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Senator Robin Taylor, Vice-Chair 
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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

DATE: April 29,2003

FROM: M ary Jackson, Staff
Senate Community and Regional Affairs Committee

RE: Am endm ent to CS for SB 63 -  Version \H

Page 1, Line 1:
Provides for transition for mergers, etc., as requested by the LBC.

Page 1, Line 6:
Am ends current statute on reclassification to provide for transition.

Page 2, Line 1:
Am ends current statute on incorporation to provide for transition.

Page 2, Line 12:
Corrects num bering by deleting "1" and inserting "3".

Page 2, Line 16;
Inserts a new section to current statutes (Local Boundary Commission) on 
transitions requirements by the LBC.

Page 2, Line 23
Corrects numbering.

Page 2, Line 25:
Inserts language service provisions by the municipality to annexed areas. 

Page 2, Line 30:
Inserts new subsection to AS 29.06.160 (Transition) clarify role of LBC. 

Page 3, Line 5:
A m ends existing language in AS 29.06.500(a) (Dissolution Decision) by 
specifying that the LBC can impose transition provisions.
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A M E N D M E N T

O FFERE D  IN  T H E  SEN A TE
, TO : C SSB  6 3 ( ), D ra ft Version "H"

23-LS04S9\H.3
Cook

4/29/03

Page 1, line 1, a fte r "re la tin g  to":
Insert "tran s itio n  p rov is ion s re la ted  to m un ic ip a l m erge rs , con so lid a tion s , 

d isso lu tions , rec lass ifica tion s , annexa tions , detachm ents, and in c o rp o ra t io n s ; and  
re la tin g  to"

Page 1, fo llow in g  line 3:
Insert new b ill sections to read:

"*  Section . 1. AS 2 9 .0 4 .0 4 0 (a ) is amended to read:
(a ) A second class city may be rec lassified as a first class city. A  first class o r 

home ru le  city may be rec lassified as a second class city. Rec lassification is proposed 
by fi lin g  a petition with the department. The department shall investigate the proposal 
and report its findings to the L oca l Boundary  Comm ission with its recommendations. 
The comm ission shall ho ld  at least one public hearing in the city on the proposa l. The 
com m ission may amend the p e tit ion  [A N D ] may impose conditions on the 
rec lassification , and  m ay im pose any tran s it ion  req u irem en ts  th a t the com m ission 
de te rm ines to be u se fu l o r  necessary to accom p lish  the re c la ss ific a tion . I f  the 
comm ission determines that the rec lassification , as amended o r conditioned i f  
appropriate, meets applicable standards under the state constitution and commission 
regulations, meets the standards fo r  incorporation under AS 29 .05 .0 11  fo r  the class o f 
city proposed in the reclassification petition, and is in the best interests o f  the state, it 
may accept the petition. Otherwise, it sha ll reject the petition. The comm ission shall 
no tify  the city o f  its decision. The decision m ay be appealed under AS 44 .62  
(Adm inistrative Procedure Act).
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23 -LS 0489 \H .3

1 * Sec. 2. A S 2 9 .0 5 .1 0 0 (a ) is amended to read:
2 (a ) The L oca l Boundary Comm ission may amend the petition^ [A N D ] may
3 impose conditions on the incorporation , and , in  add ition  to those u n d e r
4  AS 2 9 .0 5 .1 4 0 . m ay im pose any  tran s it io n  req u irem en ts  th a t the com m ission
5 de te rm ines to be use fu l o r  necessary to accom p lish  the in c o rp o ra t io n . I f  the
6 comm ission determines that the incorporation, as amended o r conditioned i f
7 appropriate, meets applicable standards under the state constitution and comm ission
8 regulations, meets the standards fo r  incorporation under A S 2 9 .0 5 .0 1 1  o r 2 9 .0 5 .0 3 1 ,
9 and is in the best interests o f  the state, it may accept the petition. Otherw ise it shall

10 reject the petition."
11
12 Page 1, line 4 :
13 D e le te  "Section 1"
14 Insert "Sec. 3 "
15
16 Page 1, fo llow in g  line  7:
17 Insert a new b ill section to read:
18 "* Sec. 4 . AS 2 9 .0 6 .0 4 0  is amended by adding a new subsection to read:
19 (e ) Subject to AS 29 .0 6 .0 5 5 , the Loca l Boundary Com m ission may impose
20  any transition requirements that the comm ission determ ines to be usefu l o r necessary
21 to accomplish a boundary change."
22
23 Renum ber the fo llow in g  b i ll section accordingly.
2 4
25 Page 1, line 12, fo llow in g  "e ffect.":
26  Insert "H owever, notwithstanding other provisions o f  law , the municipality may
27 provide services in  the annexed area that are funded w ho lly  o r partia lly  with property taxes
28  during the period be fore the municipality may levy  property taxes in the annexed area."
29
30  Page 2 , fo llow in g  line  2:
31 Insert new b i ll sections to read:

L
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1 "*  Sec. 6. AS 2 9 .0 6 .1 6 0  is amended by adding a new subsection to read:
2 (b ) Subject to (a ) o f  this section, the L oca l Boundary Com m ission may impose
3 any transition requirements that the comm ission determines to be usefu l o r necessary
4 to accomplish the merger o r consolidation.
5 *  Sec. 7 . AS 2 9 .0 6 .5 0 0 (a ) is amended to read:
6 (a ) The L oca l Boundary Com m ission may amend the petition* [A N D ] may
7 impose conditions fo r  the d isso lution , and  m ay  im pose a n y  tra n s it io n  p rov is ion s
8 tha t the com m ission  de te rm ines to be u se fu l o r  necessa ry  to accom p lish  the
9 d isso lu t io n . I f  the comm ission determines that the d isso lu tion , as amended or

10 conditioned i f  appropriate, meets app licable standards under the state constitution and
11 comm ission regulations, meets the standards fo r  disso lution under A S 2 9 .0 6 .4 7 0 , and
12 is in the best interest o f  the state, it m ay accept the petition. O therw ise it shall reject
13 the petition."
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m S S M k S e n a t e  C o m m u n i t y  &  R e g i o n a l  A f f a i r s  C o m m i t t e e

\ f ip y r -~ -L Senator Tom Wagoner, Chair

7
Official Business

Senator Robin Taylor, Vice-Chair Stale Capitol, Room 427
Senator Kim Elton Juneau, AK 99801-1182
Senator G eorgianna Lincoln Phone: (907) 465-4989
Senator Gary Stevens Fax: (907) 465-4779

RE: E xplain  o f ST A CS for SB 63

1. Title C h an ge to in c lu d e  (per LBC request)

a. N e w  lan gu age  for transition  p rov ision s for
i. M ergers, con so lid a tion s, d isso lu tio n s , reclassification s, 

ann exation s, detach m en ts, and incorp orations
b. N e w  la n g u a g e  for property  tax tim e fram es ex ten d ed  to

i. D etach ed  and n e w ly  incorporated  areas.

2. A d d e d  n e w  su b section  to ex ten d  tim e restrictions to n e w ly  
incorporated  and  detach ed  areas (per LBC request).

3. A d d e d  la n g u a g e  regard ing "transition" au th ority  o f  LBC for 
m ergers, con so lid a tion s, d isso lu tio n s, rec lassifica tion s, ann exation s, 
d etach m en ts, and  incorporations (per LBC request).

4. D e le ted  the im m ed ia te  effective  date section  -  req u est o f  sp onsor.
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“An Act relating to municipal property taxation in annexed and detached areas; and providing for an effective 
date."

and recommends: 

V flb e  replaced with 

] adopt previous _

Senate Bill:
[ ] Tame title 

( k J / & 7  )  new title
House Bill:

] attached amendment(s)

] adopt Letter of Intent by 

] further referral t o _____

_) [ ] same title 
[ ] technical title 
[ ] new: SCR #_

Committee

NEW FISCAL NOTE(S):

Committee 

PREVIOUS FISCAL NOTE(S):

[ ] APPROPRIATION - no fiscal note

Department
■ ■ ■

t e e d

FiscalDepartment Fiscal



S e n a t e  C o m m u n i t y  &  R e g i o n a l  A f f a i r s  C o m m i t t e e

Senator Tom W agoner, Chair

A L A S K A  S T A T E  L E G I S L A T U R E

Official Business

Senator Robin Taylor, Vice-Chair 
Senator Kim Elton 
Senator G eorgianna Lincoln 
Senator G ary Stevens

State Capitol, Room  427 
Juneau, AK 99801-1182 

Phone: (907)465-4989 
Fax: (907) 465-4779

DATE:

FROM:

April 23,2003

Mary Jackson, Staff 
Senate Community and Regional Affairs Committee

RE: CS for SB 63 -  Version \H

Section 1: This is a new subsection -  added at the request of the Local
Boundary commission. It extends the same time restrictions for 
annexed areas in the current bill to newly incorporated areas.

Section 2: This is the same language as in the original bill.

Other: This CS deletes the immediate effective date section in the
original bill.

Please note, the Local Boundary Commission also asked for "intent" 
language. Legal is currently working on that, as a permanent statute, and 
will present it in the form of an amendment to the CS.
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CS F O R  S E N A T E  B I L L  N O . 6 3 ( )

IN  TH E  L E G IS L A T U R E  O F  T H E  ST A T E  OF A LA SK A  

T W E N T Y -T H IR D  L E G IS L A T U R E  - F IR S T  SE SS IO N
BY

Offered:
Referred:

Sponsors): SENATE COMMUNITY AND REGIONAL AFFAIRS COMMITTEE

A  B IL L  

F O R  A N  A C T  E N T IT L E D

"A n  Act re la t in g  to m un ic ip a l p ro p e r ty  taxa tion  in  annexed , detached , and new ly
/

in c o rp o ra ted  a re a s ."

B E  IT  E N A C T E D  B Y  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* Section 1. AS 2 9 .0 5 .1 4 0  is amended by  adding a new subsection to read:
( f )  Un less the incorporation takes effect on January 1, the new ly incorporated 

municipa lity may not levy  property taxes before January 1 o f  the year immediately 
fo llow in g  the year in which the incorporation takes effect.

* Sec. 2 . A S 2 9 .0 6  is amended by adding a new section to read:
Sec. 2 9 .0 6 .0 5 5 . P ro p e r ty  taxes in  annexed  o r  detached a reas , (a ) Unless 

the annexation takes e ffect on January 1, the annexing municipality m ay not levy 
property taxes in an annexed area be fo re  January 1 o f  the year immediately fo llow ing  
the year in which the annexation takes effect.

(b ) I f  an area is detached from  a m unicipa lity , a ll p roperty taxes that are levied 
by that m unicipa lity on property in the detached area based on an assessment that

-1-
New Text Underlined [DELETED TEXT BRACKETED]

CSSB 63( )



1 occurred be fore the e ffective date o f  the detachment rem ain valid .
2 2 9 .4 5 .5 0 0  app ly to the enforcement o f  those taxes.

WORK D R A F T  W ORK D R A F T

CSSB 63( ) -2-
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F I S C A L  N O T E

Revision Date/Time (Note if correction):_________________Dept. Affected________ DCED___________
Title Municipal Annexations and Detachments_______BRU Community Assist & Econ. Dev. (405)
_________________________________________________Component Community & Business________
Sponsor Senate Community & Regional Affairs_________  Development_______________
Requester Senate Community & Regional Affairs________  Component No. 2486

E xpenditures/R evenues____________________________ (Thousands of Dollars)________________

S T A T E  O F  A L A S K A  Fiscal Note Number: 1___________________

2003 L E G IS L A T IV E  S E S S IO N  Bill Version: SB 63______________
(S) Publish Date: 2/28/03_____________

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES | |

CHANGE IN REVENUES ( ) I I
FUND SOURCE_________________    (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2004 budget proposal: [

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate paqe if necessary)

This legislation has no fiscal impacts to this division.

Prepared by: Gene Kane, Acting Director  Phone 907-269-4578
Division Community & Business Development  Date/Time 2/25/03 4:57 PM
Approved by: Edgar Blatchford, Commissioner_______________________  Date 2/25/2003_____
Agency Department of Community & Economic Development_________

(Roviscd 9/2002 OMB) Page 1 of 1
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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

SENATE C O M M UN ITY &  REG IO NA L AFFAIRS COM M ITTEE
Senator Tom Wagoner, Chair

Official Business

Senator Robin Taylor, V ice-Chair 
Senator Kim Elton 
Senator G eorgianna Lincoln 
Senator G ary Stevens

State Capitol, Room 427 
Juneau, AK 99801-1182 

Phone: (907)465-4989 
Fax: (907) 465-4779

Sponsor Statement 
SB 63 - MUN IC IPAL ANNEXATIONS AND DETACHMENTS

This bill proposes new statutory language to clarify when a municipality m ay tax an 
area that was annexed. It also clarifies the question of property taxes in a detached 
area.

Currently, there is uncertainly with regard to the authority of municipal governments 
to levy property taxes in newly annexed territory. The Local Boundary Commission 
has recommended clarification of this for several years.

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

If adopted, the bill provides that a tax m ay not be assessed or levied before January 1 of 
the year immediately following the annexation. An exception w ould 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.

SS SB 63 S (STA ) 4/03: m j
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Sectional Analysis 
SB 63 - MUNICIPAL ANNEXATIONS AND DETACHMENTS

Section 1: This is a new section to Title 29, specifying that annexed
property may not be assessed or property taxes collected before 
January 1 of the year immediately following the year in which 
the annexation takes effect.

The exception is in the event that the annexation takes effect on 
January 1.

Section 2: Provides for an immediate effective date for the legislation.

SA SB 63 S(STA) 4/03: mj



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 minutes of the Joint meeting of Senate &
House Community and Regional Affairs Committee of Feb 7,2002 should be reviewed.
The Local Boundary Commission (LBC) presented their 2002 Annual Report to the
Legislature at that meeting.

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

(Continuation of Chair Kevin Waring's presentation.)

A m bigu ities in State law

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

REPRESENTATIVE SCALZI asked what prompted the concern regarding 
levying property taxes after January 1.

DAN BOCKHURST said Homer 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 property assessment value is fixed as of January lof each calendar 
year then that date also establishes a date by which a municipal entity has power 
to levy property taxes. If the area isn’t in the corporate boundaries of the City of 
Homer on January 1 2002, then the question arises as to whether the City of 
Homer has the authority to levy property taxes for the period of time between 
March 9 and the end of the calendar or fiscal year. There is an Attorney General 
opinion that municipal governments have a duty to levy taxes on property that is 
annexed after January 1 but in time for the municipal government to place that 
property on the tax role. In many cases there is dispute and confusion among city 
and borough governments on this question and some insist that the territory 
must be within the jurisdiction on January 1 in order for it to be taxable for that 
period of time. The commission's proposal would provide a mechanism to 
resolve that ambiguity.

3



A M B IG U ITIE S IN  STATE LAW  (-con tinued)

MR. WARING added it is easy to see what a fair outcome would be; that 
whichever government is providing services at the time should be entitled to a 
comparable share of the revenues. That outcome can be achieved with 
clarification in the statutes. The alternative is inevitably some litigation of the 
issue. Statutory clarification is a better resolution.

CO-CHAIRMAN TORGERSON commented he thought the commission already 
has broad based authority to accomplish this in their order for annexation or 
detachment. There may be a 45 day legislative review process but that is when 
the order becomes effective, not the effective date of stipulations that the 
commission may add to annexation. He said he's not 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. He agreed 
they do have broad authority, but they are generally conservative about 
venturing beyond what they see in statute and regulation. They would feel more 
comfortable with a statutory statement that the Legislature agrees this is 
something they should do.

ALLEN TESCHE, 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 would prefer 
having clear guidance from the Legislature on that issue rather than simply 
taking a position and waiting to see what the courts decide. Personally, he would 
rather see the issue addressed as a policy matter at the legislative level.

CO-CHAIRMAN TORGERSON said he disagreed but the question is whether 
they have the authority to put in the order when taxes would start being 
collected and when they wouldn't. The LBC isn't arguing whether they have the 
authority, they just choose not to exercise the authority.

MR. TESCHE said they question whether they have the authority in the first 
place and that is where the problem starts. He's not comfortable with the 
proposition that they have the authority.

The Commission again addressed the issue in the 2003 Annual Report. On page 84 of 
that report, under the section entitled "Ambiguities in State Law Concerning Municipal 
Property 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 
comments related to LBC stipulations on the draft presented elsewhere.)

Clearly then, the Commission is uncertain with regard to it's authority in this matter.
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P u b lic  Policy  Issu e s

For the purposes of the Senate Community and Regional Affairs Committee, the issue 
must be reviewed not only from the premise of what 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. A nnexations/D etachm ents that in vo lve  other taxing jurisdictions.

Using the Homer annexation as an example, an existing road service area was affected.

A service area develops an annual budget based on properties within their tax base. 
That budget necessarily includes operations affecting the entire service area, not just the 
properties that are eventually detached. The budget does not specify items like labor 
costs or equipment 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 determining annual budgets for service areas.

2. A nnexations that do not in volve other taxing jurisdictions.

Annexation of properties that are not involved with a taxing jurisdiction do not have 
the impacts that are associated with properties that do 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 governmental services by another taxing jurisdiction and thus, there is no 
conflict with the budgets or services as a result.

3. Taxpayer expectations.

Taxpayers expect property assessments and tax bills in an orderly manner. Like 
governments, most people budget annually and an immediate increase in their 
property taxes would be unexpected and potentially pose a hardship.

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

This expectation is essentially universal -  it would be of import to a property owner 
that is currently paying a mill rate in a service area as well as a property owner that 
would begin to pay a mill rate as a result of annexation.

5



LBC S tip u la tio n s  on  SB 63

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

The frrsf- stipulation was that the draft be modified to address municipal incorporations 
in a lii'.e manner. The second stipulation was that "it be understood that the legislation 
does not reduce the ability of petitions and/or the Commission to determine 
appropriate transition measures 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).

Current language is specific to integration in new municipalities -  that is, to new 
municipal incorporations.

The statutes specify a time specific, as is shown below:

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

(a) A service area in a newly incorporated municipality shall be 
integrated into the municipality within 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 detachment. Including municipal incorporation in this bill, with 
these time restrictions, would appear to be contrary to the provisions in 29.05.130.

It is not contrary in the respect that it is done within the two-year timeframe -  certainly 
9 months is within the 24 month 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 "within two years".

In terms of the public's comfort level, it would probably be welcomed because they 
would have some definitive assurances of when their tax bills were due.

6
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550 West Seventh Avenue, Suite 1770 • Anchorage, AK 99501 
Telephone: 907-269-4560 • Fax: 907-269-4539

April 23, 2003

The Honorable Gary Stevens 
Chairman, Senate State Affairs Committee 
State Capitol, Room 417 
Juneau, Alaska 99801-1182

Re: Senate Bill 63

Dear Senator Stevens:

The Local Boundary Commission endorses, in general, legislative efforts to 
eliminate ambiguities in current law regarding the date upon which property 
becomes subject to municipal property taxation following a boundary change. 
With regard to Senate Bill 63, the Commission supports the bill with the following 
modifications:

1. Provisions should be added to address the date upon which property included 
in a newly incorporated city or borough government becomes subject to property 
taxation by that newly incorporated municipal government. The provisions 
should be similar to those that would apply to newly annexed areas. The 
ambiguity that now exists in law concerning the authority of a municipality to levy 
property taxes in a newly annexed area also exists with regard to newly 
incorporated territory. If incorporation is not dealt with in this legislation, then the 
ambiguity that Senaie Bill 63 was designed to eliminate will still exist in part.

2. Provisions should be included in the bill stating that it is the intent of the 
legislature that the Act does not affect the ability of petitioners to propose, or the 
ability of the Commission to determine, appropriate transition measures. For 
example, if an annexation takes effect in March, the annexing municipality would 
be unable tc levy property taxes in the newly annexed area until January 1 of the 
following year. Notwithstanding, the annexing municipality should not be barred 
from extending to the newly annexed area those services that are funded wholly 
or partially with property taxes.

3. Certain technical amendments to lines 6 and 7 would seem to provide greater 
clarity and minimize the prospect for misinterpretation. Specifically, the 
Commission urges the State Affairs Committee to consider adding that the word 
“annexing" before the word "municipality" on line 6. Additionally, the Commission 
urges the Committee to consider deleting the words "assess" and "or collect" on 
lines 6 and 7.
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By adding the word "annexing" on line 6 as described, it becomes clear that the 
limitation applies only to the annexing municipality. The Commission is 
concerned that the limitation might otherwise be interpreted to apply to both 
borough and city property taxes in the case of an annexation of territory to a city 
within a borough. In other words, some might assert that a borough would be 
precluded from levying property taxes within territory that was newly annexed to 
a city located within that borough even through the property was subject to 
borough property taxes prior to the city annexation.

Additionally, it seems that the terms “assess” and “collect" should be deleted. 
Senate Bill 63 is intended to address only the levy of property taxes follovA/ing 
boundary changes. Assessing involves the formal setting of the taxable value of 
property. Some assessment functions will be required in newly annexed areas 
prior to January 1. As currently written, the legislation might be interpreted as 
barring a municipal government from exercising assessment functions in newly 
annexed territory before January 1 of the year following annexation. The term 
“collect" is unnecessary. If the annexing municipality cannot levy a tax, it cannot 
collect the tax.

Specific language suggested by the Commission to address the three proposed 
amendments is attached foi consideration by the State Affairs Committee.

Very truly yours,

Darroll Hargraves 
Chair
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P R O P O S E D  B Y  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 O  T H E  S E N A T E  S T A T E  A F F A I R S  C O M M I T T E E
(April 23, 2003)

1. To address newly incorporated city and borough governments, the 
Commission suggests adding the following new section to Senate Bill 63:

1 * Section__. AS 29.05 is amended by adding a new section to read:

2 Sec. 29.05.145. Property taxes in newly incorporated

3 municipalities. Unless the incorporation takes effect on January 1, the newly

4 incorporated municipality may not levy property taxes in the incorporated

5 area before January 1 of the year immediately following the year in which the

6 incorporation takes effect.

2. To formally state the intent of the legislature that the Act does not affect the 
ability of petitioners to propose, or the ability of the Commission to determine, 
appropriate transition measures, the Commission suggests that the following new 
section be added to Senate Bill 63.

1 * Section__. Declaration of Intent. It is the intention of the legislature

2 that this Act does not affect the ability of petitioners to propose, or the ability

3 of the Commission to determine, appropriate transition measures relating to

4 municipal incorporation, annexation, or detachment. For example, if an

5 annexation takes effect in March, the annexing municipality would be unable

6 to levy property taxes in the newly annexed area until January 1 of the

7 following year. Notwithstanding, the annexing municipality is not barred by

8 this Act from immediately extending to the newly annexed area those services

9 that are funded wholly or partially with property taxes.
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3. To address technical concerns about the language on lines 6 and 7 of Senate 
Bill 63, the Commission suggests the following amendments to that the portion of 
Section 1 of the bill relating to proposed AS 29.06.055(a):

1 * Section 1. AS 29.06 is amended by adding a new section to read:

2 Sec. 29.06.055. Property taxes in annexed or detached areas, (a)

3 Unless the annexation takes effect on January 1, the annexing municipality

4 may not [ASSESS,] levy[, OR COLLECT] property taxes in an annexed area

5 before January 1 of the year immediately following the year in which the

6 annexation takes effect.
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FYI

Loca l Boundary Commission SB 63 Mary G risw o ld  testim ony 4/7/03

P lease support SB 63, r e la t in g  to m u n ic ip a lit ie s ' a u th o r ity  to le vy  re a l 
and persona l p rope rty  taxes in  the i n i t i a l  p e r io d  fo llo w in g  annexation 
or detachment. P lease  support amending SB 63 to in c lu d e  in co rp o ra t io n  
as recommended by the p rev ious commission a t i t s  meeting on December 9,
2002 and re fe renced  on page 84 o f i t s  repo rt to  the 23rd le g is la tu r e .

S tate  s ta tu te s  are un c lea r w ith  respect to m un ic ipa l a u th o r ity  to  le vy  
p roperty  taxes during  an i n i t i a l  p e r iod  fo llo w in g  in co rp o ra t io n , 
annexation, o r detachment. The question  i s  whether taxes accrue in  f u l l  
on January 1 when the v a lu a t io n  is  se t, o r by June 15, on the date the 
levy  i s  determ ined. To com p licate  the s itu a t io n ,  the Lo ca l Boundary 
Commission i s  g iven broad powers to p lace  co n d it io n s  on boundary 
changes, but there i s  no c le a r  a u th o r ity  fo r  i t  to dec ide  p roperty  tax 
ju r is d ic t io n .  T h is  i s  a p o l ic y  issue  and i s  b e tte r  re so lved  through 
le g is la t io n  than by the LBC on a case by case b a s is , o r by dragging i t  
through the cou rts .

C la r i f y in g  by s ta tu te , in  cases o f in co rp o ra t io n , annexation and 
detachment, tha t p rope rty  taxes accrue in  f u l l  each year on January 1 is  
c o n s is te n t w ith  e x is t in g  p o l ic ie s  and procedures across the s ta te  fo r  
assess ing  p roperty  and adding new p roperty  to tax  r o l l s .  I t  i s  a 
p r a c t ic a l approach tha t w i l l  s im p lify  the t r a n s it io n  p lann ing  process 
and be le s s  d is ru p t iv e  to  the a ffe c te d  governmental u n its  and in d iv id u a l 
taxpayers .

The best way to  promote an o rd e r ly , e f f ic ie n t ,  and econom ical t ra n s fe r
o f r e s p o n s ib i l i t ie s  i s  to  se t sim ple, s tra ig h tfo rw a rd  ground ru le s .  I f
everyone in vo lved  in  a proposed annexation understands th a t revenue
streams w i l l  s h i f t  on January 1 fo llo w in g  an e f fe c t iv e  date, everyone
can p lan  a c co rd in g ly . The A d m in is tra t iv e  Code a llow s a t r a n s it io n
per iod  o f up to  two y e a rs . M un ic ip a l budgets can be re v ised  in  an
o rd e r ly  manner w ith in  normal budget p repa ra tion  cy c le s  to accommodate
s h if t s  in  s e rv ic e  d e liv e ry .  New se rv ice s  can be added as tax revenue
becomes a v a ila b le .  Everyone w i l l  work w ith  co n s is te n t, p re d ic ta b le  expecta tions.

I t  i s  im portant <"0 note th a t w ith  many annexations, there i s  a 
correspond ing sim ultaneous detachment from another government. Using 
January 1 as the c u to f f  date to e s ta b lis h  va lue  and ju r is d ic t io n  
p rov ides le s s  d is ru p t io n  to  tha t m u n ic ip a lity 's  budget process and 
se rv ic e  d e liv e ry  p lan s. During a t r a n s it io n  period , whichever 
government is  p ro v id in g  s e rv ic e s  can be a p p ro p r ia te ly  compensated 
through co n tra c t agreements worked out in  the t r a n s it io n  p lan  w ithout 
re q u ir in g  an un tim e ly  change in  the tax ing  ju r is d ic t io n .  T h is  i s  a 
b e tte r  approach than p ro - ra t in g  taxes between governments fo r  the 
remainder o f the tax year because many se rv ice s  are p rov ided  on an 
area-w ide b a s is , the co st o f which w i l l  not decrease p ro p o r t io n a te ly  to 
the t e r r i t o r y  a f fe c te d  by the sim ultaneous annexation and detachment.

Taxpayers expect p rope rty  assessments and tax  b i l l s  on an o rd e r ly  
schedule. They le a rn  th e ir  tax ju r is d ic t io n  and v a lu a t io n  w e ll in  
advance o f the le v y  and can p lan  th e ir  persona l budgets a cco rd in g ly .
Annual tax adjustm ents w ith in  one government u n it  are u s u a lly  sm all,
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whereas annexation u s u a lly  re s u lts  in  a dram atic in crease  in  p roperty  
tax l i a b i l i t y .  I t  i s  b e tte r  to  make these adjustments w ith in  the 
e x is t in g  assessment procedures taxpayers are fa m il ia r  w ith , than to 
su rp r is e  them w ith  a b ig  change in  the m iddle o f the assessment ca lendar.

Some people have argued that th is  approach i s  unduly con se rva tive  and 
p u n it iv e , e s p e c ia l ly  fo r  areas undertaking in co rp o ra t io n  because they 
w i l l  be requ ired  to im mediately p rov ide  se rv ice s  fo r  which they have no 
funding. I am sym pathetic, but a f t e r  ana ly z ing  the consequences o f 
t ry in g  to  accommodate s p e c ia l s itu a t io n s ,  I re a liz e d  tha t the c o n f l ic t s  
created  by more f le x ib le  approaches de feat th e ir  purpose. P ra c t ic a l,  
con s id e ra tion s  o f implementing a tax ing  a u th o r ity  re q u ire  a January 1 
date c e r ta in , under which f l e x i b i l i t y  may be exe rc ised  to balance 
se rv ice  d e liv e ry  w ith  revenue a l lo c a t io n s .  M u n ic ip a l it ie s  have la t itu d e  
to e s ta b lis h  t h e ir  le vy  date, tax payment schedule, and f i s c a l  cy c le s  
w ith in  the l im it s  o f the s ta tu te s . They must a ls o  p r io r i t ie s  the 
e xe rc ise  o f t h e ir  powers and a u th o r it ie s  to  p rov ide  s e rv ic e s  co n s is te n t 
w ith  t h e ir  f in a n c ia l and human resources. M u n ic ip a l it ie s  must make 
p o l ic y  d e c is io n s  about the ap p rop r ia t io n  o f funds. Such p lann ing  
d e c is io n s  are considered  d is c re t io n a ry  and are immune from s u it .  A laska 
S ta tu te  09.65.070(d)(2) p rov ides that n e ith e r  a m u n ic ip a lity  nor i t s  
agents, o f f ic e r s ,  o r employees are l ia b le  fo r  f a i l i n g  to e xe rc ise  a 
d is c re t io n a ry  fu n c t io n , as upheld in  the 1998 A laska Supreme Court case 
Adams v C it y  o f Tenakee Springs. In o ther words, the sense o f urgency 
is  o ften  exaggerated. M u n ic ip a l it ie s  are not expected to  im mediately 
p rov ide  the host o f s e rv ice s  t y p ic a l ly  asso c ia ted  w ith  government. Th is 
should be made c le a r  to everyone e a r ly  in  the co n s id e ra t io n  to 
in co rpo ra te  o r annex t e r r it o r y .

The assessment date i s  the e f fe c t iv e  date fo r  p roperty  tax l i a b i l i t y .  
A laska s ta tu te s  a llo w  up to s ix  months to m a il the b i l l s  as a p r a c t ic a l 
n e ce ss ity  fo r  s u f f ic ie n t  time to  crea te  an assessment r o l l ,  n o t if y  
p roperty  owners, conside r adjustments, conduct board o f adjustment 
hearings, develop annual budgets, c e r t i f y  the r o l l ,  se t an app rop ria te
levy, and prepare the tax b i l l s .  The 1998 Supreme Count case Kenai
Pen insu la  Borough v Arndt e s s e n t ia l ly  e s tab lish ed  tha t p roperty  taxes 
accrue in  f u l l  on the assessment date. A p ro p e rty 's  tax s ta tu s  
( in c lu d in g  s itu s )  becomes f ix e d  fo r  the f u l l  tax year on the date o f i t s  
assessment. "Tax s itu s  can be based on whether the p rope rty  in  question  
is  taxed by another tax ing  government." The cou rt recogn ized  the 
genera l agreement tha t post-assessment changes in  va lue, s itu s ,  and 
ownership o f taxed p roperty  req u ire  no changes in  tax fo r  the 
correspond ing year. The 1989 op in ion  o f the s ta te  a tto rney  genera l 
regard ing  m un ic ipa l ta x a t io n  o f o i l  and gas p roduction  p rope rty  in  
annexed t e r r i t o r y  concluded tha t an assessor can assess p roperty  and add 
i t  to  the tax r o l l  any time before  i t s  c e r t i f ic a t io n .  Th is  op in ion  has 
not stood the te s t  o f the cou rt system and oversteps the le g a l ly  
p re sc r ib ed  January 1 assessment dead line .

I f  the LBC were a llow ed  to  d ir e c t  m u n ic ip a lit ie s  to  le vy  taxes on
p ro p e rt ie s  w ith in  t h e ir  ju r is d ic t io n  as o f any date o the r than January
1, se r io u s  c o n f l ic t s  cou ld  a r is e .  M u n ic ip a l it ie s  have d is c re t io n  to 
choose th e ir  own dates to determ ine the le vy  and m a il the tax  b i l l s  as 
long as they meet the le g a l dead lines. E xa c tly  how c lo se  the e f fe c t iv e  
date o f an a c t io n  cou ld  crowd the tax ing  schedule is  too open a question  
to leave unreso lved u n t i l  w e ll in to  the p e t it io n  a n a ly s is . R e a l is t ic  
revenue p ro je c t io n s  are necessary e a r ly  in  the process fo r  re spon s ib le  
t r a n s it io n  p lann ing . Th is question  cou ld  a ls o  r e s u lt  i s  a leng thy de lay  
o f an annexation due to cou rt cha llenges o f the LBC's tax ju r is d ic t io n  
d e c is io n .

I t  i s  commonly understood and accepted tha t p roperty  in  annexations and 
in co rp o ra tion s  e f fe c t iv e  a f t e r  June 15 w i l l  not be taxed u n t i l  the 
fo llo w in g  year. These m u n ic ip a lit ie s  must p lan  to  e xe rc is e  th e ir  powers 
and r e s p o n s ib i l i t ie s  in  a manner to conform to t h is  f in a n c ia l
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r e s t r ic t io n .  I f  i t  i s  c le a r ly  e s ta b lish ed  that a l l  a c t io n s  a f t e r  
January 1 w i l l  w a it u n t i l  the fo llo w in g  year to le vy  taxes, everyone 
w i l l  p lan  a cco rd in g ly . I t  i s  im portant to  note that m u n ic ip a lit ie s  
have revenue sources other than p roperty  ta x e s . An area deemed 
ap p rop r ia te  fo r  in co rp o ra t io n  o r annexation has demonstrated s u f f ic ie n t  
economic and human resources to support government. Sa les taxes cou ld  
serve as an i n i t i a l  source o f funding fo r  government se rv ice s  w h ile  a 
m u n ic ip a lity  b u ild s  a s o l id  f in a n c ia l foundation . The s ta te  has a t 
le a s t  d iscussed  o f fe r in g  f in a n c ia l in ce n t iv e s  to areas o f the 
unorganized borough w i l l in g  to in co rpo ra te . Such payments would help 
b ridge  t h is  revenue gap.

I f  SB 63 i s  adopted w ithout in c lu d in g  in co rp o ra tion , a r i s k  o f m u lt ip le  
ta xa t io n  a r is e s  when an area v/ith in  a se rv ice  area o f an organ ized 
borough in co rp o ra te s  as a c i t y  be fo re  Ju ly  1. I f  the c i t y  le v ie s  taxes 
in  the i n i t i a l  year fo llo w in g  in co rp o ra t io n  w h ile  the taxes on the 
detached area o f the borough remain in  e f fe c t  under SB 63, the p roperty  
owners in  the new c i t y  w i l l  be taxed tw ice.

C lea r g u id e lin e s  fo r  m un ic ipa l p rope rty  ta xa t io n  w i l l  encourage 
m u n ic ip a lit ie s  to  be cau tious about extend ing s e rv ice s  beyond th e ir  
boundaries, w i l l  promote o rd e r ly  m un ic ipa l growth as the need fo r  
s e rv ice s  in c re a se s , and w i l l  reduce the s tre s s  and con ten tion  assoc ia ted  
w ith boundary changes. P lease support SB 63 w ith  the proposed amendment 
so everyone understands the revenue ru le s  before  becoming in vo lved  in  an 
annexation, detachment, or in co rp o ra t io n  procedure.

Thank you.

Mary G risw o ld  
P.O. Box 1417 
Homer 99603
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S u b je c t :  p r o p o s e d  a m e n d m e n t  to  C S S S B  63  
D a te :  Mon, 28 Apr 2003 08:51:21 -0800 

F r o m :  Dan Bockhorst <dan_bockhorst@dced.state.ak.us>
T o :  Mary Jackson <Mary_Jackson@legis.state.ak.us>
CC: Darroll Hargraves <countryridge@gci.net>

Mary: W ith one minor excep tion , the proposed amendment to  CSSB 63
("23-LS0489\H2 Cook 4/24/03") looks grea t to me.

I b e lie v e  tha t "annexations, detachments," should be added a f t e r  
" r e c la s s i f ic a t io n s , "  on page 1, l in e  3 o f the proposed amendment. As 
c u r re n t ly  w r it te n , the amended t i t l e  makes no re fe rence  to  t r a n s it io n  
p ro v is io n s  re la te d  to  annexation and detachment, w h ile  i t  makes 
re fe rence  to " t r a n s it io n  p ro v is io n s  re la te d  to  m un ic ipa l mergers, 
co n so lid a t io n s , d is s o lu t io n s ,  r e c la s s i f ic a t io n s ,  and in co rp o ra t io n s  . . . "

Thanks
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