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February 12,2004 MCRA testimony

1 thank the House for agreeing to take SB 63 out of SB 183. The version included in SB 183 was 
incomplete because It did not address property taxation in the event of incorporation and had 
technical difficulties in that it unnecessarily restricted properly a sessment and collection of 
taxes. The tax levy is the important consideration. Tax collection can only occur after the levy.
It docs not need to be included in this legislation. Property value assessment must be allowed 
any time as part of boundary change discussions in order to evaluate the cost benefits of the 
proposed action.

Today, I ask you to support CSSB 63 (STA) with or without the transition language in the title 
and in sections 1,2,4,6, and 7. The Local Boundary Commission’s 2004 Report to the 
Legislature includes support ror this bill without the language granting the LBC explicit powers 
to determine appropiiate transition measures if this language jeopardizes the bill’s passage. The 
important provisions arc in Sections 3 and 5.

SB 63 eliminates long-standing ambiguities in existing law regarding when newly incorporated, 
annexed, and detached properties are subject to municipal property taxes. This committee 
identified the need to resolve this issue as it debated Homer’s annexation proposal in 2002. The 
Local Boundary Commission has requested legislative resolution for at least the past four years,

A.S 29.45.110 establishes January 1 of the assessment year as the date properties shall be valued.
T he statutes require municipalities to determine the rate of levy before June 15 and to mail tax 
statements setting out the levy by July 1. These deadlines prevent municipalities fron evying 
taxes in the same year for any annexation or incorporation that becomes effective after July 1.
T he question remains whether they can disrupt the established schedule to immediately tax 
properties annexed or incorporated between Januaiy 1 and July 1, To complicate the situation, 
the Local Boundary Commission is given broad powers to place conditions on boundary 
changes, but there is no clear authority lor it to decide property tax jurisdiction. This is a policy 
issue and is belter resolved through legislation than by the LBC on a case by case basis, or by 
dragging it through the courts.
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Clarifying by statute, in eases of incorporation, annexation, and detachment, that property taxes 
accrue in full each year on January 1 is consistent with existing policies and procedures across 
die state for assessing property and adding new property to tax rolls. Jt is a practical approach 
that will simplify the transition planning process and be less disruptive to the affected 
governmental units and individual taxpayers. It is the approach the Mat-Su Borough has 
consistently used in all its annexations, and they have completed more than anyone else.

It is important to note that with many annexations and incorporations, there is a corresponding 
simultaneous detachment from another governmental unit. Using January 1 as the cutoff date to 
establish value and jurisdiction provides less disruption to that municipality's budget process and 
service delivery plans. This is a better approach than pro-rating taxes between governments for 
the remainder of the tax year because many services arc provided on an arca-wido basis, the cost 
of which will not decrease proportionately to the territory affected by the simultaneous boundary 
change. It is also a better approach because municipal governments have flexibility to establish 
levy dales and payment cycles within the statutory limits and are often on different fiscal and 
budget preparation cycles which makes pro-rating taxes cumbersome and disruptive.

Taxpayers expect property assessments and tax bills on an orderly schedule. The January 1 
assessment date is the effective date for property tax liability. That Alaska statutes allow up to 
six months to mail the bills is a practical necessity for sufficient time to create an assessment roll, 
notify property owners, consider adjustments, conduct board of adjustment hearings, develop 
annual budgets, certify the roll, set an appropriate levy, and prepare the tax bills. This schedule 
also allows taxpayers time to set aside sufficient funds to pay their bills. is not fair to surprise 
them with a big change in the middle of the assessment calendar.

If the LBC were allowed to direct municipalities to levy taxes on properties within their 
jurisdiction as of any date other than January 1, serious conflict could arise, Exactly how close 
the effective date of a boundary change could crowd the tax mailing dale is too open a question 
to leave unresolved unlit well into the petition analysis, Furthermore, realistic revenue 
projections are necessary at the beginning of the process for responsible evaluation and transition 
planning.
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Some people have argued that this approach is unduly conservative and punitive, especially for 
areas undertaking incorporation because they will be required to immediately provide services 
for which they have no funding. After analyzing the consequences of trying to accommodate 
special situations, I realized that the conflicts created by more flexible approaches defeat their 
pnqxjsc, Municipalities arc not expected to immediately provide the host of services typically 
associated with government, Anticipated services and delivery timelines should be made clear to 
everyone early In the consideration to incorporate or annex territory,

it is important to note that municipalities have revenue sources other than property taxes. An 
siren deemed appropriate for incorporation or annexation has demonstrated sufficient economic 
and human resources to support government. Sales taxes could serve as an initial source of 
funding for government services while a municipality builds a solid financial foundation. 
Organized boroughs may loan money to newly inc poratcd cities similar to a loan made by the 
iCenai Peninsula Borough to a service area formed in October, 2000, for which the borough did 
not levy taxes until June, 2001. The state offers significant financial incentives, including a 
$600,0(H) organizational grant, to areas of the unorganized borough willing to incorporate. Such 
payments would help bridge this revenue gap.

('(ear guidelines for municipal taxation authority will promote orderly municipal growth and will 
reduce the stress and contention associated with boundary changes. Please support CSSB 63 
(STA), as amended to remove the transition language if necessary, so everyone understands the 
revenue rules before becoming involved man annexation, detachment, or incorporation 
procedure.

Thank you for your consideration.

Mary Griswold 
P.O. Box 1417 
Homer, Al< 99603 
235-3725
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CSSB 63(STA) “An Act relating to 
transition provisions related to 
municipal mergers, 
consolidations, dissolutions, 
reclassifications, annexations, 
detachments, and 
incorporations; and relating tr 
municipal property taxation in 
annexed, detached, and newly 
incorporated areas.'”
Thu fundamental purpose of CSSB 63(STA) 
is to eliminate long-standing ambiguities in 
existing law regarding when newly incorpo­
rated, annexed, and detached properties 
are subject to municipal property taxes. 
Sections 3 and 5 of the bill accomplish that 
fundamental purpose.

To ensure that the provisions of Sections 3 
and 5 not be construed as limitations on 
the discretion of the Local Boundary Com­
mission to determine appropriate transi­
tion measures for municipal incorporation, 
annexation, and detachment, Sections 2, 4, 
and 5 were added. In view of those addi­
tions and to maintain existing substantial 
uniformity ill State law regarding all deci­
sion-making actions of the Commission, 
language paralleling the provisions of 
Sections 2, 4, and 6 were added to other 
matters under the jurisdiction of the Com­
mission (i.e., city reclassifications, munici­

pal merger, consolidation, and dissolution). 
Those additions ware set out in Sections 1, 
6, and 7 of the bill.;

I
On May 5. 2003, CfcSD 63(STA) passed the 
State Senate by a \inanimous vote of all 
members present ((18 voted in favor of the 
bill, one Senator wfis excused and one 
Senator was absent). The Local Boundary 
Commission supported the bill, which is 
currently before th^ House of Representa­
tives for review. '•

tl
In December 2003, Representative Paul 
Seaton reposted that the Commission 
support the bill witjhout the language 
relating to transition provisions. He ob­
served that the Commission already has 
the power to emend petitions and impose 
transition requirements for boundary 
changes. He stated that while codifying 
those powers in atfltutcjwould create addi­
tional clarity, romdving the provisions from 
the bill would not diminish the 
Commission’s ability to effect reasonable 
boundary change^ He is of the opinion 
that the transitional language in the bill 
may jeopardize its jpassage. Therefore, he 
requested that the 'Commission support a 
change in title of the bill and removal of 
the language referring to transition provi­
sions and powers olf the Commission. He 
concluded that thitj compromise could 
enable passage of a final resolution of the 
municipal property tax issue.
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The CommiBtiion concurs with the conclu­
sions and recommendations made by Rep­
resentative Seaton and encourages 
amendment and passage of the bill as it 
relates to municipal property taxation in 
annexed, detached, and newly incorporated 
areas; i.e., the provisions in Section 3 and 
5 of the bill.

HB 38 “An Act relating to 
mergers and consolidations of 
municipalities."
Tliis bill alters existing laws governing 
merger and consolidation of municipal 
governments (cities and boroughs). Its 
provisions are identical to those passed by 
the Legislature in 2002 as SCS 
CSHB 2%(JUD). That bill was opposed by 
the DCED and LRC and vetoed by the 
Governor.

Section 1 of the bill imposes a requirement 
that signatures on h voter-initiated local 
option petition for merger or consolidation 
of municipal governments must be gath- 
erod within a 365-day period. Currently, 
there is no time limit on the gathering of 
signatures.

Section 2 adds a new subsection to AS 
29.08.100 dealing with a local option peti­
tion for merger or consolidation of a bor­
ough and more than one city within that 
borough. It requires the petition to propose 
one of two results if it is approved by voters 
in the borough area outside the cities pro­
posed to be merged or consolidated but is 
not approved by voters in each of the cities. 
The two options aro: (1) the entire proposal 
is defeated, or (2) the proposal is partially 
approved and the borough is merged or 
consolidated with the cities in which the 
proposal has been approved.

1 Section 3 amends existing law. It requires 
that a majority of the votes in each of the 
municipalities proposed to be merged or 
consolidated through the local option pro­
cess must favor merger or consolidation in 
order for it to be approved.

Votes on a proposal to merge or consolidate 
a borough and onb or more cities within 
that borough must be tabulated as follows:

I. in the borough area outside of each city 
j in that borougjh proposed to be merged 
j or consolidated, and

! 2. in each of the cities in the borough 
proposed to be merged or consolidated.

If one or more mvmicipalitiea outside of the 
borough are also included within the pro­
posal, in each of those other municipalities 
a Bcparate tabulation must be made for 
that area.

The bill provides:that the proposal is de­
feated if it ia not separately approved in the 
borough outside Of the cities in that bor­
ough that are proposed to be merged or 
consolidated. If municipalities outside of 
the borough are Included in the proposal, it 
is also rejected if not approved in those 
other municipalities.

Tf the proposal ia not approved in one or 
more of the cities within the borough that 
are proposed to be merged or consolidated 
but is otherwise approved in each of the 
areas separately tabulated, the proposal is 
either entirely defeated or partially ap­
proved as specified in the petition under 
the new provision set out in Section 2.

Lastly, Section 3 states that the provisions 
in the amended law arc intended to be 
consistent with the voting requirements for 
annexation specified in AS 29.06.040(c)(1).
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HOUSE CS FOR CS FOR SENATE BILL NO, 63(CRA)

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION

B Y  T H E  H O U S E  C O M M U N I T Y  A N D  R E G I O N A L  A F F A I R S  C O M M I T T E E

Offered:

Referred:

Sponsor(s): S E N A T E  C O M M U N I T Y  A N D  R E G I O N A L  A F F A I R S  C O M M I T T E E

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to municipal property taxation in annexed and detached areas and to 

mergers and consolidations of municipalities; requiring a municipal initiative or 

municipal referendum to be submitted to the voters at the next regular election 

occurring not sooner than 60 days after certification of the initiative or referendum 

petition; and providing for an effective date."

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

:f: Section 1. AS 29.06 is amended by adding a new section to read:
Sec. 29.06.055. Property taxes in annexed or detached areas, (a) Unless 

the annexation takes effect on January 1, the municipality may not assess, levy, or 
collect property taxes in an annexed area before January 1 of the year immediately 
following the year in which the annexation takes effect.

(b) If an area is detached from a municipality, all property taxes that are levied 
by that municipality on property in the detached area based on an assessment that

-1- HCS CSSB 63(CRA)
N ew  T e x t  U n d e r l i n e d  [DELETED TEXT BRACKETED]
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occurred before the effective date of the detachment remain valid. AS 29.45.290 -
29.45.500 apply to the enforcement of those taxes.

* Sec. 2. AS 29.06.100(a) is amended to read:
ta) Residents of two or more municipalities may file a merger or consolidation 

petition with the department. The petition must be signed during a period that does 
not exceed 365 consecutive days by a number of voters of each existing municipality 
equal to at least 25 percent of the number of votes cast in each municipality's last 
regular election.

* Sec. 3. AS 29.06.100 is amended by adding a new subsection to read:
(c) A petition for the merger or consolidation of a borough and more than one 

city within that borough shall provide that, if the proposal is approved by a majority of 
the votes in the borough area outside of the cities proposed to be merged or 
consolidated but is not approved by a majority of the votes in each of the cities,

(1) the entire proposal is defeated; or
(2) the proposal is partially approved and the borough is merged or 

consolidated with the cities in which the proposal has been approved.
* Sec. 4. AS 29.06.140(a) is amended to read:

(a) The Local Boundary Commission shall immediately notify the director of 
elections of its acceptance of a merger or consolidation petition. Within 30 days after 
notification, the director of elections shall order an election in the area to be included 
in the new municipality to determine whether the voters desire merger or 
consolidation. The election shall be held not less than 30 or more than 90 days after 
the election order. A voter who is a resident of the area to be included in the proposed 
municipality may vote. Unless the proposal includes the merger or consolidation 
of a borough and one or more of the cities within that borough, if a majority of 
the votes in each of the municipalities proposed to be merged or consolidated 
favors the merger or consolidation, the proposal is approved. Votes on a 
proposal that includes the merger or consolidation of a borough and one or more 
of the cities within that borough shall be separately tabulated as follows: (1) in 
the borough area outside of each city in that borough proposed to be merged or 
consolidated: (2) in each of the cities in the borough proposed to be merged or

WORK D R A FT WORK D R A FT 23-LS0489\S
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1 consolidated; and (3) if one or more municipalities outside of the borough are
2 also included within the proposal, in each of those other municipalities. The
3 entire proposal is defeated if it is not separately approved in the borough outside
4 of the cities in that borough that are proposed to be merged or consolidated and,
5 if municipalities outside of the borough are included in the proposal, in those
6 other municipalities. If the proposal is not approved in one or more of the cities
7 within the borough that are proposed to be merged or consolidated but is
8 otherwise approved in each of the areas separately tabulated, the proposal is
9 either entirely defeated or partially approved as provided in the petition under

10 AS 29.06.100(c). This subsection is intended to be consistent with the voting
11 requirements for annexation specified in AS 29.06.040(c)(1).
12 * Sec. 5. AS 29.26.170(a) is amended to read:
13 (a) Unless substantially the same measure is adopted, when a petition seeks an
14 initiative votea the clerk shall submit the matter to the voters at the next regular
15 election occurring no sooner than 60 [45] days after certification of the petition. [IF
16 NO REGULAR ELECTION OCCURS WITHIN 75 DAYS AFTER THE
17 CERTIFICATION OF A PETITION, THE GOVERNING BODY SHALL HOLD A
18 SPECIAL ELECTION WITHIN 75 DAYS, BUT NOT SOONER THAN 45 DAYS
19 AFTER CERTIFICATION.]
20 * Sec. 6. AS 29.26.170(b) is amended to read:
21 (b) If the governing body adopts substantially the same measure, the petition
22 is voida and the matter initiated may not be placed before the voters.
23 * Sec. 7. AS 29.26.180(a) is amended to read:
24 (a) Unless the ordinance or resolution is repealed, when a petition seeks a
25 referendum votea the clerk shall submit the matter to the voters at the next election
26 occurring no sooner than 60 [45] days after certification of the petition. [IF NO
27 ELECTION OCCURS WITHIN 75 DAYS OF CERTIFICATION OF A PETITION,
28 THE GOVERNING BODY SHALL HOLD A SPECIAL ELECTION WITHIN 75
29 DAYS, BUT NOT SOONER THAN 45 DAYS AFTER CERTIFICATION.]
30 * Sec. 8. The uncodified law of the State of Alaska is amended by adding a new section to
31 read:

WORK D R A FT WORK D R A FT 23-LS0489\S

I -3- HCS CSSB 63(CRA)
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i

1 APPLICABILITY. The amendments to AS 29.06.100 in secs. 2 and 3 of this Act do
2 not apply to a merger or consolidation petition filed with the Department of Community and
3 Economic Development before the effective date of secs. 2 and 3 of this Act. The amendment
4 to AS 29.06.140(a) in sec. 4 of this Act does not apply to an election held as a result of a
5 petition filed with the Department of Community and Economic Development before the
6 effective date of sec. 4 of this Act, and AS 29.06.140(a) as it read before the effective date of
7 sec. 4 of this Act applies to that election.
8 * Sec. 9. Section 1 of this Act takes effect immediately under AS 01.10.070(c).

WORK D R A FT WORK D R A FT 23-LS0489\S
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| munition plans should be 1 
subject to amendment by the J 
Qonanlnton following a pub- j 
le  hearing on the proposal.30 |

The Commlaalon emphasizes J 
that there are suitable cheeks j 
and balances on the author- j 
ity or the Commission. Ac- I

I

tlons that come before t l e 
Commission are: (1) Initiated 
by all property owners an 
residents of (he affected area. 
(2) subject to approval by tl 
voters of the affected areji, 
and/or (3) subject to tacit 
approval by the Legislature

The Commission offers the 
following draft language for 
consideration as a means to 
Implement the proposed 
change. The draft language 
offered by the Commission 
would provide for the enact­
ment of a new section as AS 
44.33.830 to read as follows:

AS 44.33.830. T ransition  Plan, (a) A petition for change Involv­
ing incorporation, annexation, detachment,
dissolution, or city reclassification shall include a transition plan. 
The transition plan shall set out a  practical proposal to implement 
the proposed change through the assumption, transfer, or surren­
der of relevant powers, duties, assets, and liabilities of affected cit­
ies, organized boroughs, an6Fservice areas of the unorganized 
borough. The transition piarlm ayprovlde for the assessment, levy, 
and collection of property taxe^-by a  city or organized borough on a 
prorated basis in the area of change for th i remainder of the tax 
year following the change, notwithstanding / & 29.45.110(a) and AS 
29.45.120(a). The transition plan may provide for other measures 
reasonably necessaiy to implement the proposed change.

merger, consolidation,

(b) The transition plan shall be pr 
with officials of affected cities, organized bon 
eas of the unorganized borough. If such offici 
opportunities for consultation, the transition 
in the petition without such consultation.

(c) The local boundary  commis 
transition plan following a public hearing on

spared in consultation 
oughs, and service ar- 
als decline reasonable 
plan may be included

iion may am end the 
the petition. .

(d) A transition plan included in a 
local boundary commission takes effect only 
proval of the petition under AS 29.04, AS 
44.33. A transition plan included in a  petiti<j> 
the force and effect of law. n

petition approved by the 
after any requisite ap- 
9.05, AS 29.06, or AS 
n that takes effect has
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SB 63 HCRA 5/16/03
S u x  S .'i 'a

la i
1 just heard that HCRA has concerns about the language addressing in 
added to the original SB63. I think it is very important to leave this 
incorporation language protects taxpayers in newly incorporated areas 
taxpayers in newly annexed areas. Further, if it is not included, it is n< 
docs intend to do about taxation in incorporated areas. The ambiguity 
Incorporations should be treated the same way as annexations. 1 helpejd 
know enough to include incorporations at that time. That is why they

corporation and transition 
guage in the bill. The 

just like it protects 
ot clear what the legislature 
would not be removed.

draft this bill and did not 
vcrc not addressed.

The transition language docs not give the LBC any additional power, 
the LBC can already do.

This bill restricts the LBC's power and is very different from what the 
the ambiguity in its last two reports to the legislature. The LBC would 
these issues in the transition plan, where it could oversee the pro-ratior 
See the LBC Report to the Second Session of the Twenty-Second Alai i 
29.1 do not think this is a reasonable approach. That’s why 1 worked 
you. I was relieved, but a little surprised, that the LBC endorsed it urn

t merely describes what

LBC proposed to resolve 
have preferred to resolve 
or assignment of taxes, 

a State Legislature, page 
I ard to put SB63 before 
animously.

As much as I would like to see CSSB 63 passed this year, I hope you 
over the interim if you have problems with it as amended. I think the 
Substitute is excellent.

V'ill keep it in committee 
Senate Committee

Please let me know if I might help convince the committee to move it ;is presented.

Sincerely,

Mary Griswold 
P.O. Box 1417 
Homer, AK 99603 
235-3725 
mgrt@xyz.net A

mailto:mgrt@xyz.net
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Representative Carl Moigan
State Capitol Building, Room 408 

Juneau, AK 99801 
907-465-3882

Sectional Analysis 
HCS CSSB 183 (CRA)

Section 1

Encompasses language from Sli 63
Relating to municipal property taxation in annexed and detached areas.

The issue was raised as an item of concern during the legislative hearings on the 
City of Homer’s Annexation, discussed in 2002 during the 22'ul Legislative Session. The 
annexation was effective in March, but the question of when a tax levy would be applied 
was uncertain.

This section of the bill provides that a tax may not be assessed or levied before 
January I of the year immediately following the annexation or incorporation. An 
exception would be if the annexation were effective on January Is1 of that year.

For detached areas, this section clarifies that taxes levied on property prior to the 
date of the detachment remain valid.

Sections 2 through Sections 4.

Relates to HB 38 relating to mergers and consolidations of municipalities

Title 29 allows municipalities to merge by consolidation or unification. Through 
the years many communities have attempted to merge tin ugh this process, some 
successfully, some not so successfully. It is through those efforts that deficiencies in fair 
voting practices surrounding municipal mergers have come to light,



Sectional Analysis 
lICS CSSB 183 (CRA) 
Pg.2

HB 38 seeks to establish a more fair and timely process in the petition and 
election of municipal mergers by limiting the time allowed for gathering signatures as 
well as setting clear requirements for how the outcome of the election is to be 
determined.

Section 5

Encompasses all of the language from CSSB183 (STA) authorizing certain 
boroughs to use revenue collected on an areawide or non-areawide basis for economic 
development.

Current state law places a limitation on second-class boroughs with respect to 
expending funds designated for economic development.

Second-class boroughs may only use these funds on a non-areawide basis. This 
means that the Fairbanks North Star Borough can only deploy these funds on projects 
located outside the city limits of Fairbanks and North Pole.

Section 6

Relates to HB 38

APPLICABILITY. Statins, that sections 2-3 do not apply to a merger or 
consolidation petition filed with DCED before the effective dale.
And, section 4 does not apply to an election held as a result of a petition filed with 
DCED before the effective date of this act.



Senator Thomas H. Wagoner
Co -Ch a ir , S en ate  T ransportation  Co m m ittee
V ice -C h a ir , S en a te  R eso u rces Co m m ittee
V ice-Ch a ir , S en a te  Com m un ity  and  R eg io n al A ffa ir s  Co m m ittee

A l a s k a  S t a t e  L e g i s l a t u r e

DATE: February 5, 2004

TO: Rep. Carl Morgan, Chair
House Community & Regional Affairs Committee

/ /FROM: Senator Tom Wagoner / "

RE: CS SB 63 Hearing Request

I respectfully request that you schedule this bill for a hearing in your committee at your 
earliest convenience.

As you know, this bill is at the direct request of the Local Boundary Commission as a 
result of issues raised during the Homer annexation process last legislative session.

I am previously submitted information for your bill packet.

Thank you for your time and consideration.

Stale Capitol, Room 427, Juneau, AK 99S01 Telephone 907/465-2828 Fax 907/465-4779
S er v in g  T . ie  K en a i P en in su la
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Alaska State Legislature
H o u s e  C o m m i t t e e  o n  C o m m u n it y  a n d  r e g i o n a l  A f f a i r s

Representative Carl Morga
State Capitol Building, Room 408 

Juneau, AK 99801 
907-465-3882

Date: May 8, 2003

To: Tam Cook, Director
LAA Legal Services

RE: SB 63 Legal Opinion

Tam,

Could you please provide me with a legal opmion on SB 63 "An Act relating to transition 
provisions related to municipal mergers, consolidations, dissolutions, reclassifications, 
annexations, detachments, and incorporations; and relating to municipal property taxation 
m annexed, detached, and newly incorporated areas."

I am concerned that this bill broadens the authority of the LBC in any way. My concern 
comes from the current authority in statue and the broad authority given the LBC through 
regulation.

This bill may be brought in the House Community and Regional Affairs Committee next 
week: I would like to see what your opinion is prior to this meeting. I know you are very 
busy as the session draws near, but I do need this at the earliest convenience and would 
greatly appreciate you help.

Thank you for you assistance, 1 look forward to you opinion. If you have any questions 
please contact my staff Sue Stancliff at #3882.



L E G A L  S E R V I C E S
D IV IS IO N  O F  L E G A L  A N D  R E S E /  R C H  S E R V I C E S  

L E G I S L A T IV E  A F F A I R S  A  ' E N C Y  
(907) 465-3867 or 465-2450 S T A T E  O F  A L A S K A  State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329

M E M O R A N D U M May 9, 2003

SUBJECT: Property taxation and transitional provisions in new municipalities 
or municipalities v/ith boundary changes (CSSB 63(STA))

TO: Representative Carl Morgan
Co-chair, House Community and Regional Affairs Committee

FROM: Tamara Brandt Cook 
Director f \ V

You ask whether CSSB 63(STA) increases the power of the Local Boundary 
Commission. Bill secs. 1, 2, 4, 6 and 7 explicitly permit the commission to impose 
transitional provisions when a municipality incorporates or undergoes various types of 
boundary changes. However, this is probably not an expansion of the power of the 
commission in these situations because the commission most likely enjoys the implied 
power to address the transitional measures that are necessary to accomplish the boundary 
changes that are authorized by statute now.

Bill secs. 3 and 5 restrict the power of a newly created municipality to immediately 
impose property taxes and the power of a municipality that annexes territory to 
immediately impose property taxes in the newly annexed area. In sec. 5 there is also a 
provision that ensures that the taxes levied by a municipality in property before it is 
detached remain valid. The Local Boundary Commission may not change these 
transitional taxing provisions and, in that regard, the power o f the commission is reduced 
in this bill.

TBC:lmb 
03-185.lmb

CS SB 63 ( STA) Leg Legal Info



ALASKA STATE LEGISLATURE
Senate Community & Regional Affairs Committee

Senator Tom Wagoner, Chair

Official B u s i n e s s

S e n a t o r  R o b i n  Taylor, V i c e - C h a i r  

S e n a t o r  K i m  Elton 

S e n a t o r  G e o r g i a n n a  L i n c o l n  

S e n a t o r  G a r y  S t e v e n s

State Capitol, R o o m  4 2 7  

J u n e a u ,  A K  9 9 8 0 1 - 1 1 8 2  

P h o n e :  ( 9 0 7 ) 4 6 5 - 4 9 8 9

F a x :  (907) 4 6 5 - 4 7 7 9

Sponsor Statement 
CSSB 63 - MUNICIPAL ANNEXATIONS AND DETACHMENTS

This bill proposes new statutory language to clarify when a municipality may tax an 
area that was annexed. It also clarifies the question of property taxes in a detached area 
and in newly incorporated areas. Finally, it provides for specificity regarding that the 
Local Boundary Commission's authority in regards to transition provisions.

Currently, there is uncertainly with regard to the authority of municipal governments 
to levy property taxes in newly annexed territory, detached areas, and in newly 
incorporated areas.

The issue was raised as an item of concern during the legislative hearings on the City of 
Homer's Annexation, discussed in 2002 during the 22nd Legislative Session. The 
annexation was effective in March, but the question of when a tax levy would be 
applied was uncertain.

If adopted, the bill provides that a tax may not be assessed or levied before January 1 of 
the year immediately following the annexation or incorporation. An exception would 
be if the annexation were effective on January 1.

For detached areas, the bill clarifies that taxes levied on property prior to the date of the 
detachment remain valid.

The language regarding clarification of the authority of the LBC for transitions was 
inserted at the request of the Local Boundary Commission.

SS CSSB 63 S (F lo o r) 5 /03 : mj

Sponsor Statement



Senate Community & Regional Affairs Committee
Senator Tom Wagoner, Chair

ALASKA STATE LEGISLATURE

Sectional Analysis 
CSSB 63 - MUNICIPAL ANNEXATIONS AND DETACHMENTS

Amends existing statutes to authorize transition requirements by the 
Local Boundary Commission (reclassification of second class to first class 
city).

Amends existing statutes to authorize transition requirements by the 
Local Boundary Commission (petition procedure for municipal 
incorporation).

State Capitol, R o o m  4 2 7  

J u n e a u ,  A K  9 9 8 0 1 - 1 1 8 2  

P h o n e :  ( 9 0 7 ) 4 6 5 - 4 9 8 9  

Fax: (907) 4 6 5 - 4 7 7 9

Sec. 6

Sec. 7:

This is a new section to Title 29, specifying that newly incorporated 
property may not be assessed or property taxes collected before January 1 
of the year immediately following the year in which the incorporation 
takes effect. The exception is in the event that the incorporation takes 
effect on January 1.

Amends existing statutes to authorize transition requirements by the 
Local Boundary Commission as part of their authority.

This is a new section to Title 29, specifying that (a) annexed or detached 
property may not be assessed or property taxes collected before January 1 
of the year immediately following the year in which the action takes effect. 
The exception is in the event that the action takes effect on January 1, and 
(b) defining property tax allocation for detachments.

Amends existing statutes to authorize transition requirements by the 
Local Boimdary Commission (under "transition" section).

Amends existing statutes to authorize transition requirements by the 
Local Boundary Commission as part of their authority (for dissolution 
petitions).

SA CSSB 63 (STA) 5-02-03 mj

Sectional Analysis
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HOUSE CONCURRENT RESOLUTION NO.

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-THIRD LEGISLATURE - SECOND SESSION

B Y  T H E  H O U S E  C O M M U N I T Y  A N D  R E G I O N A L  A F F A I R S  C O M M I T T E E

Introduced:

Referred:

5
6
7
8 
9

A RESOLUTION

Suspending Rules 24(c), 35, 41(b), and 42(e), Uniform Rules of the Alaska State 

Legislature, concerning Senate Bill No. 63, relating to municipal property taxation in 

annexed, detached, and newly incorporated areas.

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

That under Rule 54, Uniform Pmles of the Alaska State Legislature, the provisions of 
Rules 24(c), 35, 41(b), and 42(e), Uniform Rules of the Alaska State Legislature, regarding 
changes to the title of a bill, are suspended in consideration of Senate Bill No. 63, so that the 
title will read: "An Act relating to municipal property taxation in annexed, detached, and 
newly incorporated areas."

-1-
N ew  T e x t  U n d e r l i n e d  [DELETED TEXT BRACKETED]



WORK D R A FT WORK DRAFT

2 3 - L S 0 4 8 9 \ X  

C o o k  

2 /11/04

WORK D RA FT

HOUSE CS FOR CS FOR SENATE BILL NO. 63(CRA)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-THIRD LEGISLATURE - SECOND SESSION

B Y  T H E  H O U S E  C O M M U N I T Y  A N D  R E G I O N A L  A F F A I R S  C O M M I T T E E

Offered:

R eferred:

Sponsor(s): S E N A T E  C O M M U N I T Y  A N D  R E G I O N A L  A F F A I R S  C O M M I T T E E

A BILL

FOR AN ACT ENTITLED

"An Act relating to municipal property taxation in annexed, detached, and newly 

incorporated areas."

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

* Section 1. AS 29.05.140 is amended by adding a new subsection to read:
(I) Unless the incorporation takes effect on January 1, the newly incorporated 

municipali'y may not levy property taxes before January 1 of the year immediately 
following the year in which the incorporation takes effect.

* Sec. 2. AS 29.06 is amended by adding a new section to read:
Sec. 29.06.055. Property taxes in annexed or detached areas, (a) Unless 

the annexation takes effect on January 1, the annexing municipality may not levy 
property taxes in an annexed area before January 1 of the year immediately following 
the year in which the annexation takes effect. However, notwithstanding other 
provisions of law, the municipality may provide services in the annexed area that are 
funded wholly or partially with property taxes during the period before the

-1-
N ew  T e x t  U n d e r l i n e d  [DELETED TEXT BRACKETED]

l i e s  CSSB 63(CRA)
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municipality may levy property taxes in the annexed area.
(b) If an area is detached from a municipality, all property taxes that are levied 

by that municipality on property in the detached area based on an assessment that 
occurred before the effective date of the detachment remain valid. AS 29.45.290 -
29.45.500 apply to the enforcement of those taxes.

HCS CSSB 63(CRA) -2-
N ew  T e x t  U n d e r l i n e d  [DELETED TEXT BRACKETED]
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A L A S K A  S T A T E  H O U S E  O F  R E P R E S E N T A T I V E S

Representative Carl Morgan, Chair
Representative Kelly Wolf, Vice Chair 
Representative Tom Anderson 
Representative Ralph Samuels 
Representative Pete Kott 
Representative Sharon Cissna 
Representative Albert Kookesh

Alaska State Capital, Room 408
Juneau, AK 99801-1182 

Telephone: (907) 465-3882 
Fax: (907) 465-4527 

representative_carl_morgan@legls.state.ak.us

H O U S E  C O M M IT T E E  O N  CO M M U N ITY  A N D  R E G IO N A L  A F F A IR S
Representative Carl Morgan, Chair 

AGENDA
State Capital 124 
February 19, 2004 

9:00 am -  10:00 am

• Call to Order

• SB 63 - MUNICIPAL ANNEXATIONS AND DETACHMENT

• Next meeting announcements - HB 431 Municipal Dividend Program next Thursday

• Adjourn

.N:\Hcp MurijiiiiU It ,\ I 'm nniiltcc ;i< luub  112-1')-() Mine

mailto:representative_carl_morgan@legls.state.ak.us


Alaska State Legislature

State Capitol, R o o m  4 2 8  

Juneau, A K  9 9 8 0 2  

P h o n e :  4 6 5 - 2 6 8 9  

Fax: 4 6 5 - 3 4 7 2  

Toll F r e e  (800) 6 6 5 - 2 6 8 9

Representative_Paul_Seaton@legis.state.ak.us

3 4 5  W .  Sterling H w y .  

Suite 1 0 2 B  

H o m e r ,  A K  9 9 6 0 3  

Phone: 2 3 5 - 2 9 2 1  

Fax: 2 3 5 - 4 0 0 8

R e p r e s e n t a t i v e  P a u l  S e a t o n
District 35

The Local Boundary Commission already has the power to amend petitions and impose 
transition requirements for boundary changes. Although codifying these powers in the 
statutes would create additional clarity, removing this language from the bill will not 
diminish the LBC’s ability to effect reasonable boundary changes. I believe leaving this 
controversial language in the bill may jeopardize its passage this session. I ask that the 
LBC Commissioners support a change in title and removal of the language referring to 
transition provisions and powers explicitly granted to the LBC. This compromise may 
secure final resolution of this longstanding ambiguity in state law concerning municipal 
property taxation. Thank you for considering my request. Please call me at 1-800-665- 
2689 if you have any questions.

Sincerely,

Representative Paul Seaton 
Alaska State Legislature 
House District 35

cc: Mary Griswold

mailto:Representative_Paul_Seaton@legis.state.ak.us
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R e p r e s e n t a t i v e  P a u l  S e a t o n
District 35

December 30, 2003 

Dan Bockhorst
Department of Community and Economic Development 
Division of Community Advocacy 
550 W. 7th Ave, Suite 1770 
Anchorage, Alaska 95501-3510

Dear Mr. Bockhorst,

I hope this letter finds you well and that you are enjoying the holidays. I am concerned 
about Senate Bill 63 (SB 63), which was introduced last session. To give you a little 
background on this bill, SB 63 was amended in Senate State Affairs, then passed the 
Senate and received a House Community and Regional Affairs (CRA) referral.

I understand that SB 63 has been held up in House CRA because the language relating to 
transition provisions and powers explicitly granted to the Local Boundary Commission 
(LBC) was found to be unacceptable. In the interest of moving this significant legislation 
forward towards a vote on the House floor, I am requesting that you ask the LBC 
Commissioners to consider supporting SB 63 without the language relating to transition 
provisions. The importance of this legislation is to establish clear, consistent, effective 
dates for changes in property tax jurisdiction in the event of annexation, detachment or 
incorporation.

As you may know, the Homer annexation was proposed to begin taxation of the 
incorporated areas on January 1st of the year following adoption of the incorporation.
The public tc timony and LBC commission staffs presentations puiported a January 1st 
date. However, upon approval of the incorporation petition, the City of Homer started 
collecting taxes from the incorporated area mid-way through the year. This unexpected 
event greatly impacted the local service areas, which had adopted budgets based off 
collecting projected revenues from the incorporated areas through the end of that year. 
Therefore, the service areas lost significant revenues and created other operating 
difficulties due to shortage of funds. This unfortunate situation could have been avoided 
by waiting to begin taxing the incorporated areas until the annual budget cycle was 
concluded. This same issue may also be a concern for Anchor Point and other 
communities across the state that are considering incorporation.

mailto:Rcpresentative_Paul_Scaton@lcgis.state.ak.us
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A L A S K A  S T A T E  L E G I S L A T U R E
Senator Thomas H. Wagoner
• Co-Chair, Senate Transportation Committee
• Vice-Chair, Senate Resources Committee
• Vice-Chair, Community & Regional Affairs 
« Member, Legislative Council

Session: January -  M a y  

Stale Capitcl, #427 

Juneau, A K  99S01

Phone: 907-465-2828 Fax: 907-465-4779

Interim: M a y  -  D e c e m b e r  

145 M a i n  Street L oop; Suite 226 

Kenai, A K  99611 

P h o n e :  907-283-7996 F a x  907-28 3 - 8 1 2 7

DATE: February 5, 2004

TO: House Members

FROM: Senator Tom Wagoner ^

RE: SB 183 and SB 63

I w as  d isap p o in te d  b y  the co m m en ts m ad e  d u rin g  y e s te rd a y 's  floor d e b a te  on  SB 183.

SB 1S3 deals w ith  an  issue  p e r ta in in g  to Fairbanks. SB 63 dea ls  w ith  an  an n ex a tio n  
issue  from  H om er. T hey  w ere  an d  are  tw o to tally  se p a ra te  issues. T he fact th a t a title 
ch ang e  re so lu tio n  w as re q u ire d  sh o u ld  h av e  been  a clear in d ica to r.

T he H o u se  C o m m u n ity  a n d  R egional A ffairs C o m m ittee  took  p a r ts  o f SB 63 a n d  p laced  
it in to  SB 183 -  d e le tin g  la n g u a g e  th a t w as req u ested  b y  th e  Local B o u n d ary  
C om m issio n  (LBC). I w as n o t co nsu lted  ab o u t this "m erg er" .

I h a d  ag reed  to that lan g u ag e , as C hair o f the S enate C o m m u n ity  an d  R egional A ffairs 
C om m ittee , w h ich  sp o n so re d  SB 63. I asked  the C om m issio n  to rev iew  the bill an d  
p ro v id e  m e th eir su g g estio n s , w h ich  I th en  in c lu d ed  in th e  bill.

T he S enate d id  n o t co ncu r w ith  these H o u se  changes in  SB 183 fo r o b v io u s reaso n s an d  
ask ed  the h o u se  to reced e  from  their am en d m e n ts  las t M ay.

D u rin g  the in te rim , th e  R ep resen ta tiv e  from  H o m er a tte n d e d  a LBC m ee tin g  a n d  asked  
th em  to su p p o r t  rem o v in g  th e  language . T hey  ag reed  a n d  it is reflec ted  in  th eir R epo rt 
to the Second Session  of the  T w en ty -T h ird  A laska S tate  L eg isla tu re .

I h a d  no p a r t  in  th is d iscu ssio n  before the Local B o u n d ary  C om m ission , I am  no longer 
C h a ir o f the S ena te  C o m m u n ity  a n d  R egional A ffairs C o m m ittee , a n d  H o m er is n o t 
ev en  in  m y  d istric t.

A sk  y o u rse lf w h y  I w o u ld  w a n t to get em bro iled  in  th is o r a sse rt a cla im  of ow nersh ip .
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Holm
Thank you Mr. Speaker, thank you Mr. Majority Leader.

Today this is a simple roll back to SB 183.

We put in .. the House put in some language that came from another senate bill and the ... 
senator who wanted to pul that bill into the other body...

I don’t know how to say th a t... the other body’s representative wanted to put it in the other body 
.... wanted to have his own bill ... and so with th a t... I would ask that we recede and just pass 
the bill for the second class boroughs.

Presently ... 2nd class boroughs don’t have the opportunity to use ... nonareawide funds for 
areawide purposes and it is particularly ... difficult fo r .. my borough, the Fairbanks North Star 
borough and ... they really want this opportunity and ability to do so that so that we can have... 
the ability to promote ... projects that will increase economic activity in our boroughs by the use 
of nonareawide funds for areawide puiposes ... and so with that, Mr. Speaker, I would ... ask the 
body to vote yes for receding.

Kertulla:
Thank you Mr. Speaker, you know ... I ’m willing to do that b u t ... it’s sort of a shame that this 
body does something that makes sense ... takes two good parts of bills and ... we get caught in 
the other body’s shenanigans on whether or not somebody dotted their i’s and crossed their t’s on 
some sort of protocol that goes on on the other side

So I just think that this :ime it may not be so serious but we need to ... keep our own sense of 
what’s right and if it’s the right thing to do, we should not concur.

So today I’m willing to do it, but you know, we shouldn’t be caught up in the other sides games. 

Thank you.

Seaton:
Thank you Mr. Speaker ... I rise to support receding from this bill ... we have sections of two 
bills that were put together ... the ... if we recede we will hear that bill in it’s entirety and ... on 
our side of the body which has not been done yet so I support this action.

Rokeburg:
Mr. Speaker I understand it’s very difficult but we shouldn’t be referring to other bills in the 
committee and so forth ... I know ... the circumstance is very difficult b u t ... be very careful.

Kott:
Y o u r  p o in t o f  o rd e r  is  w e ll  ta k e n . R e p re s e n ta t iv e  C r o f t .



Croft:
The way out of that dilemma and I know it’s .. difficult to say under the rule, but I mean, the 
puipose of the rule is th a t... we have our own independent judgm ent... there’s no reason to ... 
refer to what the other body does or doesn’t do because ... how would it possibly be relevant... 
if we are going to look at an issue our se lf... whether they voted 20 to nothing one way or the 
other or had a split is simply ...

The rules wanted us to concentrate on n o t... having the other body’s judgment pass for ours ... 
not just thinking well ... they liked it so we must.

They wanted to .. the rules wanted to make it irrelevant so that we looked at things fresh ...on 
the merits ... regardless of whether the other body liked it or not.

So... I mean ...I just propose ... the best way out of that is telling me why I should prefer.. the 
very short version ... to the one we had .. on the merits .. why is it better to have this provision 
o u t ... and I haven’t got any of that argument y e t... now I apologize I was gone through a lot of 
this debate at the end of session for health reasons and so I’m catching up.

But it seems to me when ... we do our job right, is when we say this is a better version than that 
and here’s why.

If we can’t convince ourselves of th a t... if it’s in fact not true ... then we shouldn’t recede. 
That’s why we have a bi-cameral system ... that why we do this and ...there are provisions then 
to have a conference committee on it or whatever.

The reason it’s been so difficult it seems to me on debating this ... is because what we’re 
actually doing is improper under the ru les... what wo re actually doing is saying, well ...they 
don’t like i t ... ok.

It’s so hard to explain why we would take ... their version instead of ours because there is no 
meritorious reason to n o t ... we are simply acceding to their wishes and substituting for our 
judgment - theirs.

The reason it’s so hard to talk about this bill under the rules is because what we are doing is 
improper under the rules.

We ought to ... and if anyone can correct me I welcome it ...

Why would it be better ... better public policy... a better decision ... our decision that we could 
explain to take the one version rather than the other.

And if you can’t do that if it’s simply well, there, you know, who knows, they wanted it. 
That’s not the reason ... that not what the constitution wants us to do here, that’s not what the 
rules demand we do here ... and it’s hard to explain because it’s hard to ... justify under either 
the constitution or the rules.

Debate about points of order, etc; at ease was taken, then back and voted on the bill.
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C h a p t e r  3  P o l i c y  I s s u e s  a n d
— I

I C o n c e r n s

CSSB  63(STA) “A n  A c t r e la t in g  to  
t r a n s i t io n  p ro v is io n s  r e la te d  to  
m u n ic ip a l  m e rg e rs ,  
c o n s o lid a tio n s , d is s o lu tio n s , 
r e c la s s if ic a t io n s ,  a n n e x a tio n s ,  
d e ta c h m e n ts ,  a n d  
in c o rp o ra t io n s ;  a n d  r e la t in g  to  
m u n ic ip a l  p r o p e r ty  ta x a t io n  in  
a n n e x e d , d e ta c h e d ,  a n d  n ew ly  
in c o rp o ra te d  a r e a s .”
The fundamental purpose of CSSB 63(STA) 
is to eliminate long-standing ambiguities in 
existing law regarding when newly incorpo­
rated, annexed, and detached properties 
are subject to municipal property taxes. 
Sections 3 and 5 of the bill accomplish that 
fundamental purpose.

To ensure that the provisions of Sections 3 
and 5 not be construed as limitations on 
the discretion of the Local Boundary Com­
mission to determine appropriate transi­
tion measures for municipal incorporation, 
annexation, and detachment, Sections 2, 4, 
and 5 were added. In view of those addi­
tions and to maintain existing substantial 
uniformity in State law regarding all deci­
sion-making actions of the Commission, 
language paralleling the provisions of 
Sections 2, 4, and 5 were added to other 
matters under the jurisdiction of the Com­
mission (i.e., city reclassifications, munici­

pal merger, consolidation, and dissolution), 
Those additions wqre set out in Sections 1, 
6, and 7 of the bill.;

I
On May 5. 2003, CfcSI3 63(STA) passed the 
State Senate by a Unanimous vote of all 
members present (il8 voted in favor of the 
bill, one Senator whs excused and one 
Senator was absent). The Local Boundary 
Commission supported the bill, which is 
currently before thja House of Representa­
tives for review. >

i

In December 2003, Representative Paul 
Seaton requested that the Commission 
support the bill witjhout the language 
relating to transition provisions. He ob­
served that the Commission already has 
the power to amend petitions and impose 
transition requirements for boundary 
changes. He stated that while codifying 
those powers in statute would create addi­
tional clarity, removing the provisions from 
the bill would not diminish the 
Commission's ability to effect reasonable 
boundary changes.. He is of the opinion 
that the transitional language in the bill 
may jeopardize its passage. Therefore, he 
requested that the'Commission support a 
change in title of the bill and removal of 
the language referring to transition provi­
sions and powers olf the Commission. He 
concluded that this compromise could 
enable passage of a final resolution of the 
municipal property tax issue.
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The Commission concurs with the conclu­
sions and recommendations made by Rep­
resentative Seaton and encourages 
amendment and passage of the bill as it 
relates to municipal property taxation in 
annexed, detached, and newly incorporated 
areas; i.c„ the provisions in Section 3 and 
5 of the bill.

H B  38 “A n A c t r e la t in g  to  
m e rg e rs  a n d  c o n s o lid a tio n s  o f  
m u n ic ip a l i t ie s .”
Tliis bill alters existing laws governing 
merger and consolidation of municipal 
governments (cities and boroughs). Its 
provisions are identical to those passed by 
the Legislature in 2002 as SCS 
CSHB 296(JUD). That bill was opposed by 
the DCED and LBC and vetoed by the 
Governor.

Section 1 of the bill imposes a requirement 
that signatures on a voter-initiated local 
option petition for merger or consolidation 
of municipal governments must be gath­
ered within a 365-day period. Currently, 
there is no time limit on the gathering of 
signatures.

Section 2 adds a new subsection to AS
29.06.100 dealing with a local option peti­
tion for merger or consolidation of a bor­
ough and more than one city within that 
borough. It requires the petition to propose 
one of two results if it is approved by voters 
in the borough area outside the cities pro­
posed to he merged or consolidated but is 
not approved by voters in each of the cities. 
The two options are: (1) the entire proposal 
is defeated, or (2) the proposal is partially 
approved and the borough is merged or 
consolidated with the cities in which the 
proposal has been approved.

Section 3 amends ;existing law. It requires 
that a majority ofthe votes in each ot the 
municipalities proposed to be merged or 
consolidated through the local option pro­
cess must favor merger or consolidation in 
order for it to be approved.

Votes on a proposal to merge or consolidate 
a borough and onfe or more cities within 
that borougli must be tabulated as follows:

1. in the borough area outside of each city 
in that borougjh proposed to be merged 
or consolidated, and

2. in each of the cities in the borough 
proposed to bo merged or consolidated.

If one or more municipalities outside of the 
borough are also included within the pro­
posal, in each of those other municipalities 
a separate tabulation must, be made for 
that area.

The bill provides; that the proposal is de­
feated if it is not separately approved in the 
borough outside of the cities in that bor­
ough that are proposed to be merged or 
consolidated. If municipalities outside of 
the borough are included in the proposal, it 
is also rejected if not approved in those 
other municipalities.

If the proposal is not approved in one or 
more of the cities within the borough that 
are proposed to be merged or consolidated 
but is otherwise approved in each of the 
areas separately tabulated, the proposal is 
either entirely defeated or partially ap­
proved as specified in the petition under 
the new provision set out in Section 2.

Lastly, Section 3 states that the provisions 
in the amended law arc intended to be 
consistent with the voting requirements for 
annexation specified in AS 29.06.040(c)(1).
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C h a p t e r  3  P o l i c y  I s s u e s  a n d

C o n c e r n s

CSSB 63(STA) “An Act relating to 
transition provisions related to 
municipal mergers, 
consolidations, dissolutions, 
reclassifications, annexations, 
detachments, and 
incorporations; and relating to 
municipal property taxation in 
annexed, detached, and newly 
incorporated areas.”

The fundam ental purpose of CSSB 63(STA) 
is to eliminate long-standing ambiguities in  

i existing law regarding when newly incorpo­
rated, annexed, and detached properties 
are subject to municipal property taxes. 
Sections 3 and 5 of the bill accomplish th a t 
fundamental purpose.

To ensure th a t the provisions of Sections 3 
and 5 not be construed as lim itations on 
the discretion of the Local Boundary Com­
mission to determine appropriate transi­
tion measures for municipal incorporation, 
annexation, and detachment, Sections 2, 4, 
and 5 were added. In view of those addi­
tions and to m aintain existing substantial 
uniformity in  S tate law regarding all deci­
sion-making actions of the Commission, 
language paralleling the provisions of 
Sections 2, 4, and 5 were added to other 
m atters under the jurisdiction of the Com­
mission (i.e., city reclassifications, munici-

j pal merger, consolidation, and dissolution), 
j Those additions were set out in  Sections 1, 

6, and 7 of the bill.

On May 5, 2003, CSSB 63(STA) passed the 
S tate Senate by a  unanimous vote of all 
members present (18 voted in favor of the 
bill, one Senator was excused and one 
Senator was absent). The Local Boundary 
Commission supported the bill, which is 
currently before the Bouse of Representa­
tives for review.

In December 2003, Representative Paul 
Seaton requested th a t the Commission 
support the bill without the language 
relating to transition provisions. He ob­
served th a t the Commission already has 
the power to amend petitions and impose 
transition requir ements for boundary 
changes. He stated th a t while codifying 
those powers in  statu te  would create addi­
tional clarity, removing the provisions from 
the bill would not diminish the 
Commission’s ability to effect reasonable 
boundary changes. He is of the opinion 
th a t the transitional language in the bill 
may jeopardize its passage. Therefore, he 
requested th a t the Commission support a 
change in title of the bill and removal of 
the language referring to transition provi­
sions and powers of the Commission. He 
concluded th a t th is compromise could 
enable passage of a final resolution of the 
municipal property tax issue.
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The Commission concurs with the conclu­
sions and recommendations made by Rep­
resentative Seaton and encourages 
am endm ent and passage of the bill as it 
relates to municipal property taxation in 
annexed, detached, and newly incorporated 
areas; i.e., the provisions in Section 3 and 

. 5 of the bilL

HB 38 “An Act relating to 
mergers and consolidations of 
municipalities.”

This bill a lters existing laws governing 
m erger and consolidation of municipal 
governments (cities and boroughs). Its 
provisions are identical to those passed by 
the Legislature in 2002 as SCS 
CSHB 296(JUD). That bill was opposed by 
the DCED and LBC and vetoed by the 
Governor.

Section 1 of the bill imposes a requirement 
th a t signatures on a voter-initiated local 
option petition for merger or consolidation 
of municipal governments m ust be gath­
ered w ithin a 365-day period. Currently, 
there is no time limit on the gathering of 
signatures.

Section 2 adds a new subsection to AS
29.06.100 dealing with a local option peti­
tion for m erger or consolidation of a bor­
ough and more th an  one city within th a t 
borough. I t requires the petition to propose 
one of two results if it is approved by voters 
in the  borough area outside the cities pro­
posed to be merged or consolidated but is 
not approved by voters in each of the cities. 
The two options are: (1) the entire proposal 
is defeated, or (2) the proposal is partially 
approved and the borough is merged or 
consolidated with the cities in which the 
proposal has been approved.

Section 3 amends existing law. I t requires 
th a t a  majority of the votes in each of the 
municipalities proposed to be merged or 
consolidated through the local option pro­
cess m ust favor merger or consolidation in 
order for it to be approved.

Votes on a proposal to merge or consolidate 
a  borough and one or more cities within 
th a t borough m ust be tabulated as follows:

1. in  the borough area outside of each city 
in th a t borough proposed to be merged 
or consolidated, and

2. in each of the cities in the  borough 
proposed to be merged or consolidated.

If  one or more municipalities outside of the 
borough are also included w ithin the pro­
posal, in each of those other municipalities 
a separate tabulation m ust be made for 
th a t area.

The bill provides th a t the proposal is de­
feated if it is not separately approved in the 
borough outside of the cities in th a t bor­
ough th a t are proposed to be merged or 
consolidated. If  municipalities outside of 
the borough are included in the proposal, it 
is also rejected if  not approved in those 
other municipalities.

If  the proposal is not approved in one or 
more of the cities within the borough th a t 
are proposed to be merged or consolidated 
but is otherwise approved in each of the 
areas separately tabulated, the proposal is 
either entirely defeated or partially  ap­
proved as specified in the petition under 
the new provision set out in Section 2.

Lastly, Section 3 states th a t the provisions 
in the amended law are intended to be 
consistent with the voting requirem ents for 
annexation specified in AS 29.06.040(c)(l)v
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S P O N S O R  S T A T E M E N T

SB 63 - M U N IC IPA L A N N EX A TIO N S A N D  D ETA CH M EN TS

This bill p ro p o ses  n e w  s ta tu to ry  lan g u ag e  to clarify  w h en  a m u n ic ip a lity  m ay  tax an  
area th a t w as an nex ed . It also clarifies the  q u estio n  o f p ro p e rty  taxes in  a d e tach ed  
area.

C urren tly , th e re  is uncerta in ly  w ith  reg a rd  to the a u th o rity  o f m unic ipa l g o v e rn m en ts  
to levy  p ro p e r ty  taxes in  new ly  an nex ed  te rrito ry . The Local B oundary  'm m issio n  
has reco m m en d ed  clarification of th is for sev era l years.

The issue w as ra ised  as an  item  of concern d u rin g  the leg isla tive h ea rin g s  on  th e  C ity  of 
H o m e r 's  A nnexation , d iscussed  in  2002 d u r in g  the 22nd L egislative Session. T he 
an n ex a tio n  w a i effective in M arch , b u t th e  q u estio n  of w h en  a tax  levy  w o u ld  be 
ap p lied  w as u n certa in .

If ad o p te d , the bill p ro v id es  th a t a tax m ay  no t be assessed  o r lev ied  before Ja n u a ry  1 of 
the y e a r im m ed ia te ly  fo llow ing the annexation . A n excep tion  w o u ld  be if the 
an n ex a tio n  w ere  effective on  Jan u a ry  1.

F or d e tach ed  areas, the bill clarifies that taxes lev ied  on  p ro p e rty  p r io r  to the  d a te  o f the 
d e tach m e n t rem a in  valid .

SS SB 63 S(CRA) 2/03: mj
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B A C K G R O U N D  IN F O R M A T IO N  T O  SB 63

As a background to discussion of SB 63, the m inutes of the Joint meeting of Senate &
H ouse C om m unity  and Regional Affairs Committee of Feb 7, 2002 should be reviewed.
The Local Boundary Commission (LBC) presented their 2002 A nnual Report to the
Legislature a t that meeting.

The presentation included the following -  verbatim  from the m inutes of that meeting. 

(C ontinuation of Chair Kevin W aring's presentation.)

Ambiguities in State lav/

At present, state statutes are unclear about municipal authority  to levy property  
taxes du ring  the period immediately following incorporation, boundary changes, 
dissolutions or reclassification. Specifically, the pertinent sections of the statutes 
do not clearly authorize or prohibit m unicipal governm ents that incorporate or 
change boundaries after January 1, bu t come into being during  that calendar 
year, to assess, levy and collect taxes. The commission believes it w ould be 
beneficial to local governm ents to make the ground rules clear. Those issues are 
fully addressed on pages 28 and 29 of the annual report and they offer somp 
draft legislation that was developed with the state assessor and some m unicipal 
assessors that w ould resolve this uncertainty

REPRESENTATIVE SCALZI asked w hat prom pted the concern regarding 
levying property  taxes after January 1.

DAN BOCKHURST said Hom er provides an example. If approve, the 
annexation for the City of Homer, it will occur on March 9. There are some who 
assert that if p roperty  assessment value is fixed as of January lo f each calendar 
year then that date also establishes a date by which a m unicipal entity has pow er 
to levy property  taxes. If the area isn’t in the corporate boundaries of the City of 
H om er on  January 1 2002, then the question arises as to w hether the City of 
H om er has the authority to levy property  taxes for the period of time between 
M arch 9 and the end of the calendar or fiscal year. There is an A ttorney General 
opinion that m unicipal governm ents have a duty to levy taxes on property that is 
annexed after January 1 but in time for the municipal governm ent to place that 
p roperty  on the tax role. In m any cases there is dispute and confusion am ong city 
and borough governm ents on this question and some insist that the territory 
m ust be within the jurisdiction on January 1 in order for it to be taxable for that 
period of time. The commission's proposal w ould provide a mechanism to 
resolve that ambiguity.

3



A M BIG U IT IES IN  STATE LAW  (-continued)

MR. WARING added it is easy to see w hat a fair outcom e w ould be; that 
w hichever governm ent is providing services at the time should be entitled to a 
com parable share of the revenues. That outcom e can be achieved w ith 
clarification in the statutes. The alternative is inevitably som e litigation of the 
issue. Statutory clarification is a better resolution.

CO-CHAIRM AN TORGERSON com m ented he thought the commission already 
has broad based authority  to accomplish this in their o rder for annexation or 
detachm ent. There m ay be a 45 day legislative review process but that is w hen 
the order becomes effective, not the effective date of stipulations that the 
com m ission m ay add to annexation. He said he's no t sure they need legislation. 
Rather, "you just need to step out and do it."

MR. WARING said the legislation statutorily states that the commission has that 
discretionary authority  to place conditions on boundary changes. H e agreed 
they do have broad authority, but they are generally conservative about 
venturing beyond w hat they see in statu te and regulation. They w ould feel m ore 
com fortable w ith a statutory statem ent that the Legislature agrees this is 
som ething they should do.

ALLEN TESCITE, LBC representative from the Third Judicial District, said his 
view  of state statutes governing taxation is that they are specific and clear as to 
the process that should be followed. He too agrees that they w ould prefer 
having clear guidance from the Legislature on that issue rather than sim ply 
taking a position and w aiting to see w hat the courts decide. Personally, he w ould 
rather see the issue addressed as a policy m atter at the legislative level.

CO-CHAIRM AN TORGERSON said he disagreed bu t the question is w hether 
they have the authority  to pu t in the order w hen taxes w ould start being 
collected and w hen they w ouldn't. The LBC isn't arguing w hether they have the 
authority , they just choose not to exercise the authority.

MR. TESCHE said they question w hether they have the authority  in the first 
place and that is w here the problem  starts. He's not comfortable w ith  the 
proposition that they have the authority.

The Com m ission again addressed the issue in the 2003 A nnual Report. On page 84 of 
that report, under the section entitled "Ambiguities in State Law Concerning M unicipal 
P roperty  Taxation in Newly Annexed or Detached Areas" conditionally supported  
draft legislation presented by then Rep. Drew Scalzi. (SB 63 is based on that draft and 
com m ents related to LBC stipulations on the draft presented elsewhere.)

Clearly then, the Com m ission is uncertain with regard to it's authority in this m atter.



Pub lic  P o licy  Issu es

For the purposes of the Senate Com m unity and Regional Affairs Committee, the issue 
m ust be review ed not only from the premise of w hat is or is not appropriate functions 
or duties of the LBC, but also in terms of public policy issues.

The public policy questions regarding this include the following.

1. Annexations/Detachments that involve other taxing jurisdictions.

Using the H om er annexation as an example, an existing road service area w as affected.

A service area develops an annual budget based on properties w ithin their tax base. 
That budget necessarily includes operations affecting the entire service area, no t just the 
properties that are eventually detached. The budget does not specify items like labor 
costs or equipm ent costs on a neighborhood or region basis; rather it is for the entire 
area.

Detaching property from a service area affects the budget because it changes the annual 
revenues that are anticipated by the service area. Predictability in revenue sources is a 
critical issue in determ ining annual budgets for service areas.

2. Annexations that do not involve other taxing jurisdictions.

A nnexation of properties that are not involved with a taxing jurisdiction do no t have 
the im pacts that are associated with properties that dc  have a taxing jurisdiction.

For example, City X is authorized to annex areas immediately adjoining it, but City X is 
located in the unorganized area. The adjoining property involved is not currently being 
assessed for governm ental services by another taxing jurisdiction and thus, there is no 
conflict w ith the budgets or services as a result.

3. Taxpayer expectations.

Taxpayers expect property assessments and tax bills in an orderly m anner. Like 
governm ents, m ost people budget annually and an immediate increase in their 
property  taxes w ould be unexpected and potentially pose a hardship.

Identifying a specific date for changes in mill rates establishes a taxing certainty for the 
affected taxpayer w hen their property taxes are changed as a result of an annexation or 
detachm ent.

This expectation is essentially universal -  it w ould be of im port to a property  ow ner 
that is currently paying a mill rate in a service area as well as a property ow ner that 
w ould begin to pay  a mill rate as a result of annexation.



LBC S tip u la tio n s on SB  63

As w as noted earlier, the 2003 Report to the Legislature included stipulations on the 
w ork draft that w as provided them  for review. (Note that SB 63 is based on the w ork 
draft and does not include the stipulations suggested by the LBC.)

The first stipulation was that the draft be m odified to address m unicipal incorpcrations 
in a like m anner. The second stipulation w as that "it be understood that the legislation 
does no t reduce the ability of petitions a n d /o r  the Commission to determ ine 
appropriate transition m easures as outlined in AS 29.05.130-140 and 3 AAC 110.900."

This is puzzling, because they appear to be contradictory stipulations.

AS 29.05.130-140 pertains to integration of special districts and services area (.130) and 
Transition (.140).

C urren t language is specific to integration in new  m unicipalities -  that is, to new 
m unicipal incorporations.

The statutes specify a time specific, as is show n below:

Sec. 29.05.130. Integration of special districts and service areas.

(a) A service area in a newly incorporated m unicipality shall be
integrated into the municipality w ithin two years after the date of 
incorporation.

The language in SB 63 provides for a specific time frame -  January 1 following the date 
of the annexation or detachm ent. Including municipal incorporation in this bill, w ith 
these tim e restrictions, would appear to be contrary to the provisions in 29.05.130.

It is no t contrary in the respect that it is done w ithin the two-year timeframe -  certainly 
9 m onths is w ithin the 24 m onth time frame. It is contradictory in that it limits the 
transition ability of the LBC. It establishes a time specific for the transition time frame 
of "w ithin two years".

In term s of the public 's comfort level, it w ould probably be welcomed because they 
w ould have som e definitive assurances of when their tax bills were due.
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Clarifying by statute, in cases of incorporation, annexation, and detachment, that property taxes 
accrue in full each year on January 1 is consistent with existing policies and procedures across 
the state for assessing property and adding new property to tax rolls. It is a practical approach 
that will simplify the transition planning process and be less disruptive to the affected 
governmental units and individual taxpayers.

It is important to note that with many annexations, there is a corresponding simultaneous 
detachment from another government. Using January 1 as the cutoff date to establish value and 
jurisdiction provides less disruption to that municipality’s budget process and service delivery 
plans. During a transition period, whichever government is providing sendees can be 
appropriately compensated through contract agreements worked out in the transition plan 
without requiring an untimely change in the taxing jurisdiction. This is a better approach than 
pro-rating taxes between governments for the remainder of the tax year because many services 
are provided on an area-wide basis, the cost of which will not decrease proportionately to the 
territory affected by the simultaneous annexation and detachment.

Taxpayers expect property assessments and tax bills on an orderly schedule. They leam their tax 
jurisdiction and valuation well in advance of the levy and can plan their personal budgets 
accordingly. Annual tax adjustments within one government unit are usually small, whereas 
annexation usually results in a dramatic increase in property tax liability. It is better to make 
these adjustments within the existing assessment procedures taxpayers are familiar with, than to 
surprise them with a big change in the middle of the assessment calendar.

If the LBC were allowed to direct municipalities to levy taxes on properties within their 
jurisdiction as of any date other than January 1, serious conflicts could arise. Municipalities 
have discretion to choose their own dates to determine the levy and mail the tax bills as long as 
they meet the legal deadlines. Exactly how close the effective date of an action could crowd the 
taxing schedule is too open a question to leave unresolved until well into the petition analysis. 
Realistic revenue projections ore necessary early in the process for responsible transition 
planning.

Property affected by annexation or incorporation effective after June 15 is not taxed until the 
following year. These municipalities must plan to exercise their powers and responsibilities in a 
manno*- to conform to this financial restriction. If it is clearly established that all actions after 
January 1 will wait until the following year to levy taxes, everyone will plan accordingly. 
Municipalities are not expected to immediately provide the host of services typically associated 
with government; nor is it likely that a city would be financially overwhelmed to extend essential 
life and safety services to an annexed area during the relatively short time it will not collect 
property taxes. It is also important to note that municipalities have revenue sources other than 
property taxes. An area deemed appropriate for incorporation or annexation has demonstrated 
sufficient economic and human resources to support government. Sales taxes could serve as an 
initial source of funding for government services while a municipality builds a solid financial 
foundation. Organized boroughs may loan start-up money to newly incorporated cities. The 
state offers significant financial incentives, including a $600,000 organizational grant, to areas of 
the unorganized borough willing to incorporate. These measures help bridge the revenue gap.



Clear guidelines for municipal taxation authority will promote orderly municipal growth and will 
reduce the stress and contention associated with boundary changes. Please support CSSB 63 so 
everyone understands the revenue rules before becoming involved in an annexation, detachment,
or incorporation procedure.

Thank you. 
Mary Griswold 
Box 1417 
Homer



Please support CSSB 63, relating to municipalities’ authority to levy property taxes in the initial 
period following annexation, detachment, or incorporation.

State statutes are unclear with respect to municipal authority to levy property taxes during an 
initial period following incorporation, annexation, or detachment. AS 29.45.110 establishes 
January 1 of the assessment year as the date properties shall be valued. AS 29.45.240(b) requires 
municipalities to determine the rate of levy before June 15 and to mail tax statements setting out 
fhe levy by July 1. The question is whether taxes accrue in full on January 1 when the valuation 
is set, or on the date the levy is determined. To complicate the situation, the Local Boundary 
Commission is given broad powers to place conditions on boundary changes, but there is no 
clear authority for it to decide property tax jurisdiction. This is a policy issue and is better 
resolved through legislation than by the LBC on a case by case basis, or by dragging it through 
the courts.

The question is important because most annexations are done through the legislative review 
process which means, if not denied, they become effective in early March following procedures 
established in Alaska’s constitution. In most annexations to date, including all of those done in 
Palmer and Wasilla, the affected municipalities adjusted their tax structure the following 
January. However, because our taxation statutes do not specifically address annexations, the 
opportunity exists for a municipality to levy taxes on newly annexed properties between March 
and the levy date as long as the assessors have time to change the jurisdictions before the mailing 
deadline. This approach is very disruptive to affected governments and taxpayers.

There is no question that these statute- prevent municipalities from levying taxes in the same 
year for any annexation or incorporation that becomes effective after July 1.

As you might suspect, this issue came up with Homer’s recent annexation. SB 63 will not affect 
Homer’s case, but may save unanticipated disruption for affected parties in future annexations. 
Kachemak Emergency Service Area began its FY03 budget preparation using revenue 
projections from the borough finance department based on property values within the service 
area on January 1. In mid-April, 2002, well after the deadline for revising numbers in the 
preliminary budget document, the board learned they would suffer a 25% reduction in revenue 
because Homer requested that newly annexed property be added to its jurisdiction immediately, 
instead of waiting until 2003. It was a difficult decision for the borough administration, but in 
the end they decided to grant the request, based in part on the lack of clarity in Alaska Statutes.

KESA weathered this setback, but it made me realize how such a late revenue adjustment can 
seriously derail orderly budget planning. Service areas could face immediate personnel layoffs, 
difficult debt restructuring, and other drastic program cuts to comply with last minute revenue 
reductions.

Clarifying by statute, in cases of incoiporation, annexation and detachment, that property taxes 
accrue in full each year on January 1 is consistent with existing policies and procedures across 
the state for assessing property and adding new property to tax rolls. It is a practical approach 
that will simplify the transition planning process and be less disruptive to the affected 
governmental units and individual taxpayers.
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Title 3 of the Alaska Administrative Code requires a prospective petitioner to prepare a draft 
annexation petition, including a transition plan, and conduct a public hearing before submitting a 
legislative review annexation proposal to the Department of Community and Economic 
Development. The best way to promote an orderly, efficient, and economical transfer of 
responsibilities is to set simple, straightforward ground rules. If everyone involved in a proposed 
annexation understands that revenue streams will shift on January 1 following an effective date, 
everyone can plan accordingly. The Administrative Code allows a transition period of up to two 
years. Municipal budgets can be revised in an orderly manner within normal budget preparation 
cycles to accommodate shifts in service delivery. New services can be added as tax revenue 
becomes available. Everyone will work with consistent, predictable expectations.

It is important to note that with many annexations, there is a corresponding simultaneous 
detachment from another government. Using January 1 as the cutoff date to establish value and 
jurisdiction provides less disruption to that municipality’s budget process and service delivery 
plans. During a transition period, whichever government is providing services can be 
appropriately compensated through contract agreements worked out in the transition plan 
without requiring an untimely change in the taxing jurisdiction. This is a better approach than 
pro-rating taxes between governments for the remainder of the tax year because many services 
are provided on an area-wide basis, the cost of which will not decrease proportionately to the 
territory affected by the simultaneous annexation and detachment.

Taxpayers expect property assessments and tax bills on an orderly schedule. They learn their tax 
jurisdiction and valuation well in advance of the levy and can plan their personal budgets 
accordingly. Annual tax adjustments within one government unit are usually small, whereas 
annexation usually results in a dramatic increase in property tax liability. It is better to make 
these adjustments within the existing assessment procedures taxpayers are famiiiar with, than to 
surprise them with a big change in the middle of the assessment calendar.

Some people have argued that this approach is unduly conservative and punitive, especially for 
areas undertaking incorporation because they will be required to immediately provide services 
for which they have no funding. I am sympathetic, but after analyzing the consequences of 
trying to accommodate special situations, I realized that the conflicts created by more flexible 
approaches defeat their puipose. Practical considerations of implementing a taxing authority 
require a January 1 date certain, under which flexibility may be exercised to balance service 
delivery with revenue allocations. Municipalities have latitude to establish their levy date, tax 
payment schedule, and fiscal cycles within the limits of the statutes. They must prioritize the 
exercise of their powers and authorities to provide services consistent with their financial and 
human resources. Municipalities must make policy decisions about the appropriation of funds. 
Such planning decisions are considered discretionary and are immune from suit. Alaska Statute 
09.65.070(d)(2) provides that neither a municipality nor its agents, officers, or employees are 
liable for failing to exercise a discretionary function, as upheld in the 1998 Alaska Supreme 
Court case Adams v City of Tenakee Springs. In other words, the sense of urgency is often 
exaggerated. Municipalities are not expected to immediately provide the host of services 
typically associated with government; nor is it likely that a city would be financially 
overwhelmed to extend essential life and safety services to an annexed area during the relatively 
short time it will not collect property taxes. Anticipated services and delivery timelines should 
be made clear to everyone early in the consideration to incorporate or annex territory.

M a r y  G r is w o ld  S B  6 3  su p p o rt 2



The assessment date is the effective date for property tax liability. That Alaska statutes allow up 
to six months to mail the bills is a practical necessity for sufficient time to create an assessment 
roll, notify property owners, consider adjustments, conduct board of adjustment hearings, 
develop annual budgets, certify the roll, set an appropriate levy, and prepare the tax bills. The 
1998 Supreme Count case Kenai Peninsula Borough v Arndt essentially established that property 
taxes accrue in full on the assessment date. A property’s tax status (including situs) becomes 
fixed for the full tax year on the date of its assessment. “Tax situs can be based on whether the 
property in question is taxed by another taxing government.” The court recognized the general 
agreement that post-assessment changes in value, situs, and ownership of taxed property require 
no changes in tax for the corresponding year. The 1989 opinion of the state attorney general 
regarding municipal taxation of oil and gas production property in annexed territory concluded 
that an assessor can assess property and add it to the tax roll any time before its certification.
This opinion has not stood the test of the court system and oversteps the legally prescribed 
January 1 assessment deadline.

If the LBC were allowed to direct municipalities to levy taxes on properties within their 
jurisdiction as of any date other than January 1, serious conflicts could arise. Municipalities 
have discretion to choose their own dates to determine the levy and mail the tax bills as long as 
they meet the legal deadlines. Exactly how close the effective date of an action could crowd the 
taxing schedule is too open a question to leave unresolved until well into the petition analysis. 
Realistic revenue projections are necessary early in the process for responsible transition 
planning. This question could also result is a lengthy delay of an annexation due to court 
challenges of the LBC’s tax jurisdiction decision.

It is commonly understood and accepted that property in annexations and incorporations 
effective after June 15 will not be taxed until the following year. These municipalities must plan 
to exercise their powers and responsibilitu s in a manner to conform to this financial restriction.
If it is clearly established that all actions after January 1 will wait until the following year to levy 
taxes, everyone will plan accordingly. It is important to note that municipalities have revenue 
sources other than property taxes. An area deemed appropriate for incorporation or annexation 
has demonstrated sufficient economic and human resources to support government. Sales taxes 
could serve as an initial source of funding for government services while a municipality builds a 
solid financial foundation. Organized boroughs may loan money to newly incorporated cities 
similar to a loan made by the Kenai Peninsula Borough to a service area formed in October,
2000, for which the borough did not levy taxes until June, 2001. Another service area which will 
be formed in June 2003, if the voters approve, will also be eligible for an advance on its 2004 
property tax revenue. The state offers significant financial incentives, including a $600,000 
organizational grant, to areas of the unorganized borough willing to incorporate. Such payments 
would help bridge this revenue gap.

If SB 63 were adopted without including incorporation, a risk of multiple taxation arises when an 
area within a service area of an organized borough incorporates as a city before July 1. If the 
city levies taxes in the initial year following incorporation while the taxes on the detached area of 
the borough remain in effect under SB 63, the property owners in the new city will be taxed 
twice.

Clear guidelines for municipal taxation authority will encourage municipalities to be cautious 
about extending services beyond their boundaries, will promote orderly municipal growth as the 
need for services increases, and will reduce the stress and contention associated with boundary 
Mary Griswold SB 63 support 3



changes. The Local Boundary Commission unanimously endorsed this legislation, as amended, 
at its°meeting on April 7, 2003. Please support CSSB 63 so everyone understands the revenue 
rules before becoming involved in an annexation, detachment, or incorporation procedure.

Thank you. 
Mary Griswold 
P.O.Box 1417 
Homer 99603
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SB 63 relating to municipal property taxation in annexed, detached, and newly incorporated 
areas is scheduled to be heartin'HCRA on Thursday, February 1Z1,20G4

Please support SB 63 as amended to remove the transition language.

State statutes are unclear with respect to municipal authority to levy property taxes during an 
initial period following incorporation, annexation, or detachment. AS 29.45.110 establishes 
January 1 of the assessment year as the date properties shall be valued. AS 29.45.240(b) requires 
municipalities to determine the rate of levy before June 15 and to mail tax statements setting out 
the levy by July 1. The question is whether taxes accrue in full on January 1 when the valuation 
is set, or on the date the levy is determined. To complicate the situation, the Local Boundary 
Commission is given broad powers to place conditions on boundary changes, but there is no 
clear authority for it to decide property tax jurisdiction. This is a policy issue and is better 
resolved through legislation than by the LBC on a case by case basis, or by dragging it through 
the courts.

Clarifying by statute, in cases of incorporation, annexation, and detachment, that property taxes 
accrue in full each year on January 1 is consistent with existing policies and procedures across 
the state for assessing property and adding new property to tax rolls. It is a practical approach 
that will simplify the transition planning process and be less disruptive to the affected 
governmental units and individual taxpayers.

It is important to note that with many annexations, there is a corresponding simultaneous 
detachment from another government. Using January 1 as the cutoff date to establish value and 
jurisdiction provides less disruption to that municipality’s budget process and service delivery 
plans. During a transition period, whichever government is providing services can be 
appropriately compensated through contract agreements worked out in the transition plan 
without requiring an untimely change in the taxing jurisdiction. This is a better approach than 
pro-rating taxes between governments for the remainder of the tax year because many services 
are provided on an area-wide basis, the cost of which will not decrease proportionately to the 
territory affected by the simultaneous annexation and detachment.

Taxpayers expect property assessments and tax bills on an orderly schedule. They learn their tax 
jurisdiction and valuation well in advance of the levy and can plan their personal budgets 
accordingly. Annual tax adjustments within one government unit are usually small, whereas 
annexation usually results in a dramatic increase in property tax liability. It is better to make 
these adjustments within the existing assessment procedures taxpayers are familiar with, than to 
si rprise thern with a big change in the middle of the assessment calendar.

If the LBC were allowed to direct municipalities to levy taxes on properties within their 
jurisdiction as of any date other than January 1, serious conflicts could arise. Municipalities 
have discretion to choose their own dates to determine the levy and mail the tax bills as long as 
they meet the legal deadlines. Exactly how close the effective date of an action could crowd the 
taxing schedule is too open a question to leave unresolved until well into the petition analysis. 
Realistic revenue projections are necessary early in the process for responsible transition 
planning.

L e t te r s  o f S u p p o r t



Property affected by annexation or incorporation effective after June 15 is not taxed until the 
following year. These municipalities must plan to exercise their powers and responsibilities in a 
manner to conform to this financial restriction. If it is clearly established that all actions after 
January 1 will wait until the following year to levy taxes, everyone will plan accordingly. 
Municipalities are not expected to immediately provide the host of services typically associated 
with government; nor is it likely that a city would be financially overwhelmed to extend essential 
life and safety services to an annexed area during the relatively short time it will not collect 
property taxes. It is also important to note that municipalities have revenue sources other than 
property taxes. An area deemed appropriate for incorporation or annexation has demonstrated 
sufficient economic and human resources to support government. Sales taxes could serve as an 
initial source of funding for government services while a municipality builds a solid financial 
foundation. Organized boroughs may loan start-up money to newly incorporated cities. The 
state offers significant financial incentives, including a $600,000 organizational grant, to areas of 
the unorganized borough willing to incorporate. These measures help bridge the revenue gap.

Clear guidelines for municipal taxation authority will promote orderly municipal growth and will 
reduce the stress and contention associated with bcundaiy changes. Please support SB 63, as 
amended to remove transition language, so everyone understands the revenue rules before 
becoming involved in an annexation, detachment, or incorporation procedure.

Thank you for your consideration.

Mary Griswold 
Box 1417 
Homer 
235-3725 
mgrt@xyz.net
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T h e  H o n o r a b l e  T h o m a s  W a g o n e r
C h a i r m a n ,  S e n a t e  C o m m u n i t y  a n d  R e g i o n a l  A ffa ir s  C o m m i t t e e  
S t a t e  C a p i t o l ,  R o o m  4 2 7  
J u n e a u ,  A l a s k a  9 9 8 0 1 - 1 1 8 2

R e :  C S  F O R  S E N A T E  B I L L  N O .  6 3 ( S T A )

D e a r  S e n a t o r  W a g o n e r :

T h a n k  y o u  for  y o u r  l e a d e r s h i p  in  p r o m o t i n g  C S S B  6 3 ( S T A ) .  T h e  b i l l  h a s  t h e  u n q u a l i f i e d  
e n d o r s e m e n t  o f  t h e  L o c a l  B o u n d a r y  C o m m i s s i o n .

T h e  f u n d a m e n t a l  p u r p o s e  o f  C S S B  6 3 ( S T A )  is  to  e l i m i n a t e  l o n g - s t a n d i n g  a m b i g u i t i e s  in  
e x is t in g  la w  r e g a r d i n g  w h e n  n e w l y  in c o r p o r a t e d ,  a n n e x e d ,  a n d  d e t a c h e d  p r o p e r t ie s  a r e  
s u b j e c t  to  m u n i c i p a l  p r o p e r t y  t a x e s .  S e c t i o n s  3  a n d  5  o f  t h e  b i l l  a c c o m p l i s h  th at  
f u n d a m e n t a l  p u r p o s e .

It is  cr it ica l  t h a t  p r o v i s i o n s  o f  S e c t i o n s  3  a n d  5  n o t  b e  c o n s t r u e d  a s  l im it a t io n s  o n  th e  
d is c r e t io n  o f  t h e  L o c a l  B o u n d a r y  C o m m i s s i o n  to  d e t e r m i n e  a p p r o p r i a t e  t r a n s it io n  
m e a s u r e s  fo r  m u n i c i p a l  i n c o r p o r a t io n ,  a n n e x a t i o n ,  a n d  d e t a c h m e n t .  F o r  e x a m p l e ,  t h e  
la w  m u s t  n o t  b e  c o n s t r u e d  to p r o h ib i t  a  m u n i c i p a l  g o v e r n m e n t  f r o m  e x t e n d i n g  e s s e n t i a l  
s e r v ic e s  f u n d e d  in  w h o l e  o r  in  part  b y  p r o p e r t y  t a x e s  to  a  n e w l y  a n n e x e d  a r e a  u n t i l  that  
a r e a  b e c o m e s  s u b j e c t  to  p r o p e r t y  t a x e s .  S e c t i o n s  2 ,  4 ,  a n d  5  a c c o m p l i s h  th a t  o b j e c t i v e .

F u r t h e r ,  to  m a i n t a i n  t h e  e x is t in g  s u b s t a n t i a l  u n if o r m it y  in  S t a t e  la w  r e g a r d in g  a l l  
d e c i s i o n - m a k i n g  a c t i o n s  o f  t h e  C o m m i s s i o n ,  it is  a p p r o p r i a t e  to  e x t e n d  p a r a l l e l  l a n g u a g e  
in  S e c t i o n s  2 ,  4 ,  a n d  5  to  o t h e r  m a t t e r s  u n d e r  t h e  ju r is d ic t io n  o f  t h e  C o m m i s s i o n  ( i .e . ,  
c ity  r e c l a s s i f ic a t io n s ,  m u n i c i p a l  m e r g e r ,  c o n s o l i d a t i o n ,  a n d  d i s s o l u t i o n ) .  T h i s  is  
a c c o m p l i s h e d  in  S e c t i o n s  1 ,  6 ,  a n d  7  o f  C S S B  6 3 ( S T A ) .

A g a i n ,  t h a n k  y o u  for  y o u r  s u p p o r t  a n d  efforts to  a d d r e s s  t h e s e  m ? tters.

V e r y  truly  y o u r s ,

D a r ro ll H a r g r a v e s

C h a i r
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May 5, 2003

The Honorable Thomas Wagoner
Chairman, Senate Community and Regional Affairs Committee 
State Capitol, Room 427 
Juneau, Alaska 99801-1182

Re: CS FOR SENATE BILL NO. 63(STA)

Dear Senator Wagoner:

Thank you for your leadership in promoting CSSB 63(STA). The bill has the unqualified 
endorsement of the Local Boundary Commission.

The fundamental purpose of CSSB 63(STA) is to eliminate long-standing ambiguities in 
existing law regarding when newly incorporated, annexed, and detached properties are 
subject to municipal property taxes. Sections 3 and 5 of the bill accomplish that 
fundamental purpose.

It is critical that provisions of Sections 3 and 5 not be construed as limitations on the 
discretion of the Local Boundary Commission to determine appropriate transition 
measures for municipal incorporation, annexation, and detachment. For example, the 
law must not be construed to prohibit a municipal government from extending essential 
services funded in whole or in part by property taxes to a newly annexed area until that 
area becomes subject to property taxes. Sections 2, 4, and 5 accomplish that objective.

Further, to maintain the existing substantial uniformity in State law regarding all 
decision-making actions of the Commission, it is aporopriate to extend parallel language 
in Sections 2, 4, and 5 to other matters under the jurisdiction of the Commission (i.e., 
city reclassifications, municipal merger, consolidation, and dissolution). This is 
accomplished in Sections 1, 6, and 7 of CSSB 63(STA).

Again, thank you for your support and efforts to address these matters.

Very truly yours,

D a rro ll H a r g r a v e s

C h a i r
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for appropriation, (o provide for total appropria­
tions equal to the amount of appropriations 
made in the previous calendar year for the pre­
vious fiscal year.

(c) An appropriation from the budget reserve 
fund may he made for any public purpose upon 
affinnat ivt? vote of three—fourths of the members 
of each house of the legislature.

(d) If an appropriation is made from the bud­
get reserve fund, until the amount appropriated 
is repaid, the amount of money in the genera' 
fund available for appropriation at the end of 
each succeeding fiscal year shall be deposited in 
the budget reserve fund. The legislature shall 
implement this subsection by law.

ARTICLE X.
LOCAL GOVERNMENT.

SECTION 1. PURPOSE AND CONSTRUC­
TION. The pmpose of this article is to provide 
for maximum local self-government with a 
minimum of local government units, and to pre­
vent duplication of tax levying jurisdictions. A 
liberal construction shall be given to the powers 
of local government units.

SECTION 2. LOCAL GOVERNMENT POW­
ERS. /Ml local government powers shall be vested 
in boroughs and cities. The Slate may delegate 
taxing powers to organized boroughs and cities 
only.

SECTION 3. BOROUGHS. The entire State 
shall be divided into boroughs, organized or 
unorganized. They shall be established in a 
manner and according to standards provided by 
law. The standards shall include population, 
geography, economy, transportation, and other 
factors. Eac l borough shall embrace an area 
and populat on with common interests to the 
maximum degree possible. The legislature shall 
classify boroughs and prescribe their |rowers and 
functions. Methods by which boroughs may Ire

organized, incorporated, merged, consolidated, 
reclassified, or dissolved shall be prescribed by 
law.

SECTION 4. ASSEMBLY. The governing body 
of tire organized borough shall be the assembly, 
and its composition shall Ire established by law 
or charter.

SECTION 5. SERVICE AREAS. Service ar­
eas to provide special services within an orga­
nized borough may Ire established, aiit. .tl, or 
abolished by the assembly, subject to tL  provi­
sions of law or charier. A new service area shall 
not be established if, consistent with the purposes 
of this article, the new service can Ire provided by 
an existing service area, by incorporation as a 
city, or by annexation to a city. The assembly 
may authorize the levying of taxes, charges, or 
assessments within a service area to finance the 
special services.

SECTION 6. UNORGANIZED BOROUGHS.
Thelcgislatureshall provide for the performance 
of services it deems necessary or advisable in 
unorganized boroughs, allowing for maximum 
local participation and responsibility. It may 
exercise any power or function in an unorganized 
borough which the assembly may exercise in an 
organized borough,

SECTION 7. CITIES. Cities shall be incorpo­
rated in a manner prescribed by law, and shall 
be a part of the borough in which they are lo­
cated. Citlcsshall have the powers and functions 
conferred by law or charter. They may be merged, 
consolidated, classified, reclassified, or dissolved 
in the manner provided by law.

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

SECTION 9- CHARTERS. The qualified vot­
ers of any borough of the first class or city of the 
first class may adopt, amend, or repeal a home 
rule charter in a maimer provided by law. In the 
absence of such legislation, the governing body
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of a borough or city of the first class shall pro­
vide the procedure for the preparation and adop­
tion or rejection of the charter. All charters, or 
parts or amendments of charters, shall be sub­
mitted to the qualified voters of the borough or 
city, and shall become effective if approved by a 
majority of those who vote on the specific ques­
tion.

SECT ION 10. EXTENDED HOME RULE.
The legislature may extend home rule to other 
boroughs and cities.

SECTION 11. HOME RULE POWERS. A
home rule borough or city may exercise ali leg­
islative powers not prohibited by law or by char­
ter.

SECTION 12. BOUNDARIES. Alocalbound­
ary commission or board shall be established by 
law in the executive branch of the state govern­
ment. The commission or board may consider 
any proposed local government boundary 
change. It may present proposed changes to the 
legislature during the first ten days of any regu­
lar session. The change shall become effective 
forty-five days after presentation or at the end of 
the session, whichever is earlier, unless disap­
proved by a resolution concurred in by a major­
ity of the members of each house. The commis­
sion or board, subject to law, may establish pro­
cedures whereby boundaries may be adjusted by 
local action.

SECTION 13. AGREEMENTS; TRANSFER 
OF POWERS. Agreements, including those for 
cooperative or joint administration of ary func­
tions or powers, may be made by any local gov­
ernment with any other local government, with 
the State, or with the United Stales, unless other­
wise provided by law or charter. A city may trans­
fer to the borough in which it is located any of 
its jiowers or functions unless prohibited by law 
or charter, and may in like manner revoke the 
transfer.

SECTION 14. LOCAL GOVERNMENT 
AGENCY. An agency shall be established by law 
in the executive branch of the state government 
to advise and assist local governments. It shall 
review their activities, collect and publish local 
government information, and perform other 
duties prescribed by law.

SECTION 15. SPECIAL SERVICE DIS­
TRICTS. Special service distrlcls existing at the 
time a borough is organized shall be integrated 
with the government of the borough as provided 
bylaw.

ARTICLE XI. 
INITIATIVE, REFERENDUM, AND 

RECALL.

SECTION 1. INITIATIVE AND REFEREN­
DUM. The people may propose and enact laws 
by the initiative, and approve or reject acts of the 
legislature by the referendum.

SECTION 2. APPLICATION. An initiative 
or referendum is proposed by an application con­
taining the bill to be initiated or the act to be 
referred. The application shall be signed by not 
less than one hundred qualified voters as spon­
sors, and shall be filed with the lieutenant gover­
nor If he finds it in proper form lie shall so cer­
tify. Denial of certification shall be subject to 
judicial review.

SECTION 3. PETITION. After certification 
of the application, a petition containing a sum­
mary of the subject matter shall be prepared by 
the lieutenant governor for circulation by the 
sponsors. If signed by qualified voters, equal in 
number to ten per cent of those who voted in the 
preceding general election and resident in at least 
two-thirds of the election districts of the State, it 
may be filed with the lieutenant governor.

SECTION 4. INITIATIVE ELECTION. An
initiative petition may be filed at any time. The 
lieutenant governor shall prepare a ballot title
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The Commission concurs with the conclu­
sions and recommendations made by Rep­
resentative Seaton and encourages 
am endm ent and passage of the bill as it 
relates to municipal property taxation in 
annexed, detached, and newly incorporated 
areas; i.e., the provisions in Section 3 and 
5 of the  bilL

HB 38 “An Act relating to 
mergers and consolidations of 
municipalities.”

This bill alters existing laws governing 
m erger and consolidation of municipal 
governments (cities and boroughs). Its 
provisions are identical to those passed by 
the Legislature in 2002 as SCS 
CSHB 296(JUD). That bill was opposed by 
the DCED and LBC and vetoed by the 
Governor.

Section 1 of the bill imposes a requirement 
th a t signatures on a voter-initiated local 
option petition for merger or consolidation 
of municipal governments m ust be gath­
ered within a  365-day period. Currently, 
there is no time limit on the gathering of 
signatures.

Section 2 adds a new subsection to AS
29.06.100 dealing with a local option peti­
tion for merger or consolidation of a bor­
ough and more than  one city within th a t 
borough. I t requires the petition to propose 
one of two results if it is approved by voters 
in the borough area outside the cities pro­
posed to be merged or consolidated but is 
not approved by voters in each of the cities. 
The two options are: (1) the entire proposal 
is defeated, or (2) the proposal is partially 
approved and the borough is merged or 
consolidated with the cities in which the 
proposal has been approved.

Section 3 amends existing law. It requires 
th a t a  majority of the votes in each of the 
municipalities proposed to be merged or 
consolidated through th e  local option pro­
cess m ust favor m erger or consolidation in  
order for it to be approved.

Votes on a proposal to merge or consolidate 
a borough and one or more cities within 
th a t borough m ust be tabulated  as follows:

1. in the borough area  outside of each city 
in th a t borough proposed to be merged
or consolidated, and - V

2. in each of the cities in  th e  borough 
proposed to be merged or consolidated. ;;

If one or more m unicipalities outside of the 
borough are also included w ithin the pro­
posal, in  each of those other m unicipalities 
a  separate tabulation m ust be made for 
th a t area.

The bill provides th a t the proposal is de­
feated if it is not separately approved in the 
borough outside of the cities in th a t bor­
ough th a t are proposed to be merged or 
consolidated. If municipalities outside of 
the borough are included in  the proposal, it  
is also rejected if not approved in those
other municipalities. 1

I
If  the proposal is not approved in  one or »
more of the cities w ithin the borough th a t (
are proposed to be merged or consolidated '
but is otherwise approved in each of the 
areas separately tabulated, the proposal is *
either entirely defeated or partially  ap­
proved as specified in the petition under '
the new provision set out in Section 2.

Lastly, Section 3 sta tes th a t the provisions 
in the amended law are intended to be J
consistent with the voting requirem ents for ;
annexation specified in AS 29.06.040(c)(1). ^

4
*
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CSSB 63(STA) “An Act relating to 
transition provisions related to 
municipal mergers, 
consolidations, dissolutions, 
reclassifications, annexations, 
detachments, and 
incorporations; and relating to 
municipal property taxation in 
annexed, detached, and newly 
incorporated areas.”

The fundamental purpose of CSSB 63(STA) 
is to eliminate long-standing ambiguities in 

j existing law regarding when newly incorpo­
rated, annexed, and detached properties 
are subject to municipal property taxes. 
Sections 3 and 5 of the bill accomplish th a t 
fundamental purpose.

To ensure th a t the provisions of Sections 3 
and 5 not be construed as lim itations on 
the discretion of the Local Boundary Com­
mission to determine appropriate transi­
tion measures for municipal incorporation, 
annexation, and detachment, Sections 2, 4, 
and 5 were added. In view of those addi­
tions and to m aintain existing substantial 
uniformity in S tate law regarding all deci­
sion-making actions of the Commission, 
language paralleling the provisions of 
Sections 2, 4, and 5 were added to other 
m atters under the jurisdiction of the Com- 
mission (i.e., Aty reclassifications, munici­

pal merger, consolidation, and dissolution). 
Those additions were set out in Sections 1, 
6, and 7 of the bill.

On May 5, 2003, CSSB 63(STA) passed the 
| S tate Senate by a  unanimous vote of all 
I members present (18 voted in favor of the 

bill, one Senator was excused and one 
Senator was absent). The Local Boundary 
Commission supported the bill, which is 

I currently before the House of Representa­
tives for review.

In December 2003, Representative Paul 
Seaton requested th a t the Commission 
support the bill without the language 
relating to transition provisions. He ob­
served th a t the Commission already has 
the power to amend petitions and impose 
transition requirements for boundary 
changes. He stated th a t while codifying 
those powers in statu te would create addi­
tional clarity, removing the provisions from 
the bill would not diminish the 
Commission’s ability to effect reasonable 
boundary changes. He is of the opinion 
th a t the transitional language in the bill 
may jeopardize its passage. Therefore, he 
requeste 1 th a t the Commission support a 
change in title of the bill and removal of 
the language referring to transition provi­
sions and powers of the Commission. He 
concluded th a t this compromise could 
enable passage of a final resolution of the 
municipal property tax issue.
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