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Sponsor Statement
Senate Bill 161

| have introducptiSemate Bill 1627t eliminate any barriers in sj
might_prevent boisu*gh-"r*»qTTgent,s from instituting local frfx exemf

and avoid th*stacking oflaj

C
This action is in keeping with Article X. Section 1 Of the Statf Constitution

thaL “providesfor maximum localselj-government with a minimum of

localgovernmentunits,and topreventduplication oftax-levying

jurisdictions.”

Ifa borough determines it is intli£-bfc$”iterest of the local government to
equalize taxes by providing”n exemption for a tax alreadyJcAded by .axity

within their boundaries they'should-be”ble.todo so”

Without this option, the flexibility needed to maintain a reasonable revenue
source for programs and services throughout the municipality could be

seriously jeopardized.

Email Senator Gene Themiault@legs stale ak.us



Alaska State Legislature

Senator (»ary Stevens, Ch; r Committee
Alaska State Capitol, Room 103 Senator Bcp
Juneau, Aluska 99801-1182 Senator Tom'
Phone 907-465-4925 Senator John -
Pax 907-465-3517 Senator AHxi

Senate Community and Regional Affairs Committee
Agenda

Monday, April 13, 2005, 1:30 - 3:30 p.m.
Belt/ Committee Room 211

Relating to a borough sales tax exemption fnr a source that is taxed

hy a city in that borough
. |
. It will he introduced hy Dave Stancliff [*r Sen. Thcrriault. Il has a further referral

ttee. There is azero fiscal note. The depanmentiQCCITb)wiII not be testifying.

On teleconference is Renee Broker with the Fairbanks North Star Borough who will provide a
background on a FNSB election (to raise the alcohol tax that exempted the local govts. That election
(' resulted in a challenge by the Interior CI IARR - who are trying to negate the tax hy challenging the
Borough’s power to partially exempt cities within Borough's.

Overview: Taxation of mining property; contracts approved hy municipalities for
payment in lieu of taxes (Pending introduction)

« SB 120 lixth”™pting the state and itsjjplitical subdivisions from daylight saving time

Sponsored hy Sen. Olson, (plusAVagoner, Dyson and Stedman). This hill has a further
referral to the Labor and Comipe”eCoinmittec. The House companion hill (MB 176) is
sponsored by Rep’s. Suhporf, Kohrmg, Croft and Gruenberg).

There will bexfveral people online to testify.
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Municipality

Hoonab

Hooper Bay

Houston

Hughes

Huslia

Hydaburg

Juneau, City A Borough of
Kachemak

Kake

Kaktovik

Kaltag

Kasaan

Kenai

Kenai Peninsula Borough
Ketchikan

Ketchikan Gateway Borough
Kiana

King Cove

Kivalina

Klawock

Kobuk

Kodiak

Kodiak Island Borough
Kollik

KoUebuo

Koyuk

koyukuk

Kupreanol

Kwethluk

Lake A Peninsula Borough
Larsen Bay

Lower Kalskag
Manokotak

Marshall
Matanuska-Susitna Borough
McGrath

Mekoryuk

Metlakatla

Mountain Village
Napakiak

Napaskiak

Nenana

New Stuyahok

Newhalen

Nightmute

Nikolai

Kme

Uondalton

Noorvik

North Pole

North Slope Borough
Northwest Arctic Borough
Nuigsut

Typa ol Municipality

First Class City
Second Class City
Second Class City
Second Class City
Second Class City
First Ctass City
Unified Home Buie
Second Class City
First Class City
Second Class City
Second Class City
Second Class City
Home Rule City
Second Class Borough
Homo Rule City
Second Class Borough
Second Class City
Firs: Class City
Second Class City
First Class City
Second Class City
Home Rule City
Second Class Borough
Second Class City
Second Class City
Second Class City
Second Class Cily
Second Class City
Second Class City
Home Rule Borough
Second Class City
Second Class Cily
Second Class City
Second Class City
Second Class Borough
Second Class City
Second Class City
Federal Law
Second Class City
Second Class City
Second Class City
Home Rule City
Second Class City
Second Class City
Second Class City
Second Class City
First Class Cily
Second Class City
Second Class City
Home Rule City
Home Rule Borough
Home Rule Borough
Second Class City

TABLE 1

2004 Mun cipalities: Class, Populations and Tax Types - continued

Population ~ Proparly Salas Spaclal
Tax Tax Tax
850 No 5% No
1,109 No 4% No
1,351 Yes 2% No
64 No No No
284 No No No
369 No 4% No
31.246 Yes 5% 7% Bed Tax/ 3% Liquor Tai/ $.30/pad< Tobacco Ti
478 Yes No No
683 No 5% No
295 No' No No
223 No No No
57 No No No
7,123 Yes 3% No
51,398  Yes 2% No
7989 Yes 350% 6% Bed Tax
13533 Yes 2% 4% Bed Tax
408 No 2% No
725 No 4% 4% Seafood Proc/Bus;ness impact tax-tlat rale
388 No NR No
847 No 550% 6% Bed Tax
125 No No No
6,113  Yes 6% 5% Bed Tax
13,797 Yes No 9 25 mill Severance Tax/5% Bed Tax
605 No 3% No
3,070 No 6% 6% Bed Tax/ 6% Alcohol Tax
341 No 2% No
108 No No No
30 No No No
709 [Jo 5% No
1.627 No No 2% Raw Fish Tax/Guide Fees/6% Bed Tax
9%  No' P No
267 No NR NR
405  No 2% No
365 No 4% No
67,526 Yes No 5% Bed Tax
405 No No No
205 No 2% No
1,397 No No No
753 No % No
380 No 3% No
424 No No No
385 Yos 4% No
491 No No No
171 No 2% NR
229 No 2% No
123 No No No
3,414 Yes 5% 4% Bed Tax
216 No NR No
648 No 3% No
1609 Yes *  No(Vem.i 4d 4%
7,228 Yes v %\lo No (
7,293 No No No
416 No' No No

Note: Municipal populations are Irom the State Department of labor
" Indicates that City does not levy property tax, but Borough in which City is located does

u



TABLE 1

04 Mricipalities: Olss, Porulations and Tax Types

Mote Municipal populations are from the Slale Depar enl of Labor

sIndicates Ihal City does not levy properly lax. but Borough in which City is located does
+* The City ot Haines and the Haines Borough consolidated In 2002, into a single Home Rule Government

10

Municipality Type of Municipality Population Property Sales Special
Tax Tax Tax
Adak Second Class City 74 No 3% 2% Fuel Transfer Tax
Akhiok Second Class City 51 No* No No
Akiak " mecond Class City 346 No No No
Akutan Second Class City 787 No NR NR
Alakanuk Second Class City 663 No No No
Aleknagik Second Class City 235 No 5% 5% Bed Tax
Aleutians East Borough Second Class Borough 2688  No No 2% Raw Fish Tax
Allakaket Second Class City 95 No No No
Ambler Second Class City 291 No 3% No
Anaktuvuk Pass Second Class City 319 No* No No
Municipality of Anchorage Unified Homo Rule 273565  Yes No  BwBlma&oat Toovceo THAM (Ad)
Anderson Second Class City 377 No No 8% Utility Tax
Angoon Second Class City 507 No 3% 3% Bed Tax
Aniak Second Class City 541 No 2% No
Anvik Second Class City 105 No No No
Atka Second Class City 94 No No 2% Raw Fish Tax/10% Bed Tax
Atgasuk Second Class City 228 No* No No
Barrow First Class City 4.412 No* No No
Bethel Second Class City 5,886 No 5% 3% Bed/5% Alcohol/5% Gaming/MVRT
Betties Second Class City 32 No No $ 02/gal Fuel Transfer Tax
Brevig Mission Second Class City 313 No 3% No
Bristol Bay Bore igh Second Class Borough V03 Yes No 3% Raw Fish Tax/10% Bed Tax
Buckiand Second Class City 409 No 6% No
Chefornak Second Class City 434 No 2% 2% Raw Fish Tax
Chevsk Second Class City 883 No NR No
Chignik Second Class City 91 No No Lopsalrr n tax/1% other seafood
Chuathbaluk Second Class City 102 No No No
Clarks Point Secon] Ciass City 66 No NR  No
Coffman Cove Second Class City 164 No NO No
Cold Bay Second Class City 95 No No 8% Bed Tax/S 04/gal Fuel Tax
Cordova Home Rule City 2298 Yes 6% 6% Bed Tax/6% Vehicle Rental Tax
Craig First Class City 1,495 Yes 5% 6% Liquor Tax
Deermg Second Class City 131 NO 3% No
Delta Junction Second Class City 963 No No No
Denali Borough Home Rule Borough 1,917 NO No S Tax $06/yd gfaved-S OB too-coe>-S Bed Ta< 7%
Dillingham First Class City 2390 Yes 6% 10% Bed Tax / 10% Liquor Tax/6 0Gaming
Diomede Second Class City 137 No 3% No
Eagle Second Class City 126 Yes No No
Eek Second Class City 290 No 2% No
Egegik Second Class City 82 Nu No 2% Haw Fish Tax
Ekwok Second Class City 128 No No No
Elim Second Class City 342 No 2% No
Emmonak Second Class City 758 No NR No
AFairbanks Home Rule City 29.002  Yes No 8/ Bed Tax/ 5% Alcohol Tax/ 8% Tobacco Tax
y Fairbanks North Star Borough ~ Second Class Borougn 82,131 Yes No 8% Bed Tax 4- £% * 2-00\|
False Pass Second Class City 69 No % 6% Bed Tax
Fort Yukon Second Class City 560 No 3% No
Galena First Class City 744 No 3% No
Gambell Second Clas* City 647 No 3% No
Golovin Second Class City 15F No No No
Goodnews Bay Second Class City 244 No No No
Grayling Souond Class City 162 No No No
Gustavus Sthend Class City 473 No 2 4% Bed Tax as of 4-1-04
Haines Borough" Home Rule Borough 2.319 Yes 55% 4% Bed Tax/4% Tour Tax
Holy Cross Second Class City 204 No No No
Homer Firs! Class Citv 5.865 Yes 3.50%  No
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Empire editorial: An untimely tax
proposal

Sunday, Ai just 22, 2004

Bar owners and anti-alcohol forces are loading their verbal weapons for a
showdown Monday night at the Juneau Assembly meeting.

Some would like to see a ballot measure this October that would boost
the alcohol sales tax from the 3to 5 percent. That's In addition to the
existing sales tax on all items, which means drinkers wou'd be paying a

10 percent tax for a libation.

The arguments for and against stopping the ills of spcietr through
taxation are already flying. But moral arguments aside, this simply isn't
the right time to hoist the tax on spirits.

First of all, the city could end ug spending a sizable chunk of change
fighting for tne tax in court, if the increase wins voters' approval.
Faircanks North Star Borough is tan?led up in such a case that has made
its way to the Alaska Supreme Courf. Borough voters apFroved ab
’oercent liquor tax last October, but business owners challenged the
egality of it, based on a state law that restricts the imposition of taxes on

alcohol.

Already, City Attorney John Hartle has recommended that revenue from a
5 percent alcohol sales tax in Juneau be set aside, rather than spent,
because of the legal ambiguity. So it doesn't make sense to impose such
a tax when it's unclear whether it will even fly in court.

Nor will the city be able to immediately benefit from this revenue. While
alcohol-tax suPporters say that this mone% could be used to offset the
roblems created by excessive drinking, the city does not know at this
ime if it's legally possible to use the increased funds for those purposes.

Second, the city has already put local bars throuEh one major transition
in the next few years - making them totallg smoke-free by 2008. Banning
smoking in all bars was the right thing to do, but it has many bar owners
nervous they're going to struggle to keep customers.

http://juneauempire.com/cgi-bin/printit2000.pl 1/24/2005
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Since three out of four Juneau residents don't smoke, it seems more
likely that chentele In bars ma shift from smokers to nonsmokers. But
It's not ?om ea?%/ bar owners to_convince nonsmokers to
frequent thelr newl oke-free taverns if drink prices have jumped
because of atax h

Th|s simply isn't

e to_ hit up one segment of Juneau's businesses
for revenue tha uIt|mate

ly may not be allowed to touch,
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Municipal Sales Taxes

Alaska Statutes 29.45.650-710 authorize the levy of bales and use taxes at the municipal level.
The statutes give broad authority to municipalities to levy taxes on sales, rents and services
provided within the municipality. There arc only a couple of limitations placed upon
municipalities in regards to levying a sales tax. Orbital space facilities arc exempt from the levy
of sales tax and alcohol may not be taxed unless other items are similarly taxed. A borough may
not levy a sales tax on food coupons, food stamps, or other types of certificates issued under the
federal Food Stamp Act. A borough may not levy or collect a sales or use tax on (1) physical
transfer of refined fuel, unless in connection with a sale or use in the borough, or (2) wholesale
sales or transfers of fuel refined in the borough. A sale is in the borough if the fuel is delivered
to the buyer in the borough. Local ordinance may grant other exemptions.

A general law municipality that levies a sales tax may levy a use tax on the storage, use or
consumption of tangible personal property: however, the use tax rate must equal the rate of sales
tax and may only be levied on buyers. These limits do not apply to home rule municipalities.

There are no limits by statute on the rate of levy fur sales or use taxes for a municipality. Such
taxes are defined in Title 43 as taxes imposed with respect to transfer for a consideration of
ownership, possession or custody of tangible personal property or rendering of services

measure i by the price of the tangible personal property transferred or services rendered and
which ibrequired by state or local law to be separately stated from the sales price by the seller or
which is customarily separately stated from the sales price, but does not include a tax imposed
exclusively on the sale of a specific commodity or article or class of commodities or articles.

Title 29.45.S10. exemption from municipal taxation, states that for a party to a contract approved
by the legislature as a result of submission under the SGA, the property, gas. products and
activities associated with such approved, qualified project are exempt, as specified in the
contract, from all taxes identified in the Act that would be levied and collected by a municipality

under state law as a consequence of the participation by the party in the approved project.

Revenues by Tax Type

At an April 16. 2004 MAG meeting, there was general discussion of sales and use iaxc> and the
differences between municipalities' taxes and tax rales, exemptions, administrative procedures,
and transaction caps. There was discussion about sales/use tax restrictions during construction
and/or operations. Finally, there was discussion about whether the administrative complexity or
the administrative costs would be balanced by potential savings to a successful applicant.

The following tables show each municipality’s tax types, tax revenues and percentage of total tax
revenue by type. The information was taken from Alaska Taxable 2003.

Municipality of Anchorage

Tax Tax Revenues % of Total Tax
Property Tax S315.874.931

General Sales Tax 0]

Bed Tax S 11.007.248

Alcohol Tax 0

Tobacco Tax S 5,349.091

Other Special Use Tax S 4,682.406 (car rental tax)

Other Special Use Tax S 202,860 (aircraft tax)

INFORMATION INSIGHTS. INC Municipal Advisory Group, June 11, 2004 | |



City of Delta Junction
No sales or special taxes

Citv of Fairbanks

Tax Tax Revenues % of Total Tax Revenues
Propert?/ Tax 58,076,192

General Sr les Tax 0

Bed Tax % 786,026 14.46%

Alcohol Tax 1162:977.83 941%

Tobacco Tax 5799.567 6 47%

Other Special Use Tax

Fairbanks North Star Boroug |

Tax Tax Revenues 1% of Total Tax Revenue
Propert?/ Tax 568,013,870

General Sales Tax 0

Bed Tax 8% 51,305,822 2%

Alcohol Tax 5% Effective July 1 2004

Tobacco Tax 8% Effective July 1, 2004

Other Special Use Tax

Haines Borough

Tax Tax Revenues % of Total Tax Revenue
Proper $1,818,643

Genera Sales Tax 5.5% 51'899.249

Bed Tax 4% 5 101 683

Alcohol Tax

Tobacco Tax

Other Special Use Tax 4% S 191,192 (Tour Tax)

Kenai Peninsula Borough

Tax Tax Revenues % of Total Tax Revenue
Property Tax 41,693,443

Genera Sales Tax 2% 814 370582

AIcohoI Tax 0

Tobacco Tax 0

Other Special Use Tax 0

Citv of North Pole

Tax Tax Revenues % of Total Tax Revenue
Propert?/ Tax 5 755,335

General Sales Tax 3% 51.336,630

Bed Tax 0

A'cohol Tax 0

Tobacco Tax 0

Other Special Use Tax 0

INFORMATION INSIGHTS, INC Municipal Advisory Group, June 11, 2004 | 2



North Slope Borough
Tax Tax Revenues % of Total Tax Revenue

ProperIY Tax S199.653.165 100%
General Sales Tax*

Bed Tax
Alcohol Tax
Tobacco Tax

Other Special Use Tax . .
*NSB receives a payment in lieu of taxes for economic development

OO OoCOoOO

Citv of Seward

Tax Tax Revenues % of Total Tax Revenue
ProperIY Tax S 712175
General Sales Tax 3% S2.165.586
Bed Tax 4% S 217482
Alcohol Tax 0
obacco Tax 0

Other Special Use Tax 0
Effective April 1, 2003 the sales rate is 4%

Skagway

Tax Tax Revenues % of Total Tax Revenue
Property Tax SI.148,146

General Sales Tax 4% 52,531.977

Bed Tax 8% S 91782

Alcohol Tax

Tobacco Tax

Other Special Use Tax

Valdez

Tax Tax Revenues % of Total Tax Revenues
Property Tax S20,260,164

General Sales Tax j

Bed Tax 6% S 256.803

Alcohol Tax 0

Tobacco Tax 8

Other Special Use Tax

Transactions Limits/Exemptions for General Sales Tax

Evaluating the cost/benefit of sales taxes requires discussing the various transaction limits and
exemptions municipalities have in their sales tax code. A complete list of exemptions for all
municipalities that levy a sales lax is attached.

City of North Pole: seventeen exemptions from sales tax. The transaction cap amount is
$200.00. With a 3% sales tax. the maximum tax per transaction is $6.00.

Haines Borough: 3 1exemptions from sales tax. no transaction limits, with the exception of the
sale of construction materials and services exceeding $10,000.00. Construction materials are

defined as those items becoming a permanent part of the structure. Contractors may apply for a
numbered sales tax exemption permit which exempts the purchaser from paying sales tax on the

particular project.

INFORMATION INSIGHTS. INC Municipal Advisory Group. June 11. 2004 | 3



The Haines Borough defines “retail sale” as any sale of real or tangible personal property,
including barter, credit, installment and conditional sales, for any purpose other than resale in the
regular course of business. The delivery of property in the Borough by a seller whose principal
place of business is outside the Borough to a buyer or consumer is a retail sale made within the
Borough if such retailer maintains any office, distribution, or sales house, warehouse or any
other place of business, or solicits business or receives orders through any agent, salesp erson, or

other type of representation within the Borough.

City of Skagway: 22 exemptions from sales tax in code, no specific transaction limit. However,
sales of building and construction materials exceeding S2,500 for use on any one construction
project approved by a city building permit and paid for by any one purchaser during any 12-
consecutive month period is exempt from sales tax. In addition, contracts and subcontracts for

any new construction and reconstruction services on projects and structures for industrial,
commercial, residential, and nonprofit purposes are exempt.

City of Seward: 15 exemptions from sales tax. The sales tax is applied only to the first $500 of
each separate sale, rent or service transaction. A transaction involving payment for services or
personal property to be rendered or delivered over a period of mor: than one month for a
consideration in excess of $500 shall be treated as several separate transactions.

Kenai Peninsula Borough: approximately 22 exemptions from sales tax. Taxes are assessed on
the first $500 per transaction. KPB has an exemption for sales of building construction materials
for owner/builders and only if the materials become part of the permanent structure. The
borough charges a fee of $100 for a lax exemption certificate for owner/builders.

On taxing jurisdiction, KPB code states the rale of tax to be added to the sale price is based on
the place of sale, which for goods and merchandise is the location of the retail outlet; the same
rule applies if the invoice includes a charge for installation. When goods are delivered into the
borough from outside of the borough and the seller maintains an ongoing physical presence in
the borough, the location of the seller's in-borough presence will determine the place of sale. If
a eller has no ongoing physical presence in the borough but has established nexus with the

b ough, the point of delivery will determine the place of sale. If the seller has no ongoing
physical presence in or nexus with the borough the sale is not subject to the borough sales tax.
Nexus means the seller has established a connection within the borough by use of marketing
techniques or sales, which establish or maintain a market foi its goods in the borough.

Other Poit.*s of Discussion

In order to determine the cost/benefit of eliminating or modifying municipal sales/use taxes for
purposes of a contract under the SGA. the following are items that may warrant further

discussion:
Materials/goods particular to gas pipeline project

Point of sale for materials/goods

Likely tax amount for applicant given sales tax rates, exemptions and transaction limits

Coct of administration of modifying or exempting gas pipeline ma.erials/goods/services from
existing taxes

Ease of expanding existing exemptions, i.e. construction materials, for gas pipeline
materials/goods/services

INFORMATION INSIGHTS, INC. Municipal Advisory Group. June 11, 2004 | 4



FISCAL NOTE
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S A Fiscal Note Number:

E K
106 LEGISLATIVE SESSION Bill Version: se161

() Publish Date

Revisior Date/Time (Note if correction): Dept Affected: Commerce

Title Borough Sales Tax Exemption RDU Cjmm Assist & Ec Dev (405)
Componer* Community Advocacy

Sponsor State Affairs

Requester Senate Community & Regional Affairs Component No. 2703

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below

OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING
CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Progi ;m Receipts

1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL
Estimate of any current year (FY2005) cost: 00
Mark this box (X) if funding for this bill is included in the Govt Vs FY 2006 budget proposal: I
F TSITIONS
Full-time
Part-time
Temporary

ANALYSIS:  (Attach a separate page if necessary)

This legislation allows that a borough mar wholly or partially exempt a source from a borough
sales tax if it is already taxed by a city in the borough

It would not create a fiscal impact on the operations of the dapartment.

Phone 269-4535

Prepared by:  Michael Black. Direc.or
Date/Time 4/11/05 6 11 PM

Division Community Advocacy

Da‘e 4/11/2005

Approved by Edgar Blatchford, Commissioner
Agency Commerce. Community, and Economic Development
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