n t  o b l i g a t i o n  r e g a r d i n g  
th e  a s s e s s m e n t  o f  " i n  p l a c e "  n a t u r a l  r e s o u r c e s  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  o f  a  b o ro u g h  o r  m u n i c i p a l i t y ?

The s t a n d a r d  b y  w h ic h  a  l o c a l  a s s e s s o r  m u s t a s s e s s  
p r o p e r t y  i s  s e t  o u t  i n  A S  2 9 . 4 5 . 1 1 0 ( a ) ,  w h ic h  r e a d s :

T he a s s e s s o r  s h a l l  a s s e s s  p r o p e r t y  at its 
full a n d  t r u e  v a l u e  as o f  J a n u a r y  1 ofi the a s s e s s­
m e n t  year, e x c e p t  as p r o v i d e d  in this section, AS 
2 9 . 4 5 . 0 6 0  a n d  29.45. 23 0.  The f u l l  an d  t r u e  v a l u e  
i s  t h e  e s t i m a t e d  p r i c e  t h a t  t h e  p r o p e r t y  w o u ld  
b r i n g  i n  a n  o p e n  m a r k e t  a n d  u n d e r  t h e  th e n  p r e ­
v a i l i n g  m a r k e t  c o n d i t i o n s  i n  a  s a l e  b e tw e e n  a  
w i l l i n g  s e l l e r  a n d  a  w i l l i n g  b u y e r  b o th  c o n v e r s a n t  
w i th  t h e  p r o p e r t y  a n d  w i t h  p r e v a i l i n g  g e n e r a l  
p r i c e  l e v e l s .

U n d er t h e  a b o v e  s t a t u t e ,  a  l o c a l  a s s e s s o r  m u s t a s s e s s  
a l l  t a x a b l e  p r o p e r t y  i n  a c c o r d a n c e  w i t h  t h e  s t a n d a r d .  The d e t e r ­
m i n a t i o n  a s  t o  w h e th e r  " i n  p l a c e "  n a t u r a l  r e s o u r c e s  m u s t b e  i n ­
c lu d e d  i n  t h e  a s s e s s m e n t  o f  p r o p e r t y  a n d  th e  s t a t e ' s  l i a b i l i t y  
f o r  i n s u r i n g  t h e  i n c l u s i o n  o f  a s s e s s m e n t  o f  " i n  p l a c e "  n a t u r a l  
r e s o u r c e s  by  m u n i c i p a l i t i e s  i s  c e n t r a l  t o  y o u r  q u e s t i o n .

To d a t e ,  m u n i c i p a l i t i e s  h a v e  n o t  a s s e s s e d  " i n  p l a c e "  
n a t u r a l _r e s o u r c e s . A d d i t i o n a l l y ,  t h e  s t a t e  h a s  n o t  r e q u i r e d  mu­
n i c i p a l i t i e s  to  i n c l u d e  t h e s e  r e s o u r c e s  when d e t e r m in in g  f u l l  an d  
t r u e  v a l u e  o f  p r o p e r t y  u n d e r  AS 2 9 .4 5 .1 1 0 .  T h e re  i s  no  c a s e  law  
in  A la s k a  i n t e r p r e t i n g  AS 2 9 .4 5 .1 1 0  w i th  r e s p e c t  to  a s s e s s m e n t  
r e q u i r e m e n t s  o f  " i n  p l a c e "  n a t u r a l  r e s o u r c e s  n o r  i s  t h e r e  a  c a s e
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Bob E v a n s , L e g i s l a t i v e  L i a i s o n  A p r i l  2 6 , 1988
O f f i c e  o f  th e  G o v e rn o r  P a g e  #2
6 6 3 -8 8 -0 4 1 0

i n  A la s k a  h o ld in g  t h a t  i t  i s  m a n d a to ry  f o r  t h e s e  r e s o u r c e s  t o  b e  
i n c lu d e d  i n  p r o p e r t y  a s s e s s m e n t .  H o w ev er, i t  i s  t h e  o p i n i o n  o f  
t h i s  o f f i c e  t h a t  " i n  p l a c e "  n a t u r a l  r e s o u r c e s  may c o r r e c t l y  be  
i n c lu d e d  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  o f  a  m u n i c i p a l i t y  u n d e r  
AS 2 9 .4 5 .1 1 0 ( a )  a n d  t h a t  t h e  A la s k a  Suprem e C o u r t  w o u ld  s u p p o r t  
t h i s  o p in io n .

L o o k in g  to  o t h e r  s t a t e s '  c o u r t  o p in io n s  a n d  t r e a t i s e  
la w , i t  i s  g e n e r a l l y  h e l d  t h a t  t h e  r i g h t  to  t a x  i s  p u r e l y  o f  
s t a t u t o r y  c r e a t i o n ,  an d  p r a c t i c a l l y  a l l  o f  t h e  a u t h o r i t i e s  a r e  t o  
t h e  e f f e c t  t h a t  a s s e s s o r s ,  i n  v a l u i n g  p r o p e r t y ,  may t a k e  i n t o  
c o n s i d e r a t i o n  t h e  f a c t  t h a t  p r o p e r t y  c o n t a i n s  u n d e v e lo p e d  m i n e r ­
a l s  i n  s u c h  q u a n t i t y  a s  t o  e n h a n c e  t h e  v a l u e  o f  t h e  l a n d  o v e r  i t s  
m ere  s u r f a c e  v a l u e .  S ee 2 A .L .R . 1 5 5 0 -1 5 5 3  an d  c a s e s  c i t e d  
t h e r e i n .  I t  h a s  a l s o  be 'en  h e l d  t h a t  m i n e r a l s  i n  p l a c e  a r e  n o t  
r e n d e r e d  n o n ta x a b le  m e r e ly  b e c a u s e  o f  l a c k  o f  l e g i s l a t i v e  m e th o d  
and  r e g u l a t i o n  f o r ■d e te r m in in g  t h e i r  v a l u e .  G reen e  C o u n ty  v .  
L a t t a s  C re e k  C o a l C o. ,  100 N .E . 561 ( I n d .  1 9 1 3 ) ;  72 A m .J u r .2 d  
S t a t e  an d  L o c a l T a x a t io n  5 76 4 ,

T h e re  i s  c a s e  la w  s u p p o r t i n g  t h e  v ie w  t h a t  a s s e s s o r s  
a r e  r e q u i r e d  to  v a l u e  f o r  t a x a t i o n  a l l  r e a l  p r o p e r t y  a c c o r d i n g  to  
i t s  m a rk e t  v a l u e .  U n d er t h o s e  d e c i s i o n s ,  v a l u e  i s  m e a s u re d  by  
a l l  t h e  c i r c u m s ta n c e s  a n d  a d v a n ta g e s  t h a t  t e n d  t o  e n h a n c e  i t ,  o f  
w h ic h  u n d e r l y in g  m i n e r a l s ,  i f  a c c e s s i b l e ,  a r e  m o st i m p o r t a n t  
i t e m s ,  so  t h a t  th e y  m u s t n e c e s s a r i l y  b e  i n c l u d e d  i n  t h e  v a l u a ­
t i o n .  S e e , e . g . , L ogan  v .  W a s h in g to n  C o u n ty , 29 P a . 3 7 3 , 14 M or. 
M in. Rep"] 108 (P e n n . 1 8 5 ? ) .  Any e le m e n t  o f  v a l u e  t e n d i n g  t o  a f ­
f e c t  s e l l i n g  p r i c e  "m ay" b e  t a k e n  i n t o  c o n s i d e r a t i o n  b y  t h e  a s ­
s e s s o r  i n  a r r i v i n g  a t  a  p r o p e r  v a l u a t i o n  f o r  a s s e s s m e n t  p u r p o s e s .  
W a sh in g to n  C o u n ty  v .  M a r q u i s , 82 A t l .  756 (P e n n . 1 9 1 2 ) .  T he 
d e c i s i o n s  o f  t h e  c o u r t s  i n  t h e s e  tw o c a s e s  a p p e a r  to  h a v e  b e e n  
b a s e d  u p o n  s t a t u t e s  s i m i l a r  i n  w o r d in g  t o  AS 2 9 . 4 5 .1 1 0 ( a ) .

Of m a in  i m p o r t ,  i s  t h a t  n o n e  o f  t h e  a u t h o r i t i e s  we 
fo u n d  h e l d  f o r  t h e  p r e m is e  t h a t  l i a b i l i t y  a t t a c h e s  t o  t h e  s t a t e  
o r  l o c a l  t a x i n g  e n t i t y  f o r  f a i l u r e  t o  i n c l u d e  " i n  p l a c e "  n a t u r a l  
r e s o u r c e s  i n  t h e i r  a s s e s s m e n t s .  T he a u t h o r i t i e s  we fo u n d  w e re  
b a s e d  u p o n  c a s e s  w h e re  a  t a x p a y e r  w as c h a l l e n g i n g  t h e  a u t h o r i t y  
o f  th e  t a x i n g  j u r i s d i c t i o n  t o  i n c l u d e  t h e  v a l u e  o f  " i n  p l a c e "  
n a t u r a l  r e s o u r c e s  i n  t h e  a s s e s s m e n t  o f  t h e i r  p r o p e r t y .

F u r th e r m o r e , we fo u n d  n o  c a s e s  h o l d i n g  t h a t  l o c a l  o r  
s t a t e  a s s e s s o r s  a r e  r e q u i r e d  to  s e a r c h  o u t  " i n  p l a c e "  n a t u r a l  
r e s o u r c e s  i n  o r d e r  to  i n c l u d e  th em  i n  t h e  a s s e s s m e n t  o f  p r o p e r t y .  
The c a s e s  m a in ly  h o ld  t h a t  i t  i s  c o r r e c t  f o r  a s s e s s o r s  t o  t a k e  
i n t o  c o n s i d e r a t i o n  a l l  " f a c t s "  d i r e c t l y  a f f e c t i n g  t h e  v a l u e .  I t  
i s  o u r  o p in io n  t h a t  t h i s  g e n e r a l  r u l e  c o n c e r n s  f a c t s  w h ic h  a f f e c t
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t h e  v a lu e  o f  t h e  p r o p e r t y  t h a t  a r e  known o r  p r o s p e c t i v e ;  n o t  
s o u g h t  o r  s p e c u l a t i v e .

T h e re  i s  a u t h o r i t y  s u p p o r t i n g  t h e  v ie w  t h a t  a s s e s s o r s
may t a k e  i n t o  c o n s i d e r a t i o n  p r o s p e c t i v e  v a l u e  o f  p r o p e r t y  a s  w e l l
a s  p r e s e n t  v a l u e  i n  m a k in g  a s s e s s m e n t s  a n d  t h a t  a n  a d d e d  v a l u e  
may be g iv e n  p r o p e r t y  f o r  p u r p o s e s  o f  t a x a t i o n  w h e re  t h e r e  i s  
" s u f f i c i e n t  r e a s o n "  t o  b e l i e v e  t h a t  t h e  p r o p e r t y  c o n t a i n s  m i n e r a l  
d e p o s i t s  i n  s u f f i c i e n t  q u a n t i t y  to  g iv e  i t  a  v a l u e  a s  a p r o s p e c ­
t i v e  m in e . H o w ev er, t h e r e  i s  a l s o  a u t h o r i t y  to  t h e  e f f e c t  t h a t  
n o t  o n ly  m u s t p r o p e r t y  b e  v a l u e d  a t  i t s  p r e s e n t  v a l u e  a t  t h e  t im e  
o f  t h e  a s s e s s m e n t ,  b u t  t h a t  s u c h  v a l u e  c a n n o t  b e  b a s e d  on a  s p e c ­
u l a t i v e  p r o s p e c t i v e  v a l u e .  S ee  g e n e r a l l y  72 A m .J u r .2 d  S t a t e  an d  
L o c a l  T a x a t i o n , $ § 7 6 3 -7 6 4 .

I n  sum m ary , i t  i s  o u r  o p in io n  t h a t  AS 2 9 .4 5 .1 1 0 ( a )  a l ­
low s f o r  " i n  p l a c e "  n a t u r a l  r e s o u r c e s  to  be  a s s e s s e d  an d  i n c l u d e d
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  o f  a  m u n i c i p a l i t y .  The i s s u e  o f  
w h e th e r  th e  s t a t e  i s  m a n d a te d  t o  a s s e s s  t h e s e  r e s o u r c e s  w i l l  be  
i n c l u d e d  u n d e r  t h e  n e x t  s e c t i o n  d e a l i n g  w i t h  an y  p o t e n t i a l  s t a t e  
l i a b i l i t y  f o r  f a i l u r e  t o  i n c l u d e  a s s e s s m e n t  o f  " i n  p l a c e "  n a t u r a l  
r e s o u r c e s  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  o f  a  m u n i c i p a l i t y .

2 . I f  " i n  p l a c e "  n a t u r a l  r e s o u r c e s  a r e  n o t  c u r r e n t l y  
ex e m p te d  f ro m  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 a t l i a b i l i t y  
may th e  s t a t e  f a c e  i f  th e  s t a t e  a s s e s s o r  d o es  not: i n c l u d e  
t h e s e  i n  h i s  a s s e s s m e n t s ?

As p o i n t e d  o u t  a b o v e ,  t h e  s t a t e  h a s  n e v e r  r e q u i r e d  mu­
n i c i p a l i t i e s  t o  a s s e s s  " i n  p l a c e "  n a t u r a l  r e s o u r c e s  i n  o r d e r  to  
a r r i v e  a t  t h e  f u l l  an d  t r u e  v a l u e  o f  p r o p e r t y  i n  th e  m u n i c i p a l ­
i t y .  The i s s u e  i s  n o t  w h e t h e r  AS 2 9 . 4 5 . 1 1 0 ( a )  c an  be  i n t e r p r e t e d  
t o  a l l o w  f o r  a s s e s s m e n t  o f  " i n  p l a c e "  n a t u r a l  r e s o u r c e s ,  s i n c e  we 
b e l i e v e  t h a t  t h e  A l a s k a  Supreme C o u r t  would  r u l e  t h a t  i t  d o e s .
The i s s u e  h e r e  c e n t e r s  a r o u n d  th e  s t a t e ' s  l o n g s t a n d i n g  a p p l i c a ­
t i o n  o f  t h i s  s t a t u t e  i n  n o t  r e q u i r i n g  t h e s e  r e s o u r c e s  to  b e  a s ­
s e s s e d  an d  w h e th e r  t h e  s t a t e  f a c e s  l i a b i l i t y  f o r  n o t  i n c l u d i n g  
" i n  p l a c e "  r e s o u r c e s  i n  t h e  a s s e s s m e n t s .  I n  s h o r t ,  we do n o t  
b e l i e v e  t h a t  t h e  s t a t e  f a c e s  an y  p r e s e n t  l i a b i l i t y  f o r  f a i l u r e  t o  
r e q u i r e  m u n i c i p a l i t i e s  t o  a s s e s s  " i n  p l a c e "  n a t u r a l  r e s o u r c e s  
w i t h o u t  a  s p e c i f i c  e x e m p tio n  i n  t h e  la w .

We a r e  a s s u m in g  t h a t  t h e  l i a b i l i t y  a n t i c i p a t e d  b y  y o u r  
q u e s t i o n  c o n c e r n s  a  s i t u a t i o n  w h e re  o n e  m u n i c i p a l i t y  c o m p la in s  
t h a t  t h e  s t a t e  s h o u ld  b e  r e q u i r i n g  a n o t h e r  m u n i c i p a l i t y  t o  a s s e s s  
i t s  known " i n  p l a c e "  n a t u r a l  r e s o u r c e s  i n  t h e  f u l l  v a l u e  d e t e r ­
m i n a t io n  a s  i t  a f f e c t s  t h e  d i s t r i b u t i o n  o f  m u n ic ip a l  r e v e n u e  
s h a r i n g  an d  e d u c a t i o n  f u n d in g .  H ow ever, a  m u n i c i p a l i t y ' s  c l a im
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o f  d e p r i v a t i o n  o f  due  p r o c e s s  o r  e q u a l  p r o t e c t i o n  a g a i n s t  t h e  
s t a t e  m u s t f a i l .  The A la s k a  S uprem e C o u r t  r e c e n t l y  r u l e d  t h a t  a  
m u n i c i p a l i t y  i s  n o t  a  " p e r s o n "  an d  t h e r e f o r e  may n o t  a s s e r t  due 
p r o c e s s  o r  e q u a l  p r o t e c t i o n  c la im s  a g a i n s t  i t s  c r e a t o r ,  t h e
s t a t e .  K e n a i P e n i n s u l a  B o ro u g h  v .  S t a t e , P . 2d ____ , Op, No.
3277 ( A la s k a ,  M ar. 4 , 1 9 8 8 ) .

I f  t h e  s t a t e  c h a n g e s  i t s  a p p l i c a t i o n  o f  AS 2 9 .4 5 .1 1 0 -
( a ) , r u l e s  o f  c o n te m p o ra n e o u s  c o n s t r u c t i o n  g e n e r a l l y  h o ld  t h a t  a 
r e v e r s a l  i n  i n t e r p r e t a t i o n  o f  a  s t a t u t e  b y  t h e  a d m i n i s t e r i n g  
a g e n c y  -w il l  b e  a p p l i e d  o n ly  p r o s p e c t i v e l y . 2A N. S i n g e r ,  S u t h e r ­
l a n d  S t a t u t o r y  C o n s t r u c t i o n  § 4 9 .0 5 ,  ( 4 th  e d .  1984 r e v . )  ( h e r e -  
a f t e r  " S u t h e r l a n d " ) .  In  o t h e r  w o rd s ,  i f  t h e  s t a t e  r e v e r s e s  i t s  
i n t e r p r e t a t i o n  a n d  a d m i n i s t r a t i o n  o f  AS 2 9 .4 5 .1 0 0 ( a )  r e q u i r i n g  
m u n i c i p a l i t i e s  to  a s s e s s  " i n  p l a c e "  n a t u r a l  r e s o u r c e s  i n  t h e i r  
d e t e r m i n a t i o n s  o f  f u l l  v a l u e ,  t h e  s t a t e ' s  new  i n t e r p r e t a t i o n  m o s t 
l i k e l y  w i l l  a p p ly  o n ly  t o  f u t u r e  y e a r s ;  n o t  r e t r o a c t i v e l y .

We n o te  t h a t  t h e r e  i s  c a s e la w  i n  o t h e r  s t a t e s  s u p p o r t ­
in g  t h e  f o l l o w i n g  v i e w p o i n t :

t h e  m ere  f a i l u r e  o f  p u b l i c  o f f i c e r s  c h a r g e d  w i th  
t h e  d u ty  t o  e n f o r c e  s t a t u t o r y  a n d  c o n s t i t u t i o n a l  
p r o v i s i o n s  i n  r e s p e c t  to  t h e  l e v y  an d  c o l l e c t i o n  
o f  t a x e s ,  o r  t h e  a c q u ie s c e n c e  o f  p u b l i c  o f f i c e r s  
i n  c o n d i t i o n s  t h a t  e x e m p te d  c e r t a i n  p r o p e r t y  fro m  
t a x a t i o n ,  s h o u ld  n o t  be  p e r m i t t e d  to  s t a n d  i n  t h e  
w ay o f  t h e  " c o r r e c t "  a d m i n i s t r a t i o n  o f  th e  la w , o r  
be  c o n s t r u e d  t o  e s to p  m o re  d i l i g e n t  a n d  e f f i c i e n t  
p u b l i c  o f f i c e r s  w hen th e y  a t t e m p t  to  p e r f o r m  t h e i r  
d u ty  b y  b r i n g i n g  i n  t o  t h e  r e v e n u e  p r o p e r  s u b j e c t s  
o f  t a x a t i o n  t h a t  h a d  t h e r e t o f o r e  b e e n  a l lo w e d  t o  
e s c a p e  t h e  p a y m e n t o f  t a x e s .

S u t h e r l a n d  § 4 9 .0 5  ( c i t i n g  L o u i s v i l l e  v .  B o a rd  o f  E d u c a t io n ,  154 
S.W. 3 7 9 , 3 8 0 -3 8 1  (K y. 1 9 1 3 ) .

B ase d  u p o n  t h e  a b o v e  v i e w p o i n t ,  we b e l i e v e  t h a t  t h e  
p r e s e n t  s t a t e  a s s e s s o r  h a s  c o r r e c t l y  p o i n t e d  o u t  t h a t  " i n  p l a c e "  
n a t u r a l  r e s o u r c e s  may be  i n c l u d e d  i n  m u n ic ip a l  a s s e s s m e n t s ,  an d  
p r o p e r l y  s h o u l d  be  i n c l u d e d .  H ow ever, a s  n o t e d  a b o v e ,  i t  i s  t h e  
o p in io n  o f  t h i s  o f f i c e  t h a t  no  l i a b i l i t y  a t t a c h e s  to  t h e  s t a t e  
f o r  f a i l u r e  t o  i n s i s t  on  t h e  a s s e s s m e n t  o f  t h e s e  r e s o u r c e s  a t  
t h i s  t im e .

3 . I s  i t  y o u r  o p i n i o n  t h a t  t h i s  e x e m p tio n  f ro m  m u n ic i ­
p a l  r e s o u r c e s  i s  n e c e s s a r y ?
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P r o b a b ly  y e s ,  f o r  t h e  m a in  p u r p o s e  o f  a d d r e s s i n g  t h e  
i s s u e  an d  c l a r i f y i n g  th e  s t a t e ' s  a p p l i c a t i o n  an d  i n t e r p r e t a t i o n  
o f  AS 2 9 .4 5 .1 1 0 ( a ) .  We do n o t  b e l i e v e  a n y  r e t r o a c t i v e  l i a b i l i t y  
w i l l  a t t a c h  i f  t h e  s t a t e  d o e s  n o t  im m e d ia te ly  p r o v id e  f o r  t h i s  
e x e m p tio n  i n  th e  la w . A d d i t i o n a l l y ,  t h e  s t a t e  may w is h  to  c o n ­
s i d e r  w h e th e r  i t  w a n ts  to  m ake t h e  e x e m p tio n  o f  " i n  p l a c e "  n a t u r ­
a l  r e s o u r c e s  fro m  m u n ic ip a l  t a x a t i o n  m a n d a to ry  u p o n  t h e  m u n ic i ­
p a l i t i e s  o r  w h e th e r  t o  a l lo w  m u n i c i p a l i t i e s  t h e  o p t i o n  o f  
p r o v id i n g  f o r  t h e  e x e m p tio n  o f  t h e s e  r e s o u r c e s  fro m  t a x a t i o n .

We h o p e  t h i s  a d d r e s s e s  y o u r  c o n c e r n s .  P l e a s e  do n o t  
h e s i t a t e  t o  c o n t a c t  u s  i f  y o u  n e e d  f u r t h e r  a s s i s t a n c e  on t h i s  
m a t t e r .

M LO/pjg
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Resolution of the Alaska Municipal League 
Resolution No. 92-6

A RESOLUTION RECOMMENDING TAX-EXEMPT.STATUS OF 
"IN PLACE" RESOURCE RESERVES

WHEREAS , u n d e r C hap te r 127, S LA 1990, the re is a tem p o ra ry e xem p tio n fo r 
na tu ra l re s o u rc e s in p la ce un til Ju ly 1, 1992, and

W HEREAS , u n d e r th e sam e sta tu te , th e D epa rtm en t o f C om m un ity and R eg iona l 
A ffa irs (DCRA ), in co n ce rt w ith the A la ska M un ic ipa l Leag ue and the D epa rtm e n t o f 
Revenue , is re q u ire d to p re p a re a s tu d y and re com m en d a tio n s by Ja n u a ry 1 5 ,1 9 9 2 , on 
m un ic ip a l p ro p e r ty ta xa tio n o f na tu ra l re so u rce s in p lace , and

W HEREAS , the AM L P re s id e n t a p p o in te d a w o rk in g g ro u p  o f m un ic ip a l o ffic ia ls 
a nd o th e r in d iv id u a ls w h ich has w o rk e d w ith DCRA to re p re se n t the v iew s o f 
m un ic ip a lit ie s , and

W HEREAS , p re v iou s ly , A la ska law re q u ire d m un ic ip a lit ie s th a t levy a p ro p e r ty ta x 
to asse ss , levy, a n d co lle c t p ro p e r ty taxes on na tu ra l re s o u rc e s in p la ce , e x ce p t o il and 
g a ' re s o u rc e s , w h ic h are m a n d a to r y  e xem p te d , and

W HEREAS , w ith o u t th e exem p tio n , th e O ffice o f th e S ta te A s se s so r m ay be 
re q u ire d to  in c lu d e va lues fo r th o se na tu ra l re so u rce s in p la ce in the fu ll va lue 
d e te rm in a tio n fo r m un ic ip a lit ie s a c ro ss the s ta te , and

W HEREAS , p r io r to  the tem p o ra ry e xem p tio n , n e ith e r m un ic ip a lit ie s no r th e O ffice 
o f the S ta te A s s e s s o r in c lu d ed va lues fo r th o s e re so u rce s on loca l a s se s sm e n t ro lls o r 
in the fu ll va lue d e te rm in a tio n , a n d ne ithe r has the s ta ff o r fisca l re so u rc e s to  va lue na tu ra l 
re s o u rc e s in p la ce , and

W HEREAS , th e in c lu s io n o f va lues fo r th o s e  re so u rc e s on lo ca l p ro p e r ty ta x ro lls 
o r in th e fu ll va lue d e te rm in a tio n w o u ld be like ly to  have sub s ta n tia l nega tiv e ta x im pa c ts 
on fa rm s , ra n ch e s , hom e s te a d s , and o th e r re s id en tia l p ro p e r ty  and su b s ta n tia l nega tiv e 
im pa c ts on m un ic ip a lit ie s u n d e r the s ta te re venue sh a r in g and ed u ca tio n fu n d in g 
fo rm u la s , a nd

W HEREAS , u n d e r th e A la ska C ons titu tio n and ex is tin g s ta tu te s , m un ic ip a lit ie s have 
b ro a d  p ow e rs to  im po se a va rie ty o f ta xe s on such in d u s tr ie s , in c lu d in g sa les , use , 
se ve ra n ce , exc ise , p ro p e r ty , a n d in com e ta xe s , in o rd e r to  p ro v id e se rv ic e s and m itig a te 
th e im p a c ts o r d e ve lo pm en t, a nd

W HEREAS , in the "D ra ft R epo rt on th e S tu d y o f Taxa tio n o f ’ In P lace ’ N a tu ra l 
R eso u rce s " d a te d N o vem b e r 1 ,1 9 9 1 , and p re p a re d  by DCRA , na tu ra l re so u rc e s in p la ce 
are defined as ‘any material in its native state before it has been severed or extracted';

I

i
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NOW , THEREFORE , BE IT RESO LVED th a t th e A la s ka M un ic ip a l Le ag ue s u p p o r ts  
th e p a s sa g e o f le g is la tio n th a t w o u ld  re q u ire , u n d e r AS 29 .45 .030 , th e e xem p tio n from  
m un ic ip a l p ro p e r ty  ta xe s o f all na tu ra l re s o u rc e s in p la ce , as d e fin e d in th e DCRA D ra ft 
R e po rt o f N o vem b e r 1, 1991, to g e th e r w ith la n g u a g e th a t w o u ld  in su re p re s e rv a tio n of* 
th e p ow e r o f m un ic ip a lit ie s to  le vy o th e r ty p e s o f ta xes , in c lu d in g  se ve ra n ce an d sa les 
ta xe s a g a in s t th e d e ve lo pm e n t a n d sa le o f th o s e  na tu ra l re so u rc e s .
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ALASKA MINERS ASSOCIATION, INC.
501 W. Northern Lights Blvd.. Suite 203. Anchorage, A laska 99503 FAX: (907) 278-7997 Telephone: (907) 276-0347

O c t o b e r  24 ,  1991

Ms. S a n d r a  J .  Wicks  
D e p u t y  D i r e c t o r
M u n i c i p a l  and 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  
D e p a r t m e n t  o f  Communi ty  and  R e g i o n a l  A f f a i r s  
P . O .  Box BH 
J u n e a u ,  AK 9 9 8 1 1 - 2 1 1 0

Re:  I n  P l a c e  T a x a t i o n  o f  R e s o u r c e s
De a r  Ms. Wi cks :

I t  was my p l e a s u r e  t o  mee t  you on F r i d a y  a t  t h e  w o r k s h o p  h e r e  i n  
A n c h o r a g e .  W i th  s e v e r a l  m i n i n g  i n d u s t r y  p e o p l e  i n  t h e  a u d i e n c e  I  
am s u r e  you now r e a l i z e  t h a t  we a r e  n o t  t h e  rowdy b u n c h  you had 
b e e n  l e d  t o  e x p e c t .

The p u r p o s e  o f  t h i s  l r  " .e r  i s  t o  r e l a t e  some o f  o u r  c o n c e r n s  
r e g a r d i n g  t h e  t a x a t i o n  o f  m i n e r a l s  i n  p l a c e .  T a x a t i o n  o f  m i n e r a l s  
i n  p l a c e  i s  d e t r i m e n t a l  f o r  t h e  m i n e r a l  i n d u s t r y  f o r  many r e a s o n s  
a n d  we u r g e  t h a t  t h e  r e p o r t  t o  t h e  L e g i s l a t u r e  c l e a r l y  d e f i n e  t h e s e  
r e a s o n s  and  recommend t h a t  t h e  e x i s t i n g  s t a t u t e  be c h a n g e d  t o  
e x e m p t  i n  p l a c e  r e s o u r c e s  f r o m  t a x a t i o n .  T h a t  r e p o r t  s h o u l d  a l s o  
l i s t  t h e  many o t h e r  a v e n u e s  t h a t  a r e  now op en  t o  t h e  m u n i c i p a l i t i e s  
f o r  t a x a t i o n  o f  r e s o u r c e  i n d u s t r i e s .

The f i r s t  and m o s t  c o m p e l l i n g  r e a s o n  f o r  n o t  t a x i n g  m i n e r a l s  i n  
p l a c e  i s  t h a t  i t  i s  e x t r e m e l y  d i f f i c u l t  t o  p l a c e  a v a l u e  on 
m i n e r a l s  b e f o r e  t h e y  a r e  a c t u a l l y  e x t r a c t e d  f r o m  t h e  g r o u n d . M a j o r  
m i n i n g  c o m p a n i e s  e m p l o y i n g  s c o r e s  o f  e x p l o r a t i o n ,  f i n a n c i a l ,  
e n v i r o n m e n t a l ,  e n g i n e e r i n g ,  an d  m a n a ge me n t  p e o p l e  h a v e  a v e r y  
d i f f i c u l t  t i m e  d e f i n i n g  t h e  v a l u e  o f  a  d e p o s i t .

T h e s e  c o m p a n i e s  h a v e  e x t e n s i v e  i n s t i t u t i o n a l  e x p e r i e n c e  w i t h  many 
h u n d r e d s  o f  y e a r s  o f  c o m b i n e d  e x p e r t i s e .  They h a v e  s t a t e  o f  t h e  
a r t  e q u i p m e n t ,  p r o c e d u r e s  and  c o m p u t e r s  t h a t  a r e  u s e d  i n  t h e i r  
e v a l u a t i o n  p r o c e s s .  They h a v e  o p e r a t i n g  m i n e s ,  o f t e n  a r o u n d  t h e  
w o r l d ,  f o r  c o m p a r i s o n  and  h i s t o r y  a s  b a s i s  f o r  d e t e r m i n i n g  m i n i n g  
an d  p r o c e s s i n g  c o s t s .  They work  t o  p r e d i c t  m e t a l  m a r k e t  c h a n g e s  
a n d  s p e n d  many y e a r s  e s t a b l i s h i n g  a m an ag eme n t  t r a c k  r e c o r d  a nd  
d e v e l o p i n g  m a r k e t s .

B e c a u s e  o f  t h e  d i f f i c u l t y  e n c o u n t e r e d  i n  m a k i n g  p r o f i t s  i n  m i n i n g ,  
many c o m p a n i e s  f o c u s  on o n l y  o n e  o r  two m e t a l s ,  o r  f o c u s  o n l y  on 
b a s e  m e t a l s  o f  c o p p e r ,  l e a d  and z i n c .  Some c o m p a n i e s  f o c u s  on t h e  
p r e c i o u s  m e t a l s  o f  g o l d  and s i l v e r  w h i l e  o t h e r s  s e a r c h  f o r  and mine  
o n l y  p l a t i n u m  o r  d i a m o n d s  o r  c o a l .  Ea ch  c f  t h e s e  c o m m o d i t i e s  h a s  
a s u f f i c i e n t l y  d i f f e r e n t  and c o m p l e x  s e t  o f  e x p l o r a t i o n ,  m i n i n g ,  
m e t a l l u r g i c a l ,  f i n a n c i a l ,  and  m a r k e t i n g  p r o b l e m s  t h a t  n e c e s s i t a t e  
s p e c i a l i z a t i o n  i n  o r d e r  t o  p r o d u c e  p r o f i t s .
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Given  an i n d u s t r y  w i t h  t h e s e  c h a r a c t e r i s t i c s  and b o a r d s  o f  
d i r e c t o r s  i n t i m a t e l y  c o n c e r n e d  w i t h  t h e  p r o f i t a b i l i t y  of  e ach  
o p e r a t i o n ,  t h e  q u e s t i o n  becomes :  How can l o c a l  o r  s t a t e  t a x
a s s e s s o r s  o r  t h e i r  s t a f f s  even  b e g i n  t o  d e t e r m i n e  t h e  v a l u e  of  a 
m i n e r a l  d e p o s i t  when t h e s e  compa n i e s  have  such  d i f f i c u l t i e s  
d e t e r m i n i n g  t h e  v a l u e ?

The s e c o n d  m a j o r  p r ob l em w i t h  t h e  t a x a t i o n  o f  m i n e r a l s  i n  p l a c e  i s  
t h a t  i t  d i s c o u r a g e s  e x p l o r a t i o n  i n  two w a y s . F i r s t ,  i t  d i s c o u r a g e s  
e x p l o r a t i o n  i n  any j u r i s d i c t i o n  t h a t  u t i l i z e s  a scheme o f  i n  p l a c e  
m i n e r a l s  t a x a t i o n ,  and s e c o n d ,  i t  d i s c o u r a g e s  e x p l o r a t i o n  even i f  
i n  p l a c e  t a x a t i o n  i s  on t h e  books b u t  n o t  b e i n g  u s e d .  I t  w i l l  
d i s c o u r a g e  e x p l o r a t i o n  of  a r e a s  where  l i t t l e  i s  c u r r e n t l y  known 
( g r a s s  r o o t s  e x p l o r a t i o n )  and i t  w i l l  d i s c o u r a g e  a company f rom 
f u l l y  e v a l u a t i n g  d e p o s i t s  t h a t  a r e  a l r e a d y  w e l l  d e f i n e d  o r  a r e  
a l r e a d y  i n  p r o d u c t i o n .  I n  t h i s  i n s t a n c e  t h e  t a x  would d i s c o u r a g e  
t h e  mos t  e f f i c i e n t  management  o f  t h e  mine .

Min ing  c o m p a n i e s  and f i n a n c i a l  i n s t i t u t i o n s  t h a t  l o a n  t o  them 
t y p i c a l l y  have  a c h e c k l i s t  o f  i t e m s  t h a t  t h e y  c o n s i d e r  a t  e a c h  s t e p  
i n  t h e i r  s e a r c h  f o r  new m i n e s .  B e f o r e  a company b e g i n s  more t h an  
a c u r s o r y  r e v i e w  of  m i n e r a l  p r o s p e c t s  i n  A l a s k a ,  t h e y  w i l l  compare  
A l a s k a  t o  t h e  o t h e r  s t a t e s ,  p r o v i n c e s  and c o u n t r i e s  where  t h e y  may 
w i s h  t o  i n v e s t  t h e i r  e x p l o r a t i o n  d o l l a r s .  The i t e m s  on t h e  
c h e c k l i s t  w i l l  i n c l u d e  -  r e g u l a t i o n s ,  r e g u l a t o r y  s t a b i l i t y ,  t y p e s  
o f  t a x e s ,  e x i s t i n g  t a x  l e v e l s ,  t a x  s t a b i l i t y ,  f i s c a l  s t a b i l i t y  o f  
t h e  s t a t e  o r  c o u n t r y  t h a t  may a f f e c t  t a x e s ,  e t c .  The c h e c k l i s t  
w i l l  a l s o  a d d r e s s  p o l i t i c a l  s t a b i l i t y ,  l a b o r  f o r c e  a v a i l a b i l i t y ,  
l a b o r  f o r c e  a t t i t u d e s ,  and o p e r a t i n g  c o s t  c o n s i d e r a t i o n s .

These  i t e m s  a r e  r e v i e w e d  b e f o r e  a p p r o v a l  i s  g i v e n  t o  spend  money 
i n  a p a r t i c u l a r  s t a t e  o r  c o u n t r y .  The e x p l o r a t i o n  b u s i n e s s  i s  one 
o f  f i n d i n g  l i k e l y  e x p l o r a t i o n  t a r g e t s  and d e v e l o p i n g  s u f f i c i e n t  
i n f o r m a t i o n  t o  d e t e r m i n e  i f  t h a t  t a r g e t  can  e v e r  become a mine .  
T h i s  p r o c e s s  r e q u i r e s  many y e a r s .  For  Greens  C re e k ,  t h e  l a r g e s t  
s i l v e r  mine i n  N o r th  Amer i ca ,  i t  t o o k  17 y e a r s  f rom t h e  i n i t i a l  
d i s c o v e r y  u n t i l  f i r s t  p r o d u c t i o n .  Fo r  Red Dog, t h e  l a r g e s t  z i n c  
d e p o s i t  i n  t h e  w o r l d ,  i t  t o o k  21 y e a r s  f rom i n i t i a l  d i s c o v e r y  u n t i l  
f i r s t  p r o d u c t i o n .  Fo r  D ia m o n d- Ch u i tn a  Coal  C o . ,  i t  h a s  t h u s  f a r  
t a k e n  14 y e a r s  and t h e  f i r s t  t on  o f  c o a l  ha s  y e t  t o  be mined and 
s o l d .

I f  an i n  p l a c e  t a x  had been  c h a r g e d  on t h e s e  m i n e r a l s  b e f o r e  t h ey  
we re  m in e d ,  t h e r e  i s  a h i g h  l i k e l i h o o d  t h a t  no min ing  would e v e r  
have  t a k e n  p l a c e .  The c o s t  b u r de n  i n  t h e  e a r l y  y e a r s  o f  a p r o j e c t  
and t h e  u n c e r t a i n t y  a s  t o  how lo n g  t h i s  ongo ing  c o s t  bu rd en  would 
c o n t i n u e  b e f o r e  t h e  mine c o u l d  s t a r t  would have  been  a s i g n i f i c a n t  
a rg u m e n t  a g a i n s t  c o n t i n u i n g  e x p l o r a t i o n .

A L A S K A  M I N E R S  A S S O C I A T I O N ,  I N C .
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Each y e a r  a m in ing  company r e - e v a l u a t e s  t h e  v a r i o u s  p r o j e c t s  a ro u nd  
t h e  wor ld  where  i t  can  i n v e s t  i t s  e x p l o r a t i o n  d o l l a r s .  W i t h i n  
o v e r a l l  c o r p o r a t e  o b j e c t i v e s ,  e a c h  p r o s p e c t / p r o j e c t  w i l l  compete  
w i t h  e v e r y  o t h e r  p r o j e c t  f o r  f u n d i n g  f o r  t h e  n e x t  y e a r .  Each y e a r  
t h e  c h e c k l i s t  comes o u t  and f u r t h e r  i n v e s t m e n t  i s  we ighed  a g a i n s t  
t h e  r e s u l t s  of  t h i s  y e a r ' s  e x p l o r a t i o n  f i n d i n g s  and any ch an g e s  t o  
t h e  r e g u l a t o r y ,  t a x ,  p o l i t i c a l ,  e t c  c l i m a t e s .  A p r o j e c t  i n  A l a sk a  
w i l l  have  t o  compe te  f o r  f u n d i n g  w i t h  p r o s p e c t s  i n  Mexico ,  B o l i v i a ,  
I n d o n e s i a ,  USSR, e t c .  I f  t h e  A l a s k a n  p r o j e c t  c a r r i e s  w i t h  i t  a t a x  
on i n  p l a c e  m i n e r a l s ,  t h a t  p r o j e c t  w i l l  be a t  a d i s a d v a n t a g e .

Because  of  t h e  l a c k  o f  t r a n s p o r t a t i o n  i n f r a s t r u c t u r e  i n  A l a s k a ,  i t  
i s  s i m p l y  more e x p e n s i v e  t o  c o n d u c t  m i n e r a l s  e x p l o r a t i o n  and 
d e v e l o p  and o p e r a t e  a mine h e r e  t h a n  i n  many o t h e r  p l a c e s  o f  t h e  
w o r l d .  I n  p l a c e  t a x a t i o n ,  and t h e  s c a r y  p r o s p e c t  o f  be in g  t a x e d  
on a r e s o u r c e  b e f o r e  i t  i s  e c on o m ic ,  i s  j u s t  one more d i s i n c e n t i v e  
t o  d o i n g  b u s i n e s s  i n  A l a s k a .

A l a ska  i s  a l r e a d y  a t  a s e v e r e  d i s a d v a n t a g e  f o r  a v a r i e t y  o f  
r e a s o n s .  These  i n c l u d e  t h e  c o s t  o f  o p e r a t i n g  i n  t h e  n o r t h  and t h e  
l a c k  o f  i n f r a s t r u c t u r e .  They a l s o  i n c l u d e  t h e  f a c t  t h a t  most  
m in ing  compa n i e s  h a v e ,  a t  l e a s t  up u n t i l  t h e  p a s t  two y e a r s ,  s e en  
A la sk a  a s  a bad p l a c e  t o  do b u s i n e s s .  They have  s e e n  A la sk a  a s  a 
p l a c e  where  t h e y  w i l l  be h a r a s s e d  by a l l  manner  o f  p r e s e r v a t i o n i s t  
g r o u p s  t h a t  have  c l a i m e d  A l a s ka  a s  t h e i r  b ig  p a r k .  They have 
w a t ched  as  t h e  s t a t e  ha s  m i lk ed  t h e  o i l  i n d u s t r y  a t  e v e r y  t u r n .  
They hav e  wa tched  some p a s t  s t a t e  a d m i n i s t r a t i o n s  thumb t h e i r  nose  
a t  m in in g  and even  t a r g e t  m in ing  c o m p a n i e s  f o r , h a r a s s m e n t .

Because  of  t h e s e  and many o t h e r  f a c t o r s ,  t h e r e  a r e  now on ly  f i v e  
mines  i n  t h e  e n t i r e  s t a t e  w i t h  more t h a n  100 e m p l o y e e s .  From World 
War I I  u n t i l  1989 when Greens  Creek  and Red Dog began  o p e r a t i o n  
t h e r e  had been e f f e c t i v e l y  no h a r d  r o c k  m in i ng  i n  t h e  S t a t e  of  
A l a s k a .  There  a r e  3000 c o a l  m ines  i n  t h e  U . S .  and i n  s p i t e  o f  t h e  
f a c t  t h a t  A la sk a  h a s  a s  much c o a l  a s  t h e  o t h e r  s t a t e s  comb ined ,  
t h e r e  i s  o n l y  one o p e r a t i n g  c o a l  mine i n  A l a s k a .  We a r e ,  however ,  
now s e e i n g  many c o m p a n i e s  r e t u r n  t o  l o o k  f o r  m i n e r a l s  i n  A l a s k a .  
I t  i s  a s  i f  G r e en s  C re ek  and Red Dog have  shown t h e  w o r l d  t h a t  i t  
i s  p o s s i b l e  t o  s t a r t  a m a j o r  mine i n  A l a s k a .  T h i s  n o t i o n  had been 
i n  q u e s t i o n  f o r  many y e a r s .  T a x a t i o n  o f  m i n e r a l s  i n  p l a c e  w i l l  a c t  
t o  n e g a t e  t h e  p o s i t i v e  c h a n g e s  t h a t  have  o c c u r r e d .

A t h i r d  f a c t  t o  c o n s i d e r  i s  t h a t  t a x a t i o n  o f  m i n e r a l s  i n  p l a c e  i s  
an a d d i t i o n a l  b u r d e n  on l o c a l  c o m m u n i t i e s  t h a t  a r e  a l r e a d y  
s t r u g g l i n g  t o  e n c o u r a g e  c r e a t i o n  o f  new j o b s  and expand  t h e i r  r e a l  
p r o p e r t y  t a x  b a s e .  Fo r  much o f  A l a s k a  t h e  o n l y  o p p o r t u n i t y  f o r  
e conomic  d e v e l o p m e n t  and c r e a t i o n  o f  new j o b s  i s  t h r o u g h  
d e v e l o p m e n t  o f  t h e  m i n e r a l  r e s o u r c e s .  Many p a r t s  o f  t h e  s t a t e  do 
n o t  have  t i m b e r  o r  f i s h  o r  o i l .  The o n l y  o p p o r t u n i t y  i n  t h o s e  
a r e a s  f o r  g o o d - p a y i n g ,  s k i l l e d ,  c l o s e - t o - h o m e , y e a r - a r o u n d  j o b s  i s  
t h e  d e v e l o p m e n t  o f  t h e  m i n e r a l s .  I t  s h o u l d  a l s o  be n o t e d  t h a t  on 
a n a t i o n - w i d e  a v e r a g e ,  m in ing  j o b s  a r e  h i g h e r  p a y i n g  t han  
c o m p a r a b l e  j o b s  i n  o t h e r  i n d u s t r i e s .
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I f  i n  p l a c e  m i n e r a l s  a r e  t a x e d ,  l o c a l  co m m un i t i e s  w i l l  be h u r t  
w i t h o u t  even  knowing i t .  Many of  t h e  min ing  compani es  t h a t  have  
t h e  e x p e r t i s e  t o  f i n d  and d e v e l o p  t h e  m i n e r a l s  w i l l  n o t  even go o u t  
i n  A l a sk a  t o  l ook  f o r  new m i n e s .  They w i l l  n o t  be t h e r e  p r o v i d e  
e x p l o r a t i o n  j o b s  i n  t h e  e a r l y  y e a r s  o f  a p r o j e c t  no r  /t.i.J  t h e y  be 
t h e r e  t o  p r o v i d e  mine o p e r a t i n g  j o b s  and l on g  t e rm  ê .v. . oym en t .

Dur ing  t h e  m ee t i ng  h e r e  i n  A nc ho rag e ,  S t a t e  A s s e s s o r  Mr. Mike 
Worley d e s c r i b e d  t h e  a s s e s s m e n t  o f  v a l u e  as  a c o m b i n a t i o n  of  many 
f a c t o r s .  He d e s c r i b e d  t h i s  a s  t h e  v a l u e  o f  t h e  f a c i l i t i e s  and 
imp ro ve me n t s  a l o n g  w i t h  t h e  v a l u e  o f  a p a r t i c u l a r  p i e c e  o f  l a n d  
b a se d  on i t s  l o c a t i o n  o r  s e t t i n g .  The v a l u e  o f  an un d e v e l o p ed  l o t  
t h e r e f o r e  i n c l u d e s  t h e  p o t e n t i a l  v a l u e  of  t h e  l o t  f o r  t h e  h i g h e s t  
and b e s t  use  t o  which i t  c o u l d  be p l a c e d .  A f o u r t h  majo r  p rob lem 
w i t h  i n  p l a c e  t a x a t i o n  i s  t h e r e f o r e :  How w i l l  t h e  v a l u e  of  t h e
n o n - t a n g i b l e  n a t u r a l  r e s o u r c e s  t h a t  e x i s t  due t o  l o c a t i o n  or  
s e t t i n g  be d e t e r m i n e d ?  For  t h e  l o t  i n  t own,  t h i s  n o n - t a n g i b l e  
v a l u e  i s  d e t e r m i n e d  and i t  w i l l  have  t o  be d e t e r m i n e d  f o r  a l l  a r e a s  
o f  t h e  s t a t e .

For  ex am p le ,  how w i l l  " w i l d e r n e s s  c h a r a c t e r "  be v a l u e d ?  T h i s  i s  
c l e a r l y  a n a t u r a l  r e s o u r c e  t h a t  i s  i n  p l a c e  and i t  t oo  w i l l  have  
t o  be t a x e d .  What i s  t h e  v a l u e  o f  " w i l d e r n e s s  c h a r a c t e r "  f o r  a 
r e m o t e  a r e a  where one can  see  w i l d l i f e  on a c o n s i s t e n t  b a s i s ?  
What i s  t h e  i n c r e a s e d  v a l u e  of  a p a r c e l  o f  l a n d  t h a t  ha s  a f a b u l o u s  
v i ew of  Mt.  McKinley or  Mt.  S a i n t  E l i a s ?  Those  s i t e s  have a 
n a t u r a l  r e s o u r c e  v a l u e  ba sed  on t h e i r  l o c a t i o n  j u s t  a s  t h e  l o t  i n  
town has  a v a l u e  b a se d  on i t s  l o c a t i o n .

T h i s  i s  an 
r e s o u r c e s . 
be c o n s t r u c t  
$5000 p e r  we 
n i c h e  i n  t h e  
o p p o r t u n i t y  
l o d g e s  and 
b e n e f i t t i n g  
a ro u n d  t hem.

" o p p o r t u n i t y  v a l u e " t h a t  e x i s t s  f o r  many d i f f e r e n t  
A t r e m e n d o u s  o p p o r t u n i t y  may e x i s t  i f  a l o d g e  were t o  
ed and m a r k e t e d  f o r  Eu ro p ean  o r  J a p a n e s e  c u s t o m e r s  a t  
e k .  U n t i l  t h a t  l o d g e  i s  b u i l t  and h a s  d e v e l o p e d  i t s  

m a rk e t  i t  w i l l  be i m p o s s i b l e  t o  d e t e r m i n e  what  t h a t  
v a l u e  r e a l l y  i s .  I t  w i l l  be e a s i e r  t o  c a l c u l a t e  f o r  

r e s o r t s  t h a t  a r e  a l r e a d y  i n  o p e r a t i o n  and a r e  
f rom t h e  o p p o r t u n i t y  v a l u e  o f  t h e  n a t u r a l  r e s o u r c e s

Mr. Wor ley  a l s o  d i s c u s s e d  s e v e r a l  t a x  p o l i c y  c o n s i d e r a t i o n s .  These  
i n c l u d e d  f a i r n e s s  be twe en  t a x p a y e r s  and f a i r n e s s  be tween 
m u n i c i p a l i t i e s .  I f  n a t u r a l  r e s o u r c e s  a r e  t o  be t a x e d  i n  p l a c e  and 
t a x a t i o n  i s  t o  be f a i r ,  a l l  a r e a s  o f  t h e  s t a t e  w i l l  be s u b j e c t  t o  
t a x a t i o n  o f  t h e i r  3 c e n i c  v a l u e s ,  w i l d e r n e s s  c h a r a c t e r ,  w i l d e r n e s s  
p r o x i m i t y ,  and o t h e r  such  r e s o u r c e  v a l u e s .

4



ALASKA MINERS ASSOCIATION, INC.

What a b o u t  h u n t i n g  and f i s h i n g  l o d g e s ?  What a b o u t  l o d g e s  t h a t  
f o c u s  on h i k i n g  or  m ou n ta i n  c l i m b i n g ?  These  o f t e n  occupy and 
u t i l i z e  t h e  most  b e a u t i f u l  p a r t s  o f  t h e  o t a t e .  They w i l l  be 
s u b j e c t  t o  t a x a t i o n  of  t h e  r e s o u r c e s  t h e y  u t i l i z e  even i f  t h e  
r e s o u r c e s  a r e  n o t  consumed ,  j u s t  a s  i n  t h e  c a s e  o f  m i n e r a l s  t h a t
a r e  n o t  e x t r a c t e d  f rom t h e  g r o u n d .  Of c o u r s e  i t  c o u l d  be a rg u e d
t h a t  t h e  h u n t i n g  and f i s h i n g  l o d g e s  do i n d e e d  consume some of  t h e  
r e s o u r c e s  .

I n  a s i m i l a r  v e i n ,  a f i f t h  p r ob l em w i t h  t a x a t i o n  of  n a t u r a l  
r e s o u r c e s  i n  p l a c e  i n v o l v e s  how w i l l  t h e  f i s h  r e s o u r c e s  a v a i l a b l e  
t o  f i s h i n g  s i t e s  be t a x e d ?  The f i s h  a r e  c l e a r l y  a n a t u r a l  
r e s o u r c e .  The " l o t "  where  t h e  f i s h  s i t e  i s  l o c a t e d  ha s  a 
m e a s u r a b l e  m a r k e t  v a l u e  b u t  i t  a l s o  ha s  an " o p p o r t u n i t y  v a l u e "  by 
v i r t u e  o f  t h e  f i s h  t h a t  p a s s  t h e  s i t e .  I f  t h e  f i s h e r m a n  i s  
d i l i g e n t  and f i s h e s  e v e r y  m in u t e  o f  e v e r y  ope n in g  he w i l l  l i k e l y  
have  a g r e a t e r  p r o f i t  t h a t  i f  he f i s h e s  o n l y  t h e  b e s t  or  most  
c o n v e n i e n t  o p e n i n g s .  What t h e n  i s  t h e  b a s i s  f o r  t a x i n g  t h e  i n
p l a c e  r e s o u r c e  t h a t  i s  a v a i l a b l e  t o  him?

A s i x t h  p rob l em i s  w h e t h e r  o r  n o t  i t  would be c o s t  e f f e c t i v e  t o  
a t t e m p t  t a x a t i o n  o f  i n  p l a c e  r e s o u r c e s .  The above example s  show 
some o f  t h e  d i f f i c u l t i e s  t h a t  w i l l  be e n c o u n t e r e d .  What w i l l  be 
t h e  c o s t  o f  a s s e s s i n g  t h e  i n  p l a c e  r e s o u r c e  v a l u e s  f o r  f i s h ,  
t i m b e r ,  w i l d e r n e s s  c h a r a c t e r ,  s c e n i c  v i e w s ,  l o d g e s ,  and m i n e r a l s ?  
The d i r e c t  f i n a n c i a l  c o s t s  t o  t h e  m u n i c i p a l i t i e s  and t h e  s t a t e  w i l l  
be v e r y  h i g h  a s  w i l l  t h e  i n d i r e c t  c o s t s  t h a t  w i l l  r e s u l t .

The d i r e c t  c o s t s  a r e  n o t  a one t im e  c h a f g e  e i t h e r .  Va lue  
a s s e s s m e n t  o f  i n  p l a c e  r e s o u r c e s  w i l l  i n  many i n s t a n c e s  r e q u i r e  a 
y e a r l y  r e - e v a l u a t i o n .  F i s h  r e s o u r c e s  a v a i l a b l e  t o  t h e  f i s h e r m a n  
w i l l  v a r y  f rom y e a r  t o  y e a r  a s  w i l l  t h e  c o s t  o f  o p e r a t i o n  and t h e  
p r i c e  t h a t  he can g e t  f o r  t h e  r e s o u r c e .  From a m i n e r a l s  s t a n d p o i n t  
t h e  " v a l u e "  o f  o r e  d e p o s i t s  a l s o  ch an g e  e a c h  y e a r .  Some o r e  i s  
mined ( h o p e f u l l y ) ,  a d d i t i o n a l  d r i l l i n g  may add t o  t h e  o r e  r e s e r v e s ,  
c h a n g e s  i n  t h e  m e t a l l u r g y  of  t h e  o r e  b e i n g  mined ( t h e  d i f f i c u l t y  
o f  r em o v i n g  t h e  m e t a l  f r om t h e  r o c k )  may i n c r e a s e  c o s t s ,  o t h e r  
f a c t o r s  may i n c r e a s e  c o s t s ,  and t h e  p r i c e s  r e c e i v e d  f o r  t h e  m e t a l s  
w i l l  a l w a y s  f l u c t u a t e .  Each o f  t h e s e  c n an ge s  means t h a t  t h e  
" v a l u e "  o f  t h e  m i n e r a l s  i n  p l a c e  w i l l  c h a n g e .

The i s s u e  o f  a n n u a l  r e - e v a l u a t i o n  s h o u l d  be a c o n c e r n .  I  b e l i e v e  
A r i z o n a  i s  one o f  o n l y  two s t a t e s  t h a t  s t i l l  a t t e m p t s  t o  t a x  o r e  
r e s e r v e s  i n  p l a c e .  I  t a l k e d  w i t h  m in i n g  i n d u s t r y  o f f i c i a l s  t h e r e  
and l e a r n e d  t h a t  i n  A r i z o n a  t h e r e  a r e  f i v e  ma jo r  m in ing  compan ie s  
t h a t  have  14 o p e r a t i n g  p r o p e r t i e s  w i t h  c o p p e r  and g o l d  b e in g  t h e  
p r i m a r y  c o m m o d i t i e s  p r o d u c e d .  The a s s e s s e d  v a l u e  o f  t h e  o r e  
r e s e r v e s  a r e  r e - e v a l u a t e d  e a c h  y e a r  ba se d  on m e t a l  p r i c e s ,  
o p e r a t i n g  c o s t s  and p r o f i t s  and t h e  p r o c e s s  i s  a ve ry  s t r e n u o u s  one 
f o r  a l l  c o n c e r n e d .
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The i n d i r e c t  c o s t s  w i l l  i n c l u d e  d i s a g r e e m e n t s  be tween t h e  l o d g e s ,  
f i s h e r m e n ,  l o g g e r s ,  m i n e r s ,  e t c .  s e e k i n g  t o  o p e r a t e ,  and t h e  
m u n i c i p a l i t i e s .  Argument s  and d i s c o n t e n t  be tween  t h e s e  g r o u p s  and 
t h e  m u n i c i p a l i t i e s  would  become a v e ry  d i v i s i v e  f a c t o r  f o r  t h e  
c o m m u n i t i e s .  We need  o n l y  l o o k  a t  t h e  p r ob l em s  t h a t  a r i s e  r i g h t  
now when a s s e s s o r s  s e e k  t o  p l a c e  a v a l u e  on r e a l  p r o p e r t y  t h a t  c an  
be s e e n ,  t o u c h e d  and m e a s u r e d .  T h e r e f o r e ,  what  w i l l  i t  be l i k e  t o  
v a l u e  r e s o u r c e s  t h a t  c a n n o t  be s e e n ,  t o u c h e d  o r  measu red?

A s e v e n t h  p rob l em w i l l  a r i s e  when a company t h a t  ha s  been  t a x e d  
f o r  s e v e r a l  y e a r s  on t h e  i n  p l a c e  n a t u r a l  r e s o u r c e s  d e c i d e s  t h a t  
t h e  p r o j e c t  i s  n o t  e conomic  and a s k s  f o r  r e i m b u r s e m e n t  o f  t h e  t a x e s  
t h a t  had been  p a i d .  T h i s  c o u l d  be a l o d g e  d e v e l o p e r  t h a t  s e e s  h i s  
p o t e n t i a l  m a r ke t  chang e  o r  i t  c o u l d  be a mining  company t h a t  
c o n c l u d e s  t h a t  t h e  m e t a l l u r g y  o f  t h e  o r e  i s  t oo  complex and c o s t l y  
f o r  a mine t c  be p r o f i t a b l e .

The above  p o i n t s  show t h e  e x t r e m e  d i f f i c u l t y  o f  i n  p l a c e  t a x a t i o n
o f  r e s o u r c e s .  Fo r  some r e s o u r c e s  t h e  v a l u a t i o n  p r o c e s s  ( a s s e s s i n g )  
i s  more d i f f i c u l t  t h a n  f o r  o t h e r  r e s o u r c e s .  C o n s i d e r i n g  m i n e r a l s ,  
i t  i s  n e a r l y  i m p o s s i b l e  f o r  t h e s e  t o  be v a l u e d  f o r  t a x a t i o n  and i f  
t h e y  a r e  t a x e d  t h e  u l t i m a t e  e f f e c t  w i l l  be l e s s  e x p l o r a t i o n  i n  
A la sk a  and t h e r e  w i l l  be f e w e r  j o b s  g e n e r a t e d .

I n  c o n s i d e r i n g  t a x a t i o n  o f  i n  p l a c e  r e s o u r c e s ,  a l l  of  t h e s e  
r e s o u r c e s  w i l l  have  t o  be v a l u e d  and t a x e d .  T h i s  would be a 
h e r c u l e a n  t a s k .  We t h e r e f o r e  u r g e  you t o  p r o v i d e  t h e  S t a t e  
L e g i s l a t u r e  a r e c o m m e n d a t i o n  t h a t  t h e  s t a t u t e  {>e changed  t o  exempt
a l l  r e s o u r c e s  i n  p l a c e  f rom t a x a t i o n .

S i n c e r e l y ,

S t e v e n  C. B o r e l l ,  P . E .  
E x e c u t i v e  D i r e c t o r
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A Special Analysis 
by

Tim Bradner

Valuation of resources could impact many things ?
Municipal taxation of resources "in-place" will be before the Alaska legislature again in 

1992 — a two-year exemption enacted by 1990 will expire next July. If the legislature does not 
extend the exemption, municipalities will face the question of whether they should impose these 
kinds of taxes. Because of the way local assessments affect formulas for state school revenue- 
sharing, the issue directly affects the amount of money local school districts get from the state.

State lawmakers may establish a framework for assessments, or impose limitations, on the 
ways local governments impose resource taxes. The State Dept, of Community and Regional 
Affairs has a study of the issue now underway, which will include the experiences other states have 
had with natural resources property taxes.

State law appears to require valuation of resources in place
Resource “in place” taxes are property taxes placed on the value of raw, undeveloped 

natural resources. Alaska statutes exempt certain kinds of property — oil and gas — from in-places 
taxes, although surface facilities related to oil and gas are subject to tax. But the law is silent as to 
other types of resources, such as minerals or timber.

The issue mainly affects mining developers most directly because several major projects 
— the AJ Mine eventually Greens Creek Mine in Juneau, Red Dog Mine in northwest Alaska, the 
Usibelli and Wishbone Hill coal mines, Fort Knox in Fairbanks— are within municipal boundaries. 
The companies developing these projects are concerned over uncertainties that arise from different 
theories of municipal appraisals on undeveloped mineral properties. Some of these projects are 
economically marginal, and new local government taxes would affect the economic viability of the 
projects. Sand and gravel owners and operators should also be concerned. Timber properties would 
also be affected, but trees are easier to appraise simply because they can be seen, counted and 
graded. They are more" quantifiable."

How the issue complicates state school revenue-sharing
The complication with state school funding arises because the state assessor is required to 

prepare a statement of the full and true real and personal property in the state (AS 14.17.140), and 
must yearly do a full value determination for each municipality. The full value determination is a 
basic element of the formulas for school funding and state revenue sharing. If statutes do not 
specifically exempt resources in place from local taxation, the implication is that they should be 
subject to local taxation, and thus a part of the “full value" determination. (Cont'dpage 4)
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(C on tin ued fro m  page 3 ) But i f  the value o f  resources, having been determ ined , is added to 
the basic a sse ssm en t  o f  m unicipalities, the result will be changes in the am ount o f  education revenue 
sharing. F o r  the N orthw est Arctic  Borough, w hich  includes the Red D og  M ine, this could  have 
d ram atic  Financial consequences , for example.

Implied taxability of resources has always existed in state law
T h e  im plied  taxability o f  undeveloped resources has a lw ays existed in Alaska law, but in 

practice m o st  m unic ipalit ies  did not a ttem pt such taxes because they felt the values would be hard to 
de te rm ine  and, if undeveloped, had little or no value. W here  they w ere taxed, m arket-value appraisal 
techniques w ere  applied. In Fairbanks North S tar B orough, for exam ple, the value o f  surface lands 
on som e m in ing  c la im s have been taxed.

But m a jo r  m ining  projects within m unicipalit ies  do  have undeveloped ore reserves o f  some 
value. D e te rm in ing  that value is a m ajor  issue. If  state law appears to require “ full value” assessments, 
the va lue  o f  those ore bodies should be included in local tax bases. The problem  faced by 
m unic ipa lit ies  is that even if  they choose  not to im pose  property  taxes on resources, the state assessor 
m ay be requ ired  to include them in his or her ow n  determ ination  o f  m unicipal assessed value, in which 
case the m un ic ipa lity  loses state education  funds.

Local governm en ts  m ay also be subject to citizen lawsuits by failing to tax in-place resources. 
A lternative ly , the state assessor n a y  be under legal challenge by o ther  m unicipalities  w ithout natural 
resources w ho  w ould  argue  they are losing state education m oney  because o ther local governm ents 
with resources  are not being appraised  fairly, under state law.

How to define “resources in place”
One problem is how to clearly define the term. The phrase “in place resources” does not 

correspond to any commonly used assessment terminology, and appears to be very broad. Chapter 
127, SLA 1990 (which imposed the temporary two-year moratorium on taxation) refers only to 
natural resources in place as, “including proven or unproven mineral and other deposits of valuable 
materials and timber stumpage...”

What is ambiguous in that definition is the phrase “other deposits of valuable materials.” This 
very likely includes sand and gravel, but would it, for example, also include glacier ice, if it had some 
form of economic value? The Dept, of Community and Regional Affairs, for the purpose of its own 
study, uses the definition “Any material in its native state before it has been severed or extracted."

(C on tinued next page)

T h is  a r t ic le  o n  " in  p la c e "  re s o u rc e  ta x a t io n  f ir s t  a p p e a r e d  in  o u r  sp ec ia l 
D ig es t s u p p le m e n t  p u b lic a t io n  fo r  sp e c ia l sm a ll  c o m m u n itie s , m u n ic ip a lit ie s , 
a n d  s c h o o ls  p u b l is h e d  in  la te  N o v e m b e r  (N o. 21 /91 ).

V____________________________________________________________________________________J
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The CRA study is ’evolving”
(Continued from page 4) As the C&RA study is now evolving, two discreet positions are 

developing, not only over the question of whether such taxes should be imposed, but over the 
definition. Some state agencies, and appraisal experts retained by them, feel the definition of mining 
properties should be linked to the term “proven reserves” because that phrase has well-established 
meaning in the mining industry (it means ore reserves definitely established by drilling, as compared 
to more general estimates). Municipal appraisers, on the other hand, want a very broad interpretation. 
For them, “resources in place” should be defined as “any material in its native state without regard 
to quantity, quality or economic value.” Appraisers want the term defined broadly so others will not 
misinterpret it in a limiting way.

Two positions that have formed up over the definition are these:

(1) Natural resources should not be subject to municipal tax before they are severed because 
it is tec, nically infeasible or impractical, and because taxation of an ore body before development 
takes pli ce will hamper development of the resource. The State Departments of Commerce and 
Economic Development, Natural Resources, Revenue and the Office of the State Assessor (CRA) 
hold this position.

A contrary view is:

(2) Taxation of resources in place before extraction takes place should be available to 
municipalities if the resource has a measurable value that can be demonstrated by accepted appraisal 
practices. Alaska Municipal League and Alaska Assoc, of Assessing Officers takes this position.

What some municipalities now do
Several municipalities tax resources in various ways, but always at the point of extraction or 

in a manner where values are clearly demonstrated. In Ketchikan Gateway Borough, City and 
Borough of Sitka and Kodiak Island Borough, timber is a resource but most of it is owned by Alaska 
Native corporations exempt from taxation under federal law, and from local property taxation until 
development occurs. In other jurisdictions, such as Haines and Juneau, municipal assessors have not 
valued timber separately from surface estate.

Other marketable timber in Southeast Alaska is outside local government areas. Until 1986 mining 
claims were assessed at a flat $200 for every 20 acres. After 1986, mining claims were to be valued 
at their full and true value, but in practice, values were based on the value of surface holdings, with 
no regard to subsurface resources.

Four boroughs that encompass large areas, including mineralized regions, do not have property 
taxes: Northwest Arctic, Aleutians East, Lake & Peninsula and Denali. However, Kodiak and the 
Denali Borough have resource excise taxes that tax as the resource as extracted. Kodiak’s tax applies 
mainly to fish and timber, but it broad enough to apply to minerals as well. Denali Borough has a 
specific resource extraction tax levied on coal — $.05 cents per ton of production, and gravel, $.05 
cents per cubic yard of production. (Continued page 8)
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Problems of assessing natural resources
(Corn'd from page 5) One problem municipalities face in imposing taxes on resources in place 

is administrative cost. Appraisals require expertise in several professional fields, and the going rate 
for these kind of services in $ 150/hour. If several natural resources in a municipality were to be 
appraised, it would be extremely expensive. An alternative would be for the state to perform a 
uniform appraisal, similar to the process now used for oil and gas properties subject to the state oil 
and gas property tax. Both municipalities and the state levy property taxes cn petroleum facilities 
(the local tax is credited against the state tax by the taxpayer) but the valuation is done by the state.

If resource-in-place taxes were to be allowed, private industry might prefer this approach 
because it would avoid a patchwork of different appraisal methods used across the state. Uniformity 
in the state assessor’s full value determination, for school revenue sharing, might also require it. More 
serious is the problem of actual establishing value.

Robert Paschall, a consultant retained by both the state and the Northwest Arctic Borough to 
do assessments of the Red Dog Mine, noted that metallurgical problems being experienced by 
Cominco Alaska, the operator, would result in the value of the ore body dropping from $ 100 million 
to $30 million. In two to three years, when those problems are solved, the value would increase again 
to $ 100 million. Dramatic swings which are typical in world metals prices will also affect the in-place 
value of ore reserves. Obviously, such fluctuations in assessed value would make property tax 
collections very unpredictable, and add uncertainty to annual state school revenue-sharing.

Northwest Arctic example portrays the ’uncertainties'
An illustration of how this would affect the Northwest Arctic Borough: If the approximate 

state Full Value Determination for Northwest Arctic Borough is $446,850,000, the addition of $100 
million to its tax base would increase its Full Value Determination by 22 percent, resulting in a 
decrease of $400,000 in annual school funding. Against this uncertainty, timber presents a different 
issue. Timber is easier to value because it can be seen and measured, although market prices can also 
be volatile, and in-place value is also affected by its location (more remote, difficult to access stands 
would have higher costs, thus lower in-place values).

What other states do
Thirty one states can legally tax natural resources in place but only 12 states actually do it, 

in varying ways. Arizona, Colorado, Indiana, Kentucky, Michigan, Mississippi, Missouri, South 
Dakota, Texas, Virginia, West Virginia and Wisconsin now have different forms of resource in-place 
taxes. Nineteen states exempt natural resources in place from property assessments.

States that do have active resource in-place taxes have resources sufficient to generate the revenue 
to justify staff and expenditure. Arizona and Kentucky are very active, but both centralize the 
assessment function with state government, to assure uniformity. Kentucky assessed and taxes at the 
state level, then passes the revenues through the local governments. Arizona provides assessments
to local governments, which then levy the tax. .° 7 (Continued next page 9)
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Sales approach to value hard to "vertify"
(Cont'd from page 8) In other states that allow in-place taxes, many rely on the market, or 

sales approach to valuation, a traditional method in real estates appraisal. But actual sales of resource 
properties are rare, hard to verify, and are often not comparable to other properties being assessed. 
Many states have mandatory sales disclosure laws, which requires sale prices to be provided to 
assessment offices. Still, sales data is considered generally inadequate to reliably assess resource 
properties. Generally, many states that allow in-place taxes disregard them because of lack of reliable 
data. In Canada, resource taxation is generally similar to that of the U.S. Resource development 
projects are subject to federal, provincial and local taxes in the form of income and severance taxes.

A complex impact on projects
The Department of Commerce and Economic Development pointed out that states with the 

highest taxes, including in-place taxes, offer more in the way of infrastructure for industrial 
development than does Alaska. Alaska mining operators now pay a mining license tax, state 
corporate income taxes, and rents and royalties, such that the total burden on mining places Alaska 
in the upper 1/3 of states with taxes on mining. The department also said: “A tax on unmined, in- 
place reserves would seriously penalize a company for pursuing the sensible, longer-term, in-depth 
approach to evaluation of an ore body. Companies now often take a slow methodical approach to 
proving up properties. A tax might discourage programs to define reserves. Instead such a tax might 
encourage a company to make a quicker, less-informed decision that could result in costly mistakes 
or, just as bad, the abandonment of a good project that simply needed more work to demonstrate its 
economic viability." DCED also questioned whether a tax on standing timber would encourage 
premature harvesting of the resource to avoid taxes, or otherwise distort harvest planning based on 
market criteria.

Comments from state agencies included in the C&RA study
The State Assessor pointed out that, based on the Red Dog experience, the complexity of 

valuing ore bodies is beyond the experience of local governments and state agencies in Alaska. 
Alaska Municipal League contested this assertion, and said that Alaska assessors are capable of 
valuing resources if market criteria can be developed. If minerals are to be taxed, the state assessor 
said, “proven reserves” should be the criteria and the assessment function should be centralized in 
state government. Municipal League also opposed this: “Only the state perceives a problem with 
current assessment practices. Municipalities do not want the state to determine local values or 
increase the regulation of local taxation,” AML said in correspondence to the C&RA study team.

The state assessor also said the state docs not now have adequate staffing or trained personnel to 
undertake a central assessment task. Alaska has other problems, the assessor pointed out: Adequate 
maps and complete property ownership information are not available. Municipal League said: “The 
question of taxation refers only to known natural resources that have measurable market value. The 
broad definition of in-place natural resources includes known and unproven deposits o f material that 
may not have any measurable market value. By definition, ad valorem taxation is based on value. 
No value - no tax.

(C o n t in u e d  o n  p a g e  10)
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Other thoughts: "Community tax inequities will remain"
(Cont'd from page 9) There are other perspectives in the shadows of debate over taxation of 

resources "in place." One such issue is the inequities between "haveand "have not" Alaska local 
governments . Some have rich tax bases, some have little, some no hopes of a tax base. Naturally, 
every local government is looking for a high value/per capita industrial tax base. However, Alaska 
has many local governments with marginal tax bases, and even whole regions denied choice of real 
local government because they have no hope of a tax base. The resources "in place" tax issue is an 
initiadve by some local governments looking for badly needed tax resources. As a matter of principle 
they would like to bring their fellow governments along for the philosophical ride. However, as the 
Alaska map fills up with local governments, these local governments wil l sooner or later turn to look 
at each other, and examine the sizable tax inequiuta between them.

Industrial tax base sharing ?
If inequides become glaring enough there may well be a movement to construct a kind of state 

law provision that would allow 'have not' local communities to share in die benefits of a defined state 
industrial tax base. The problem with industrial and resource tax wealth is they tend to center on a 
few areas. In terms of philosophy, a tax sharing provision would be a cousin to what Congress 
constructed in the controversial 7(i) feature of federal nadve land claims legislation, a provision that 
requires the sharing of a portion of resource revenues between all corporations..

There is already a great disparity of tax wealth between Alaskan communities. For example, 
the North Slope Borough may well be the richest local tax base in the North America. In 1990 the 
North Slope Borough was at the top of the Alaska tax value list with a value of $ 1.53-million per capita 
toil property). At the bottom of tax value cities was Hooper Bay with $8,943 per capita. Second in 
value in 1990 was the City of Valdez at $280,739 per capita (oil transp facilities), followed by other 
boroughs and cities with some measure of industrial tax value, such as the Kenai Borough with 
$86,111 per capita (oil facilities), Bristol Bay Borough, $92,566 per capita (fish plants), Sitka and 
Ketchikan (pulp plants) with $54,349 and $63,597 per capita. However, the new Aleutians East 
Borough has only $32,077, and the Lakes and Peninsula Borough has $34,447. Municipalities with 
virtually no industrial base generally fall between $25,000/545,000 per capita. Fairbanks and 
Anchorage are only in the $42,000/per capita range, but these two communities are commercial 
centers that, should need require, have potential access to high yield revenue through a sales tax. A 
sales tax in St. Mary’s, Hooper Bay, Dillingham, or Nome offers no similar high yield.

Direct resource tax load and trade "contradictory" ? ? ?
Another perspective --a direct resource tax load and international trade may not mix. 

Remember taxes must generally be "uniformly applied." One resource may be able to stand a tax load, 
while another bound into extremely competitive international markets cannot stand a high tax load. 
A government may not be able to legally differentiate. Some economists suggest that the term "Pacific 
Rim" trade, with regard to any expectation of very high resource royalty or tax yield, is simply an 
economic contradiction. The increasingly competitive world trade market suggests that taxes, other 
than taxes related to management and environmental cost, must come from indirect taxation, from 
income taxes and sales taxes, not from a front end load on the product.



One o f  our year long feature, issues I

Can resources pay tax load, 
or must people pay taxes too ?
T h ro u g h o u t  1992 we will exam ine  the ongoing issue o f  expanding  the state’s tax base. 

A laskans are  fond o f  talking about the need to d ivers ify  their econom y. Implied in this rhetoric is 
the suggestion  that som ehow  'new revenues ' associa ted  with this diversif ication will replace lost oil 
revenue.

T he  reality  we will d iscuss throughout the year is w he ther  it is realistic for Alaska to expect 
that m any  o ther  resources can really be taxed directly, o r  pay royalties that provide significant 
revenue. S om e types o f  resources m ay only be able to afford to pay for their  ow n  m anagem ent and 
som e social and rehabilita tion costs. This  discussion will surface in termittently  throughout our 
publication yea r  in Legislative Digest. W e do not suggest that o ther  resources should be 'taxless,' but 
we will exp lo re  w hether  there are o ther  resources that can replace skidding petroleum  production 
revenue earn ings. At the bottom  o f  this review  is the reality o f  w he ther  we can add m uch tax load 
to natural resources  that a lready carrying high Alaska production  costs, and still expect to be 
com petit ive  in the m arket --especially  international m arkets. Facing  tough international com peti­
tion, som e  resources  will only be able to pay payroll, but will em p loy  people w ho  will, in turn, pay 
taxes for pub lic  services.

In this context we will discuss:

(1) Where other states get their taxes?

(2) Keeping state and local taxes separate!

(3) Problems with direct resource taxation.

(3) The stake of the business community in insuring that the
state over the long-haul adopts a ’fair" agenda of taxes.

(4) The stake of the citizen and local communities in insuring
that Alaska adopts a fair tax agenda, that avoids the kind
of tax competition and loading that has occurred in other states!

(5) Public understanding of direct resource tax load and the ability
of high cost Alaska to compete in the international market.




