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Sponsor Statement
Senate Bill 112

“An Act imposing a tax on residents of regional educational attendance areas;
and providing for an effective date.”

Currently, residents who live in organized, home-rule and first class cities all contribute some amount of
local revenue for the operations and capital projects of their schools. This local contribution is an
important aspect of education funding, both by expressing a real desire to contribute to the quality of
education for Alaskan students and by aiding in the ever-increasing cost of providing an adequate

education.

SB 112 provides an equal opportunity to all residents of Alaska to support education. Currently, there are
19 Regional Education Attendance Areas (REAAs) in Alaska that do not have local taxes to provide
funding for local schools. SB 112 imposes an annual tax on residents living in REAAs that have no local
tax authority to help support their schools. The Alaska Department of Revenue estimates residents living
in unorganized boroughs earned an income of $505 million dollars in fiscal year 2004. This bill allows

schools and Alaska’s children to benefit from this earned income.

SB 112 provides that the annual tax will be calculated by using the average dollar amount residents of
organized boroughs contribute to local schools. This number will be used as a base for the contribution of

residents 21 years and older who live in REAASs.

SB 112 advances the State of Alaska twofold. First, the proposed tax would generate nearly 13 million
dollars in the first year alone that would directly benefit Alaska’s schools. Secondly, it would bring
Alaska more in line with the ideals that the Constitution of the State is founded on. Article 1, Section 1,
reads, in part “...that all persons are equal and entitled to equal rights, opportunities, and protection under
the law; and that all persons have corresponding obligations to the people and the State".
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FISCAL NOTE

%é[%ﬁ.&% Fiscal Note Number:
. EG\' Bill Version SB 112

() Publish Date:

Revision Date/Time (Note if correction): Dept. Affected: Revenue 04

Title Tax on REAA Residents RDU Treasury and Tax
Component Tax Division

Sponsor Senators Bunde and Wllken

Requester  (s) CRA Component No. 2476

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 FY2010  FY 2011

Personal Services 1843 626.0 742.1 742.1 742.1 742.1

Travel 2.0 13.0 18.0 18.0 18.0 18.0

Contractual 95.4 116.1 1193 1193 1193 1193

Supplies 5.0 05 11.0 11.0 110 110

Equipment 56.0 36.0 12.0

Land & Structures
Grants & Claims
Miscellaneous

TC AL OPERATING 3427 600.6 902.4 890.4 890.4 890 4
CAPITAL EXPENDITURES 147.0
CHANGE IN REVENUES ( ) 0.0 84008 129109 129109 129109 129109
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF 342.7 800.6 902 4 8904 890.4 890 4

1005 GF/Program Receipts

.037 GF/Mental Health

Other (Specify Type-Do not abbreviate)
TOTAL 342.7 800.6 9024 890.4 890.4 890.4

Estimate of any current year &FYZOOSLcost 0.0

Check this box (X) if funding for this bill is included in the Governor's FY 2006 budget proposal:

POSITIONS

Full-time 5 10 il il 1 il
Part-time

Temporary 2 2 2 2 2 2
ANALYSIS;  (Attach a separata paya if necessary)

(ee attached)

Prepared by:  Chuck Harlamert & Brett Fried Phone 465-2C20

Division Tax Division Date/Time 3/3/2005

Approved by:  Tom Boutin Date 3/4/2005

Agency Revenue
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ANALYSIS CONTINUATION

Cost Discussion

We project peak filing volume under the bill at approximately 16,000 returns annually comprised of 12.000 individual filings and 4,000
returns from an estimated 1,400 employers This volume represents a 50 percent increase over ojr cu-rent levels although, on
average, the returns will be simpler than existing returns  Our projected operating cos's are largely driven by enforcement and
collection activities appropriate for collecting tax from individuals and by recognition of the challenges associated with a tax based on
the place o' residence within the slate These estimates assume a number of key administrative tools and requirements will be added
to the bill. Foremost among these assumed changes is a requ rement to report a physical place of residence data on Permanent Fund
dividend applications This information will provide the depart nent with critical information necessary to enforce the tax and
significantly reduce personnel requirements.

Capital expenditures represent the cost of incorporating the program into existing information systems and facilitation of electronic
filing.

Revenue

For the revenue estimate we used the total local required contribution for boroughs in FY 2005 of $161,743,619 divided by the 200M
organized-borough adult (21+) population of 379,136 for CY 2004. The result is an estimated per-organized-borough-adult contribution
of $426.61. This hill imposes a tax “on each individual 21 years of age or older residing in a regional educational attendance area."
However, eighteen first- class and home-rule cities fall within trie regional educational attendance areas and are subject to the same
school contribution requirement as the organized boroughs (AS 14.17 410(b)(2)). Consequently, we adjusted the estimated total
number of adults residing in REAAs (49,964) by subtracting out the estimated number of adults who reside in first class and home rule
cities (19,700) for an estimate of 30,264 The source of the contribution data is the Alaska Department of Education and Early
Development and population estimates are from the Alaska Department of Labor and Workforce Development. No adjustment was
made for changes in population or required contnbulion amounts over time

The hill has an effective date ot January 1, 2006. Taxpayers have until “November 1 of t»e calendar year following the year for which
itis imposed" to file their taxes. In the first fiscal year we assume we will rect.ve the employer withholding. Here we are assuming that
all employers withhold the required amount for all employees that reside within the unorganized borough but outside of first class or
home rule cities and remit this amount tn trie Department within the first six months of 2006. We used a 2003 Alaska Departmenl of
Labor estimate of workers over 21 years of age (19,692) that reside within the Unorganized Borough bul outside of first-class or home
rule cities to denve the FY 2006 revenue estimate, m FY 2007, we assume that we will receive returns from all adults who are subject
to the tax but have not had their taxes paid by an employer.

We did not adjust for noncompliance with the tax identifying individuals who reside in Irie Unorganized Borough bul outside of first
class or home rule cities may be difficult because many work within organized areas or cities and often list their address on their FFD
application as a Post Office Box. Inaddition, many of these areas are remote
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CSFOR SENATE BELLNO. 112( )
INTHE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FOURTH LEGISLATURE -FIRST SESSION
BY

Offered:
Referred:

Sponsor(s): SENATORS BUNDE, Wilken, Wagoner

ABILL
FOR AN ACTENTITLED
"An Act imposing a tax on residents of regional educational attendance areas and

relating to permanent fund dividend applications; and providing for an effective date."
BEITENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*Section 1. AS 43.23.015(b) is amended to read:

i (b) The department shall prescribe and furnish an application form for
claiming a permanent fund dividend. The application must include notice of the
penalties provided for under AS 43.23.035 and contain a statement of eligibility and a
certification of residency. The department shall require applicants to supply a
physical address as well as a mailing address.

* Sec. 2. AS 43 isamended by adding a new chapter to read:
Chapter 45. Regional Educational Attendance Area Tax.
Sec. 43.45.011. Tax imposed, (a) There is imposed a tax ecch year on each
individual who is 21 years of age or older on January 1 of the tax year and resides in a

regional educational attendance area.

+ (3B11 )
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(b) The commissioner shall determine the amount of tax due each year from
gach individual subject to the tax imposed under (a) of this section by dividing the
amount of the total local contributions to schools required of organized boroughs
under AS 14.17.410(b)(2) by the estimated population of individuals 21 years of age
and older in the o ;anized boroughs.

Sec. 43.45.021. Collection oftax. (a) The tax imposed under AS 43.45.011
shall be paid before January 15 of the calendar year following the year for which it is
imposed. An individual who is subject to the tax shall file a return on a form
prescribed by the department, and, if the individual has not had the tax withheld from
the individual's salary or other compensation, shall remit the tax directly to the
department.

(b) If an employee resides in a regional educational attendance area, the
employee's employer shall deduct and send to the department one-half cf the tax or 10
percent of the employee's gross compensation, whichever is less, on each regular
payroll until the full tax due under this chapter has been deducted. The department
shall prescribe a return form for the tax collected under this subsection.

(¢) A deduction of the tax maj not be made in the. salary or other
compensation of an individual who provides proof to the employer that

(1) the tax imposed under AS 43.45.011 for that tax year has already
been withheld by anotl *employer;

(2) the individual has already paid the tax directly to the department; or

(3) the individual was not 21 years of age or older on January 1 of the
tax year.

Sec. 43.45.031. Record of withholding. An employer who withholds tax
under AS 43.45.021 shall furnish to the employee upon request a record of the amount
of tax withheld from the employee. The department s' ill provide a form for that
purpose.

Sec. 43.45.041. Refunds. An individual who has paid more than the amount
of tax due for acalendar year may claim arefund under AS 43.05.275.

Sec. 43.45.051. Disposition of tax proceeds, (a) The tax collected under

AS 43.45.021 shall be deposited into the genera! fund and accounted for separately.

(SBI )
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(b) The legislature may appropriate the estimated amounts to be collected and

separately accounted for under (a) of this section for education.

(c) The deposit required and appropriation authorized by this section are not
intended to create a dedication in violation of art. X, sec. 7, Constitution of the State

of Alaska.
*Sec. 3. This Act takes effect January 1, 2006.

3 ‘3: )
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Senator Con Bunde

Alaska State Legislature
Alaska State Senate

State Capital

Juneau, Alaska 99801-1182

RE; Senate Bill 112
Dear Senator Bunde;

| am writing to comment on Senate Bill 112, which you sponsored. A fter
reviewing the context ofthe proposed bill, would like to let you know that loppose this
bill. First, I would like to explain that the State Legislature tried numerous times to enact
a state tax. Nobody wanted a state tax and the answer was clear. However, it seems that
gvery time the State Legislature is in session, they are doing everything to enact some
type ofa tax. I don’t have the slightest idea, how enacting a tax ofsome sort compares
with the State Constitution.

[ understand the provisions ofthe State Constitution. In my svnopsis of the bill, 1
could not see how it would put the rural areas in line with the constitution. | understand
the paragraph, which you quoted as to say that all citizens who are residents of the state
of Alaska are entitled to equal rights, opportunities and protection. This provision should
speak for itself. Even under the US Bill of Rights, as United States citizens, we are also
guaranteed these inalienable rights.

Let me elaborate more on what | am saying. 1believe that every town, village or
settlements in Alaska have the same rights guaranteed under different charters and
bylaws. All these cities within the State of Alaska were all first class cities at one time. |
also believe that the residents of these cities voted for the form of government that hest
meet their needr. That is why we have boroughs. For the bigger cities, I see no problem
ofthem becoming whatever form of government they choose.

Afterall, the higger cities have more people, developments, businesses and other
infrastructures. They can impose taxes for the services they get. If these cities didn’t want
this form of government, they would have voted against it. The tax base in the rural areas
is different than in the cities. The cities are more economically feasible, because there are
more businesses in these areas. They can sustain the taxes. Ifall ofthe remote areas in the
State of Alaska w'anted a different form of government, believe me, they would have
pursue this a long time ago. Maybe the way the State can address budget is to start some
developments in the rural areas to offset the economy.



It would seem feasible for the legislature to put money into the rural areas for
some prolong feasible development or business. Then it would be no problem to enact
some legislation to this effect. As you stated, you believe that the State Constitution is
our only option to make the rural areas more independent, then we should do some
research ai.d find a feasible means and then pour state some money into it. | think that
would have more merit than imposing something, such as a tax that people don’t wrint.

Why do | feel the way 1do? Itis because, under the constitution, the State of
Alaska has the fiduciary responsibility for education, K-12. As lunderstand, this means
that education should be the number one priority and the appropriations to justified this.
It is the sole responsibility of the state to meet the needs of the students from K-12. If the
state of Alaska does not do their fiduciary responsibilities for education, then vhy did
they take it over from the federal government.

| am appalled at the way the legislature is going about this by either amending or
enacting new laws to get at the people. Thank you for giving me the opportunity to
comment. | am opposing this Senate Bill 112 as to the reasons | stated. As | read the bill,
it is not right, to impose anything on people, that they do not want, which is not feasible
and above all just plain failure.

Ifyou have any questions or comments, please feel free to call me either at my
(office) 907-547-2271 or (home) 907-547-3030.

Sincerely,

Box 86

Eagle, Alaska 99738
c/C
File

All Member, Alaska State House of Representatives
All Members, Alaska State Senate



Conceptual Outline
Education Head Tax on Individuals 21+ Years of Age Residing in the
Unorganized Borough Outside Home-Rule and First-Class Cities

Annual Determination of the Amount of the Tax.

Conceptually, it has been proposed that the amount of the education head tax would be
determined annually by dividing the total local contributions required of borough school
districts under AS 14.17.410(b)(2) by the total estimated population of individuals 21 years
of age and older residing within organized boroughs.

Of course, the particular terms of the components of the tax formula would have to be
carefully defined in the law. For example, the law might require the State Demographer to
annually estimate the population of individuals 21 years of age and older residing within
organized boroughs. That fo.mal estimate might then be used in the calculation of the

amount of tax to be levied annually.

Ballpark Estimate of the Amount of the Head Tax Based on Most Current Data
Available.

For FY 2005, AS 14.17.410(b)(2) required a total of $161,827,356 in local contributions
from organized boroughs.

The Demographics Unit of the Alaska Department of Labor and Workforce Development,
Research & Analysis, estimates that there were 5/4,377 individuals residing within the 16
organized boroughs in 2004. Further, the Demographics Unit also provided data that
indicate, on average, approximately 66.0 percent of the population in those 16 organized
boroughs was 21 years of age or older at the time of the 2000 census. Applying that
percentage to the estimated 2004 population results in an estimate that 379,136
individuals 21 years of age and older resided within the 16 organized boroughs in 2004.

Using the foregoing figures, the FY 2005 local contributions in support jt schools required
of boroughs under AS 14.17.410(b)(2) was equivalent to $426.83 ior each of the
estimated 379,136 individuals 21 years of age and older residing within the 16 organized
boroughs in 2004.

Ballpark Estimate of the Amouni of Revenue That Would be Generated by the
Education Head Tax.

The aforementioned Demographics Unit estimates that 81,058 individuals resided within
the unorganized borough in 2004. The Demographics Unit also provided data that
indicate, on average, approximately 61.6 percent of the population in the unorganized
borough was 21 years of age or older at the time of the 2000 census. Applying that
percentage to the estimated 2004 population results in an estimate that 49,963 individuals
21 years of age and older resided within the unorganized borough in 2004.



There are 18 home-rule and first-class cities in the unorganized borough. Each of those
cities is required to operate a city school district. Moreover, each city school district is
subject to the same requirement as a borough school district for a local contribution under
AS 14.17.410(b)(2). Thus, if the policy objectives of a head tax a™e strictly to (1) provide
taxpayer equity statewide and (2) remove a major disincentive for borough incorporation
among residents of the unorganized borough outside home-rule and first-class cities, then
residents of those 18 home-rule and first-class cities should be exempt from the tax.

The Demographics Unit estimates that 28,510 individuals resided within the 18 home-rule
and first-class cities in the unorganized borough in 2004. The Demographics Unit also
provided data that indicate, on average, about 69.1 percent of the population within the 18
home-rule and first-class cities in the unorganized borough was 21 years of age or older at
the time of the 2000 census. Applying that percentage to the estimated 2004 population,
results in an estimate that 19,700 individuals 21 years of age and older resided within the
18 home-rule and first-class cities in the unorganized borough in 2004. If that figure is
subtracted from the 49,963 individuals noted above, it is projected that 30,263 individuals
21 years of age and older resided within the unorganized borough outside of home-rule
and first-class cities in 2004.

If each of those 30,263 individuals paid a head tax of $426.83, it would generate
$12,917,156.



Selected 2000 GareLs Crarvadtanstics &A1 Efinvates for Boroug s/CarsLs Atees

April 1, 2000 Census

Organized Boroughs Total Population ~~ Age 18+ %of Pop Age 21+ % of Pop
Aleutians East 2097 2243 83.2 2,1%6 19.2
Anchorage 260.283 184212 0.9 173564 66.7
Bristol B 1258 804 68 / 825 65.6
Denall 1893 1443 762 1398 3.9
Fairbanks North Star 82840 57921 09.9 53,732 64.9
Haines 2,392 1,779 44 1719 1.9
Juneau 30,11 2229 726 21153 68.9
Kenal Peninsula 49691 34832 01 33091 06.6
Ketchikan Gateway 14,070 10,106 18 959 68.2
Kodiak Island 13913 9,399 6/6 8901 64.0
| ake & Peninsula 1823 1134 62.2 1043 5.2
at-Su 59,322 40,212 0/.8 37938 64.0
orth SIoPe , 1,385 4566 018 4229 5.3
lorthwest Arctic 1208 4218 s 3881 h3.8
Itka 883 6,436 728 6,003 68.6
Yakutat 808 hg1 1.9 560 69.3

April 1, 2000 Census

Unorganized Borough Total Population Age 186+ %of Pop Age 2L+ % of Pop
Aleutians West hAGS 4526 828 4374 80

eine 16006 90629 002 8909 551
Dillingham 4972 3045 0l 20871 58.3
Nome . 9% 5780 029 5405 58.9
Prince of Wales-Outer Ketchikan oldo 4243 09 4024 09.9
Skagway-Hoanah-Angoon 8436 2516 132 2397 69.9
Southedst Fairbanks 14 4150 012 3925 03.0
Valdez-Cordova 10195 7176 04 06824 06.9
Wade Hamgton 1028 3[4 had 3416 48.0
Wranr%;ell-P tersourg 0004 4699 103 4530 67.8
Yukor-Koyukuk 651 4257 b 3972 00.6

Source: 2000 Census of Population &Hou?in

?. Demographic Profiles &Dept ol Labor &
Workforce Development, Research &Analys

5, Demographics Units

Selected 2000 Census Characteristig\sp &Zoogo%stérenﬁgeg for Home Ru'e &First Class Cities wrr. less Iha
f U
Home Rule &First Class Cities  Total Population  Age 18+ %ofPop Age 21+ % of Pop

o B B B W7



Tanana 308 201 69.3 185 60.1
Hydaburg 308 201 69.3 185 60.1
Skaﬁq/lway 862 685 795 orl 118
Sf. ay's 807 685 19.5 0/l (1.3
Klawoc 84 51 69.9 562 69.8
Kake 710 470 68.2 457 03.1
Hoonah 860 609 0.3 h02 883
Nenana 402 21 124 219 4
Galena 675 422 62.5 392 5.1

Selected 2000 Census Characteristics &2004 Estimates for Home Rule &First Class Cities v/ith more th
ril 1, 2000 Census

Home Rule &First Class Cities %tal Population Age 18+ % of P0§) Age 21+ % of POJJ
Craug 1.397 912 6.1 907 64 9
Wrangell 2308 1630 06 1o/ 08.2
Unalaska 4283 3,699 094 3549 82.9
C_?r_dova 2454 1768 20 1o7/ 68.3
D|I|n%ham 2406 1612 o4 1538 ¢ 024
PeterSourg 3224 2763 02 2101 07.5
Nome 3505 2,387 081 2268 04.1
Valdez 403 2838 103 2,102 06.9



DOLWD 2004
Population Estimate
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Loral Bourchry Covission Repart to the Firt Session o the TvertyFaurth Al St Lepjsetre
Appendix B

Synopsis of Matanuska-Susitna Borough School District v.
State>931 P.2d 391 (Alaska 1997)

In 1997, the Alaska Supreme Court ruled on an appeal over whether the diver-
gent funding scheme violated the equal-protection clause under Alaska's Con-
stitution. M atanuska-Susitna Borough School District v. State, 931 P.2d 391

(Alaska 1997).

The ruling, written by Justice Compton, followed a number of prior cases by
employing "a sliding scale approach to determine the level of scrutiny that is
required in reviewing a challenged statute." 1d., 396. That approach involved

three steps.

The initial step was to determine "what weight should be afforded the constitu-
tional interest impaired by the challenged enactment.” I1d. The Court noted
that this first step was "the most important variable in fixing the appropriate

level of review." Id.

In undertaking that first step, the Court followed its 1985 ruling on the consti-
tutionality of the State oil and gas corporation income tax in Atlantic Richfield
Co. V. State, 705 P.2d 418, 437 (Alaska 1985), holding that " '[t]he interest
involved here, freedom from disparate taxation, lies at the low end of the
continuum of interests protected by the equal protection clause." ™ M ata-

nuska-Susitna, 398.

The second step in determining the level of scrutiny to be given by the Court
was an examination "of the purposes served by a challenged statute." 1Id.,

396.

1This holding that " [tne interest involved here, freedom from disparate taxation, lies
at the low end of the contindum of interests protected by the e(?ual protection clause." was
from Atlantic Richfield in which the statement was follovied by footnote 55. That footnote
stated, "See Re% n_V. Taxation with Representation of Washington, 461 U.S. 540, 547, 103
SCT. 1997, 2002, 76 L.Ed.2d 129, 138 (1983). See generally P. Hartman, supra note 8, §

3.1, at 131-38."

AvexB- ey b Pap 1
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Local Bouncry Commission Repart to the Hirst Session of the Twenty-Fourth Alaska Siate Legislature

In applying the second step in Atlantic Richfield, the Court addressed the pur-
pose of the statute in terms of why oil companies were treated differently than
other corporations with respect to taxation.

Regarding the statute's purpose, the oil companies claim that greed
and othPr improper motives led the Alaska legislature to enact the
Oil Tax. fhc state, however, has adequately established that a
primary purpose of the Oil Tax was to rectify a perceived underes-
timation of oil production and pipeline transportation income that
occurred with the application of an apportionment fcrmula. The
goal was to insure that the tax rate assessed to the oil companies
on this income was commensurate with the rate applicable to the
income of other corporations in the state. Ch. 110, § 1, SLA 1978.
Taxing the oil companies differently to rectify a perceived inequity
was the legislature's attempt to prevent disparate treatment; thus,
the validity of this purpose in light of the companies' interest is
established.

Atlantic Richfield, 437.

In terms of the second step uncirtaken with respect to the disparate taxation
Issue in M atanuska-Susitna, the Court held that:

Because the individual plaintiffs’ interests affected lie "at the low
end of the continuum,” we need only examine whether the state's
objectives were legitimate. . . . The stated purpose of the public
school foundation program that provides for operating cost aid is
"to assure an equitable level of educational opportunities for those
in attendance in the public schools of the state." AS 14.17.220.
This purpose easily meets the required standard of legitimacy.

Matanuska-Susitna, at 399.

The LBC perceives a critical distinction between the two cases in terms of the
second step. In Atlantic Richfield, the Court clearlv established that the pur-
pose of the challenged statute had a direct bearing on the different tax treat-
ment accorded oil companies as compared to other corporations. The Court
noted that the "primary purpose" of the statute "was to rectify a perceived
underestimation of oil production and pipeline transportation income." More-
over, the Court observed that the goal of the statute "was to insure that the tax
rate assessed to the oil companies on this income was commensurate with the

Pac 2 Apatix B-Jnay A0b
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rate applicable to the income of other corporations in the s'cate." Indeed, the
Court even stated that "[tjaxing the oil companies differently to rectify a per-
ceived inequity was the legislature's attempt to prevent disparate treatment."”

However, the second step taken in Matanuska-Susitna, offers no explanation
as to how the imposition of a tax burden on one group of Alaskans (i.e., citi-
zens of boroughs and city school districts) but not on others (i.e., citizens of
REAAs and FTREAAs) serves the purpose of the statute (i.e., "to assure an
equitable level of educational opportunities for those in attendance in the pub-
lic schools of the state." a). Instead, the Court simply declared that the state-
ment of purpose covering the entire chapter in AS 14.17 "easily meets the
required standard of legitimacy.” Again, the stated purpose of AS 14.17 was
"to assure an equitable level of educational oppo;tunities for those in atten-
dance in the public schools of the state." The LBC does not perceive how dis-
parate treatment cf Alaskans with respect to taxation promotes "an equitable
level of educational opportunities.”

It is particularly puzzling when juxtaposed with the Regan case cited in Atlantic
Richfield (see n. 6 above) on which the Court relied in its analysis. In Regan
the U.S. Supreme Court stated:

The broad discretion as to classification possessed by a legislature
in the field of taxation has long been recognized ... The passage of
time has only served to underscore the wisdom of that recognition
of the large area of discretion which is needed by a legislature in
formulating sound tax policies. Traditionally classification has been
a device for fitting tax programs to local needs and usages in order
to achieve an equitable distribution of the tax burden. It has,
because of this, been pointed out that in taxation, even more than
in other fields, legislatures possess the greatest freedom in classi-
fication. Since the members of a legislature necessarily enjoy a
familiarity with local conditions which this Court cannot have, the

Jit should be noted that in 1998, AS 14.17.010 - 14.17.250, including this "Rurgose”
statement, were repealed. New piovisions were enacted and are codified as AS 14.17.300 -

14.17.490. The statement of the Ie%|slative 1pmpose of the new provisions is substantiallg
similar to the one examined by the Court. The new statement is set out in sec. 1, ch. 8

Temporary and Special Acts,
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presumption of constitutionality can be overcome only by
the most explicit demorstration that a classification is a
hostile and oppressive discrimination against particular
persons and classes. The burden is on the one attacking the
legislative arrangement to negate every conceivable basis which
might support it." Madden v. Kentucky, 309 U.S. 83, 87-88, 60
S.Ct. 406, 407-408, 84 L.Ed. 590 (1940) (footnotes omitted).

Regan, at 547 (emphasis added).

It is certainly arguable that requiring a local contribution for education only by
boroughs and home-rule and first-class cities in the unorganized borough and
none by REAAs and FTREAAs is a type of classification. Given the increasing
burden that the "local contribution” requirement (i.e., tax) has placed on bor-
oughs and cities that operate schools - more than $800 million over the past
five years alone - it is further arguable that it has become an oppressive dis-

crimination that should be remedied.

In terms of the final step in Matanuska-Susitna, the Court again followed rul-
ings in several previous cases. The Court stated:

Because the individual interests affected lie "at the low end of the
sliding scale,” we need only find a "fair and substantial relation-

ship” between means and ends. . ..

.. . REAAs are constitutionally unable to tax. Alaska Const. Art. X,
8 2. The State argues that "[t]he statutory treatment of municipal
districts and REAAs is warranted based on the constitutional differ-
ences between these two entities." The individual plaintiffs argue
that the State itself could tax REAAs for REAA school expenses,
since "[t]he legislature . .. may exercise any power or function in
an unorganized borough which the assembly may exercise in an
organized borough." Alaska Const. Art. X, § 6. They argue that the
availability of this option of directly taxing REAAs for REAA school
purposes undermines the State's justification for the disparate treat-
ment inherent in the means chosen.

The plaintiffs demand more of the State than equal protection re-
quires, however.

Id., at 399.
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The same conclusions regarding the Regan analysis applies equally here.

While the Court determined in Matanuska-Susitna that concerns over perceived
inequities regarding taxation did not violate the equal-protection clause under
Alaska's Constitution, concerns over the issue remain. As noted by Justices
Matthews and Rabinowitz in their concurring statements in Matanuska-Sus—
itna, the proper venue for resolution of the issue is the Alaska Legislature.
Justices Matthews and Rabinowitz noted that "any available remedy must be
pursued through majoritian processes rather than through the courts.” Id., at

406.

It is noteworthy that no fewer than nine proposals were introduced in the
Alaska Legislature over the past decade to address the issue of equity. For
example Senate Bill No. 30 in the 20th Legislature included a finding that "the
rights, opportunities, and obligations of borough residents are not equa’ 4o
those of residents in the unorganized borough, particularly in respect to edu-
cation, taxation, and land use regulation, and that this is not in keeping with
art. I, sec. 1, of the Constitution of the State of Alaska, that states in part, \ .
. that all persons are equal and entitled to equal rights, opportunities, and
protection under the law; and that all persons have corresponding obligations
to the people and to the State'." SB 30 provided for the levy of a six-mill
property tax levy within each of several unorganized boroughs (excluding the
territory within home-rule and first-class cities) established along the model

boundaries identified by the LBC.3

While not addressed by the Court in Matanuska-Susitna, adding to the con-
cerns over inequity is the fact that the overwhelming majority of those subject
to the local contribution requirement live in districts that were incorporated by
a 1963 legislative mandate to incorporate eight specific areas of Alaska. More
than 95 percent of borough residents live in boroughs that were mandated to
incorporate under the 1963 Mandatory Borough Act. The Legislature has made
no similar enactment subsequent to 1963 to ensure that residents of other
areas of the unorganized borough that possess the fiscal and administrative

capacity to operate Lo”?jughs incorporate boroughs.

Dther bills addressing the issue of e%un%( include HB 470 in the 23rd Legislature; HB
inthe 22nd Legislature; SB 142, SB 146, SB 337. and HB 2C5 in the 20th Legislature; and

SB 280 and HB 250 In the 19th Legislature.
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troubled state of affairs regarding in-
corporation of boroughs is viewed by
some as the product of deferring diffi-
cult decisions over challenging issues.
If progress is going to be made in that
regard, those challenging issues must
be addressed.

Senator Sturgulewski remarked in that
regard to the LBC at its
January 5, 2005, meet-
ing that". . . about the
conti versy, it's never
easy, but you're also in
a position as members
of this constitutionally-
mandated commission
to take the overview and to really iden-
tify those areas that need to be taken
care of."

1. Tax the Unorganized

Borough.

The previously cited Task Force of Gov-
ernmental Roles established by the
1991 Legislature took the position
that, "All citizens should bear a fair
portion of the cost of basic health,
education and public protection ser-
vices." Task Fo' e Final Report, p. 2.
Moreover, the Final Report of the Task
Force stated:

Task Force members stopped
short of endorsing mandatory
borough formation legislation
but agreed that continued for-
mation of additional borough
governments should be a pri-
mary state policy goal.

ey b

Experience has shown
establishment of bor-
oughs to be primarily a
function of the econom-
ic self-in*orest of resi-
dents. W hile local
control is an incentive, it
is generally outweighed
by residents' aversion tu
paying local taxes for
services (e.g., education
in [regional educational
attendance areas]) that
are currently provided
by the state at no cost.
The Task Force position is
that the inequity intax bur-
den between residents of
municipalities and residents
of the unorganized borough
is better addressed via
state fiscal policies (taxes,
shared revenue programs,
education foundation fund-
ing and municipal grants)
than by imposing areawide
government on people who
do not want it.

Id., at 15, emphasis added.

An example of such aversion is readily
apparent in a bulletin furnished to LBC
staff ,n 2004 and set out on page 117.
It is noteworthy that the bulletin op-
poses borough formation but at the
same time acknowledges that the
economy of the area (Delta/Greely) is
prosperous. A sound economy is one
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"AIll citizens should bear a fair
portion of the cost of basic health,

A 1984 study by the Uni-
versity of Alaska concluded
that the prospect of taxes
was one of the foremost dis-

education and public protection
services." incentives to borough for-
mation. See Alaska's Urban
and Rural Governments,

1991 Task Force on Governmental Roles 0. 43.

of the key reasons supporting borough
formation. This issue is well-covered
iNnBorough Governmentin Alaska:

it was decided that, although
voluntary incorporation would be
preferable, organized boroughs
could be created without the ap-
proval of the people within the
area. The rationale behind this
position of unilateral state ac-
tions was that the borough:

. is more than just a unit
of local government. It is
also a unit for carrying out
what otherwise got carried
out as state functions; and

when a certain area
reaches a position
where it can support

certain services and act
in its own behalf, it
should take on the
burden of its own
government.

Id., at 61, emphasis added, footnotes
omitted.

Pap 116

The State could eliminate

that fundamental deterrent
to borough formation by imposing an
appropriate tax burden on the unor-
ganized borough. Four options are ex-
plored below.

fa) Property Taxes.

Among the various tax options, the
LBC anticipates that residents of the
unorganized borough might least pre-
fer property taxes, because all resi-
dents would not uniformly share the
burden of such. That concern, how-
ever, exists with respect to property
taxes levied by any municipal govern-
ment in Alaska. (See AS 29.45.030
for mandatory exemptions from mu-
nicipal property taxes.) Thus, the an-
ticipated concern is not unique to the
unorganized borough.

Notwithstanding its anticipated un-
popularity, imposition of a property tax
cn the unorganized borough would aid
the Legislature and executive branch
in planning. (See AS 14.17.510(a)).
Moreover, establishment of property
tax rolls for the unorganized borough
would facilitate transition of areas to

Jay A0b
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2004 WOLFPAC bulletin opposing borough formation

organized status, since local contribu-
tions required of boroughs under AS
14.17.410(b)(2) are based on the tax-
able value of property.

Given the general lack of property tax
rolls for the unorganized borough, the
LBC recognizes that an ad valorem
property tax on the unorganized bor-
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ture tax levies
on the unorga-
nized borough.

can tore* fora.

The LBC notes
that a property tax on territory, includ-
ing that which today is the entire un-
organized borough, has a precedent.
The Territory of Alaska established a
territory-wide property tax fifty-six
years ago. As noted below, that tax
was specifically intended to address
the very issue of tax inequity:

BlThe office of the State Assessor, currently staffed by two individuals, has spent consid-
erahle time since August 2004 estimating the value of taxable property in the Upper Tanana

Basin Portion of the ‘Unorganized borou
The ef

on of. : Ugh (Delta Greely REAA and Alaska Gateway REAA.
ort is designed to (I;we local residents <includingthose developing a petition for hor-

ough incorporation) and State p_0|IC§{ makers an up-to-date estimate of thie region's tax base.

The project does not, however, invalve the development of formal tax rolls.

e State Asses-

sor projects that the field work will be completed. by the end of January 2005 and that the
Property value estimates will be prepared by mid- ebruagl. To undertake similar efforts
re

hroughout the remainder of the unorganized borough woul

the office of the State Assessor.

Iy 215

quire additional resources for
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Under Territorial law, those who
lived in a city or school district
were required in all instances to
provide a substantial portion of
the cost of education. . . .

The Territorial Legislature of
1949, which was controlled by
the Democratic Party and oper-
ated under the influence of a
strong Democratic governor,
Ernest Gruening (now United
States Senator), made an initial
attempt to provide some relief
from these inequities by enact-
ing a Territory-wide general
property tax. The proceeds
were refunded to tha local en-
tity if collected in an incorpo-
rated city, school district, or
public utility district. If the area
was not incorporated, the pro-
ceeds went into the treasury of
the Territory. The merits of a
property tax are not germane to
this chapter. What is pertinent

Pag 18
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Is that the measure was an at-
tempt to equalize the tax bur-
den by requiring those in the
unincorporated areas to contrib-
ute something to the cost of the
services received. This reform,
however, was short-lived.

The matter of a Territorial tax
became a partisan political
Issue. The election of a
Republican President of the
United States and the

appointment of a Republican
governor for the Territory of
Alaska resulted in the repeal of
the property tax act by the 1953
Republican-controlled Territorial
Legislature. There were
substantial mining and fishing
interests which were greatly
opposed to the tax; as were the
homesteaders, trappers,
Indians, and Eskimos. Thib
combination firmly re-
established the tax inequity

ey 26
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favoring those who were getting
free services from the Territory
by refusing and failing to
incorporate. It appeared that to
equalize taxes in Alaska one
would need - and perhaps must
create - a vested interest to
protect the tax reform and
combat the interests which
benefited financially from the
inequity.

Metropolitan Experiment, pp. 87 - 88.

State Legislator have introduced a
number of proposals to impose prop-
erty taxes on the unorganized borough
in the past. None, however, has
passed. A recent example of such a
proposal is House Bill No. 2 introduced
in the 22nd Legislature, which pro-
posed a 10-mill property tax on the
unorganized borough outside home-
rule and first-class cities.

The provision in House Bill No. 2 ex-
empting home-rule and first-class cit-
les in the unorganized borough
presumably stemmed from the fact
that those cities have most of the same
duties as organized boroughs (educa-
tion, platting, planning, and land use
regulation). While justified if the policy
debate is limited strictly to the issue
of equity, such an exemption elimi-
nates the incentive for residents of
those cities to become part of a bor-
ough government.

House Bill No. 2, 22nd
Legislature

If the Legislature considers a property
tax levy on the unorganized borough
in the future, the LBC urges prudent
considei ation of alternatives to an
across-the-board exemption for home-
rule and first-class cities in the unor-
ganized borough. If inclined to
recognize the local responsibilities of
home-rule and first-class cities in the
unorganized borough but retain some
degree of incentive, the Legislature
could provide for a partial rebate of
taxes to home-rule and first-class cit-
ies. Given the public policy set long
ago by the Legislature in A3 14.12.025
to promote new school districts with
at least 250 students, the Legislature
might consider limiting any partial re-
bate to just those home-rule or first-
class cities with at least 250 resident
students.®2

“Ten of the eighteen home-rule and first-class cities in the unorganized borough have

fewer than 250 resident students.

Jnay A0b
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(b) Sales Taxes.

The 1991 Task Force on Governmen-
tal Roles offered the following insights
regarding the prospect of a sales tax:

The sales tax is not particularly
costly or difficult for the state to
administer, hence its popularity
among states. Since it is col-
lected from sellers at the retail
level, there are fewer returns to
deal with than in the case of an
income tax. Many states with
both state and local general sale
taxes gain administrative effi-
ciency by piggybacking local tax
collection onto the state tax sys-
tem. The main advantages of a
sales tax are that it can be de-
signed so that revenue grows in
proportion with the economy, it
is relatively popular with voters
(probably because it is paid in
small amounts), and it captures
revenues from nonresidents.
The main disadvantages are its
regressivity [sic] and the fact
that it is not deductible from fed-
eral income tax.

wide sales tax would infringe on
municipalities' ability to express
social policy with respect to
taxation of food, residential rent,
home heating oil, etc. Munici-
pal officials might also be leery
of piggybacking onto a state
sales tax for fear that the state
would gradually take over the
entire sales tax and leave little
or nothing for municipalities.

Task Force members brought up
additional considerations. To be
efficiently collected by the state,
a sales tax would have to be
uniform with respect to exemp-
tions. This would eliminate the

Task Force Final Report, pp. 41-42.

The LBC is aware that the Alaska Mu-
nicipal League opposes the prospect
of a statewide sales tax:

local option to apply the sa_les The League vigorously defends
tax narrowly (e.g., only on fish sales tax as a local option to
sales, hotel/motel use, tobacco maintain control over this key

sales, etc.) or broadly. A state-
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local revenue source. Imposi-
tion of a State sales tax would
jeopardize local economics and
cause a reduction in municipal
sales tax.

Alaska Municipal League, 2005 Policy

Statement, Part |-A-l-e.

The Alaska Municipal League might
oppose a sales tax on the unorganized
borough as well. The LBC notes, how-
ever, that such a tax would be the
equivalent of a sales tax imposed by a
borough assembly, since it would be
enacted by the Legislature under its
authority to act as the assembly of the
unorganized borough.

The preceding comments by the LBC
regarding the prospect of exempting
home-rule and first-class cities in the
unorganized borough from a property
tax apply here as well. In the
Commission's view, there is yet an-
other significant reason for not ex-
empting home-rule and first-class
cities from a sales tax on the unorga-
nized borough. Unorganized borough
residents who live in areas adjoining
home-rule and first-class cities in the
unorganized borough, but shop in
those cities, would effectively receive
the exemption. For example, an esti-
mated 162 individuals reside in the un-
incorporated area adjoining the
boundaries of the home-rule City of
Petersburg. See: Petition for Annex-
ation to the City of Petersburg, Octo-
ber 2004, p. 8.

Jay b

fc) Employment Tax.

As is the case with property taxes, leg-
islators have previously introduced
measures to levy employment taxes
on the unorganized borough. For ex-
ample, Senate Bill No. 146, introduced
in the 20th Legislature, proposed to
levy an employment tax upon each
employee who receives compensation
for services performed in the unorga-
nized borough outside of a home-rule
or first-class city. Earnings from busi-
ness activities of self-employed indi-
viduals conducted in the unorganized
borough outside of a home-rule or
first-class city would also have been
subject to the tax.

The Commission's views regarding the
prospect of exempting home-rule and
first-chss cities in the unorganized
borough from a property tax or sales
tax apply here as well. Residents of
the unorganized borough who live in
unincorporated areas adjoining home-
rule and first-class cities in the unor-
ganized borough but are employed in
those cities would have, effectively, re-
ceived the exemption. As noted
above, for example, an estimated
162 individuals reside in the unincor-
porated area adjoining the boundaries
of the home-rule City of Petersburg.
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—  GE,
A head tax on the unorgainzed
borough is equivalentto the school tax

kaid by residents of organized
boroughs would generate between
$15 million and $23 million annually,

depending on policy decisions
applicability of the tax.

regarding

(d) Head Tax.

Imposition of a uniform tax on resi-
dents of the unorganized borough is
another option. One of the obvious
advantages of such a tax is its sim-

plicity.

As was previously discussed with re-
gard to other prospective taxes on the
unorganized borough, a policy deter-
mination would be necessary to de-
cide who would be subject to the tax.
If the purpose of the tax were limited
to equity and fiscal considerations, the
tax might apply only to those residents
of the unorganized borough outside of
home-rule and first-class cities. |If, in
addition to equity and fiscal consider-
ations, the tax policy were aimed at
promoting consolidation of small
school districts (those with fewer than
250 resident students per
AS 14.12.025), the *ax might also ap-
ply to residents of the ten home-rule
and first-class cities that serve fewer
than 250 resident students. If the tax

Pap 12

policy were also in-
tended to promote
borough incorpora-
tion, the tax might
apply to all residents
of the unorganized
borough.

In FY 2005, orga-
nized boroughs were
compelled by
AS 14.17.410(b)(2)
to pay $161,82/,356 in "local contri-
butions" for schools. That is equiva-
lent to $285.24 for each of the
567,343 residents of organized bor-
oughs. An equivalent tax on each of
the 52,618 individuals residing in the
unorganized borough outside of home-
rule and first-class cities would gen-
erate $15,008,758. If the
5,869 residents of city school districts
with fewer than 250 resident students
were also subject to the tax, it would
increase the annual revenue by
$1,674,074. |If the tax were applied
to all residents of the unorganized bor-
ough, it would generate an additional
$6,557,097. Thus, a head tax on the
unorganized borough that is equiva-
lent to the school tax paid by residents
of organized boroughs would gener-
ate between $15 million and $23 mil-
lion annually, depending on policy
decisions regarding applicability of the
tax.
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(b) Motor vehicles subject to
the motor vehicle registration
tax under AS 28.10.431 shall be
treated as taxable property un-
der this section.

In 1997, the Alaska Supreme Court
ruled on an appeal over whether the
divergent funding scheme violated the
equal-protection clause under Alaska's
Constitution. M atanuska-Susitna Bor-
ough School Districtv. State, 931 P.2d

3. Concerns Over thgy (Alaska 1997). In large part be-

Required Local Contribution
Provision.

Concerns have long been expressed
by some that the "required local con-
tribution" (i.e., the "State tax" selec-
tively levied on organized boroughs
and cities that operate school districts)
is problematic in two fundamental re-
spects. The first is that it is inequi-
table - perhaps even unconstitutional.
The second is that it amounts to a
breach of promise on the part of the
State of Alaska.

(a) Concerns Over

Inequity

The concerns over inequity stem from
the fact that the provision for the re-
quired local contribution applies only
to a particular class of Alaskans (i.e.,
residents of boroughs and residents
of home-rule and first-class cities in
the unorganized borough) and that no
rational basis exists (e.g., fiscal capac-
ity to support schools) to distinguish
that class from the remainder of Alas-
kans (i.e., residents of REAAs and
FTREAAS).

ey X6

cause the Court held that "freedom
from disparate taxation, lies at the low
end of the continuum of interests pro-
tected by the equal protection clause,”
the Court concluded that there was no
violation of the equal protection clause.
A synopsis of the M atanuska-Susitna
case is provided in this report as Ap-
pendix B. Readers are encouraged to
review the synopsis when considering
the issue of equity.

The Court ruling has certainly not cur-
tailed concerns over the issue. The
conclusion by the 1991 Task Force on
Governmental Roles that such ineq-
uity "is a perennial area of conflict in
Alaska politics is as true today as it
was then.

In their concurring statements in M a-
tanuska-Susitna, Justices Matthews
and Rabinowitz indicated hat the
proper venue for resolution of the is-
sue is the Alaska Legislature. Justices
Matthews and Rabinowitz noted that
"any available remedy must be pur-
sued through majoritian processes
rathei than through the courts." Id.,
at 406.
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It is noteworthy that no
fewer than nine proposals
were introduced in the
Alaska Legislature over the
past decade to address tne
issue of equity. For example,
Senate Bill No. 30 in the 20th
Legislature included a find-
ing that:

[T]he rights, opportuni-

ties, and obligations of

borough residents are not

equal to those of resi-

dents in the unorganized

borough, particularly in respect
to education, taxation, and land
use regulation, and that this is
not in keeping with art. I, sec. 1,
of the Constitution of the State
of Alaska, that states in part,'’. .
. that all persons are equal and
entitled to equal rights, oppor-
tunities, and protection under
the law; and that all persons
have corresponding obligations
to the people and to the State'.

SB 30 provided for the levy of a six-
mill property tax levy within each of
several unorganized boroughs (exclud-
ing the territory within home-rule and
first-class cities) established along the
model borough boundaries identified
by the LBC.®

690ther hills addressing the issue of equsiéy

in the 22nd Legislature; SB 142, SB 146,
SB 280 and HB250 in the 19th Legislature.

Pap 18

Members of the 1963 Legislature.

While not addressed by the Court in
Matanuska-Susitna, adding to the con-
cerns over inequity is the fact that the
overwhelming majority of those sub-
ject to the local contribution require-
ment live in districts that were
incorporated by the 1963 legislative
mandate to incorporate eight specific
areas of Alaska. More than 95 per-
cent of borough residents live in bor-
oughs that were mandated to
incorporate under the 1963 Mandatory
Borough Act. The Legislature has
made no similar enactment subse-
guent to 1963 to ensure that residents
of other areas of the unorganized bor-
ough that possess the fiscal and ad-
ministrative capacity to operate
boroughs incorporate boroughs.

include HB 470 in the 23rd Legislature; HB 2
337, and HB 205 in the 20th Legislature: and

Jnary A0b
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Suzanne Mullen

From:  Terry and Krystie Depue [eaglel23@gci.net]
Sent:  Tuesday. March 08, 2005 9:43 PM

To.  Sen en Stevens;. Sen ar%Ste ens; Sen Ellis: e( n Kim Elton:
are Hu msS JB” ﬁog e rench: : S]e OKesh: Sen, et B avrs

en. Lyda e n ne hernau red son Sen, Grelchen
uesaA)ll en. ﬁ ph eekrns gen Wagoner Sen. Lyman ﬁ offman; en Bert Ste man; Sen.
Subject; Senate B|I| 112 - REAA tax

Dear Senator,

| am writing to urge you to vote against SB 112 - REAA Tax.

I live in a rural community and am continually baffled by the idea that we do no help
pay our “fair share” for education and other programs simply because we are not in an
organized borough. Although I live in Eagle, I do 90 % of my grocery, clothes, building
supplies and other shopping in either Anchorage or Fairbanks. The $1000’s that | spend each
year in Anchorage or Fairbanks helps the economy of both communities and it is people who
live in the bush communities that bring extra funds into an area, but do not use the sen/ices
(fire, medical, trash etc).

The second reason | urge you not to vote in favor of the bill - is simply this - we need
to cut spending, not find new ways to bring in money - cut something out to help fund
education. Let’s be reasonable and cut a few things rather than put extra burdens on
individuals who have chosen to live more simply and who cannot afford the additional tax.

Krystie DePue
P.O. Box 123
Eagle, AK 99738
9075472306
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Senate Bill 112 - REAA tax P@l()fl

Suzanne Mullen

From: Terry and Krystie Depue [eagle123@gci.net]

Sent: Tuesday March 08, 2005 10:39 PM

To: EienSéven Se ‘1 Vons, S n. Ga tev ns; S n Johpn E||| CRP Bunde:

en fon Eﬁjﬁg E %1 b

ookes@ eré 'Be o'&[gaws % L&a % % \Af/J ?ene ern Sen Fred

Xstog en. Grete 8 eek|ns Sen agoner; Sen. Lyman oﬁman Sen
t Stedman; ITken

Subject: Senate Bill 112 - REAA tax

Dear Senator,

Please vote against SB112, which taxes bush residents. This tax will cause many people to
not be able to live in the bush of Alaska as they traditionally have. We have a very low
income, as do many people in the bush because that is the only way to make it in our
communities. We don’t take in much money but can afford to live here because we do not
spend much either. We work hard for the minimal income that we make and do not take any
assistance from the State for our income, we are not on welfare. Most taxes are based on
income so those that do not have do not get taxed. A blanket tax unfairly hits the low income
households the hardest and is the worst type of tax. Frankly, 1 do not know where we would
get the money to pay this tax. Life hare is hard enough without adding a flat state tax.

Thank you for your consideration. Please do not make Alaska another tax burdened state.

Sincerely,
Terry J. Depue
P.O. Box 123

Eagle, AK 99738
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cur Loaders.

12 is being heard Wednesday by the Community & Regional AlTairs Committee. Please take the time to consider the
rcum; unees of rurnl dwelling people. Most cannot ullbrd to pay $426 per year. Foracouple, that means $852 per year
ostofthose people live on a very limited income. Their lifestyle consists of using subsistence means to cat and put a ro-
‘cr their head. They cut w >>dto heat their cabins, carry water to drink and wash, and go to the outhouse when nature
[Is. What will it mean to them to have to pay such a tax? Will it be clothes on their back? The lew tangibles they may
:able to buy and have shipped to them? Maybe just their kid’s Christmas. Noteveryone in the rural areas arc as such bi
any arc. Many have retired here and live oil'limited incomes.

iclicve a "head tax” is unfair and will puta huge burden on many. Ifwe mast be taxed in a state that has huge income
im oil and mineral revenues, there must be a reasonable way to do this. Maybe based on property or income. Still, just
hat is the reasoning?

hen our school was built here, the city of Eagle objected to iton the grounds that one day the state would want to tax us
some way to pay foritand we would never be able to afford such taxation. Wc were assured this would never be the
sc but it seems that day has come if S13112 is passed.

the rural world, we don't have running water unless we drill awell. We don’t have sewers unless we put in a septic
stem. Wcdon't have paved roads. We don't have the services that are paid for by local taxes Ourcommunity is run or

*luntecrs.

iismoney would in most likelihood not be spent to meet the unmet needs in our school. Our kids do have running watei
the school but they can't drink it because ofthe plumbing. Theirdrinking water has to be brought from the community
til and often run out. The boiler system is faulty and there is often no hot water for washing dishes or taking showers or
ishing towels. Our funds are annually cut past the pointof meeting the children's basic needs. This past year, it was a
oioe ol buying some much needed books or keep our teacher aids. Wc compromised, cut aid lime and boughta lew
oks. Weonly have two teachers for k-12. Yet, in other schools, they even have athclctic teams that can travel to other
iools tor games. We have a food program in our school now thatnc\cr has the supplies that it needs or the equipment,
irdistrict buys us equipment that we can't even use because the kitchen isn't wired for it. Sports in our school means
-nconc isvolunteering to organize it and supervise. There are no special ed teachers but wc have kids with special need

Mo the best we can.

ould go on and on bul 1 hope you are understanding our situation here a little better. We feci as ifwe arc being betraye<
those who would impose such a tax on us. Will you bring some payingjobs so wc can cam the $426 per person, per
ir?

aise consider the minority here. We seem to be at your mercy.

JARRY -
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Deliveries to:
MEMO RANDUM March 9, 2005
SUBJECT: CSSB 112 ( ) (Work Order No. 24-LS0505\F)
TO: Senator Con Bunde
Attn: Lauren Wickersham
FROM: Kathryn L. Kurtg

Legislative Counsel

Enclosed is the draft bill you requested.

You asked about whether the bill could be interpreted to impose the tax on individuals in
cities with school districts. The bill imposes a tax on individuals residing in regional
educational attendance areas, b e« definition, a regional educational attendance area
(REAA) is an educational service area in the unorganized borough containing one or
more public schools under the management and control of a single school board.
AS 14.60.010. So, an REAA is a type of school district. See AS 14.30.350(8),
14.30.720(2), AS 29.60.599(7). Boroughs arc school districts, AS 29.35.160, as are
home rule and first class cities located outside organized bhoroughs. AS 29.35.260(h).
Second class cities located outside an organized borough, however, are NOT school
districts, AS 29.35.260(b), and so are within REAAs. So, the tax in the enclosed bill
would fall on residents of second class cities in the unorganized borough, but not on
residents of home rule and first class cities, as those would not be within an REAA.

Also, | have not made any changes in the bill relating to the appeals process; this means
that appeals would proceed under the statutory default mechanism, which | believe is he

same as for permanent fund dividend appeals.

KLK:m.d
05-168.med

Enclosure
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Fairbanks Daily News-Miner

Head tax to pay for schools proposed for unorganized areas

By DANIEL RICE

TthSday, March 10, 2005 - Npws-Miner Juneau Bureau

JUNEAU-Residents of unorganized areas have so far reacted with strong opposition to forced borough formation and its ensi mg
property taxes But now one state senator has plans for collecting taxes from those residents to pay for schools even if they don't
incorporate into a borough

Sen Con Bunde, R-Anchorage. is floating a bill to charge a head tax on all people 21 or older who live outside an organized
borough, a move he estimated could generate about $12 million to $13 million extra for education evr rv year

Residents would be required to pay regardless of whether they have a job, with the exact figure calculated based on the average

amount that residents of organized boroughs contribute to schools
That would currently amount to an annual tax of a little more than 5400 for every person inquired to pay

Bunde said his proposal, Senate Bill 112, is intended as a means for collecting alternative sources of education funding Every
year, school districts come to the state pleading for more money, he scid, while local areas are not contributing what t.iey could

"It's not something that they relish,” Bunde said of residents in unorganized areas paying a head ta "Butwe have to point out that

the state treasury is not the only source of funding for education "

Bunde's head tax proposal is being considered by the Senate Community and Regional Aflairs Committee, the first panel to hear
the bill To pass the Legislature, the bill would need the support of that committee, at least one other Senate panel, the full Senate

plus committees in the House of Representatives and the full House

Although Bunde considers a hear' tax a separate issue from mandatory borough formation, many are already drawing direct links
One of the Legislature’s leading proponents of creating new boroughs. Sen Gary Wilken. R-Fairbanks has signhed on to Bunde's
bill as a co-sponsor

Richard Schultz of Tok, a former state senator, said he opposes the idea of borough formation and would be willing to pay a head

tax to pet supporters of the idea to back off
"I would rather pay up than be forced into a borough.” Schultz said

Schultz's view is opposite from the connection that the state's Local Boundary Commission hoped for when members proposed a
head tax in the unorganized areas in an annual report to the Legislature that detailed ways to promote more borough government.

The constitutionally mandated body that handles municipal incorpo ition and boundary issues wrote in the report, r leased prior to
Bunde's bill, that the concept of a head tax could remove a dis' ;entive to becoming a borough

Many areas are discouraged from becoming boroughs because they don't want taxes that would come with the new government,

said commission chair Darroll Hargraves

If a head tax were in place, people might be more agreeable to the idea of living in a borough oecause they would already be
paying taxes anyway, said Hargraves

Hargraves' commission considers more boroughs consistent with the vision of franr -f the Alaska Constitution Alaska's
unorganized areas are currently grouped together in state law as one giant "unorganized borough.” with the Legislature onsidered

its assembly,
Wilken has tried in the past to push legislation through to turn some of that unorganized borough into new organized boroughs, but

his efforts have been unsuccessful

According to Bunde, many residents in unorganized areas see a head tax as a way to address the criticism that they don't pay their

fair shaie to education but avoid the forced in"asion of a new local government

"More than once I've heard them say. 'You, the Legislature, sit as our assembly It you feel we should pay more taxes or taxes at

all, you as our assembly impose them Just don't add another layer of government,'" Bunde said

3/10/200.S 2:27 PM
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But Sen. Albert Kookesh, D-Angoon, noted that nothing in Bunde's bill guarantees that a head tax will end forced borough formation
effo ts

Kookesh, "/hose huge district covers many rural unorganized areas, said he opposes the head tax bill for several re iSons

the schools in the

For one. he said, the money collected would go to the education pot used to fund all state schools, not directly
area where the money ccmes from. Unorganized areas would receive less money than they put in.

If the Legislature is truly interested in making education contributions fairer between residents of organized and unorganized areas.
Kookesh said, it should implement a .tatewide income ta>.

Bunde's bill is not the only proposal in the Legislature that could have an impact on the future o‘ new boroughs or the expansion of
existing ones

Another bill by Rep John Coghill, R-North Pole, would require residents of an affected area to vote in favor of an annexation or new
borough before the process could proceud, a change from current policy allowing the changes to be considered without the consent

of the affected residents

If House Bill 133 is approved and withstands legal scrutiny, the cha. ge could carry significant repercussions for the Fairbanks North
Star Borough and Mayor Jim Whitaker's idea for annexing a massive block of land that would roughly double the size of the

borough.

Coghill's bill passed the first panel to consider it and is sche.uled to be heard next by the House State Affairs Committee

Reporter Daniel Rice can be reached atdrice@newsminer com or (907)463-~893

3/10/2005 2:27 I»M
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Reply to
attri. of:

Subject:
To:

DOT LAKE VILLAGE COUNCIL
BOX 2279
DOT LAKE, AK 99737

phone (907) 882-2693

William Miller
SB 112

SCRA COMMITTEE S,
OWM H>

MY NAME IS WILLIAM MILLER, | AM PRESIDENT OF DOT LAKE VILLAGE
COUNCIL, THE LEGAL GOVERNING BODY FOR THE NATIVE VILLAGE OF DOT
LAKE. | ALSO SERVE ON THE ALASKA GATEWAY SCHOOL DISTRICT (REAA).

BEQfIMMENPATIQtIS EPR.CHANGES TP SB-112

1

2
3.
4

PAGE 1, LINE 6 & 7. DELETE “RESIDING" AND INSERT “EMPLOYED"

. PAGE 1, LINE 8: AFTER “TAX" INSERT “ NOT TO EXCEED 1% OF

INDIVIDUALS GROSS INCOME".
PAGE 1, LINE 9 THRU 11: PLACE A PERIOD AFTER “SECTION" AND

DELETE REMAINDER OF THE SECTION.
PAGE 2, LINE 6: AFTER THE WORD "DEPARTMENT, ADD “ALL TAXES

" WITHHELD EACH QUARTER" (THESE TAXES COULD BE SUBMITTED

ALONG WITH EMPLOYER'S UNEMPLOYMENT CONTRIBUTIONS)
PAGE 2. LINE 6 THRU 8: AFTER THE WORD DEPARTMENT, DELETE

REST OF SENTENCE.
QUSS TLP.i5

THE BILL DOES NOT ADDRESS INDIVIDUALS THAT ARE DISABLED,
UNEMPLOYED, ON SOCIAL SECURITY, RETIRED, ETC.

| FEEL THAT THIS TYPE TAX SHOULD BE BASED ON A PERCENTAGE
OF INCOME AND WITHHELD FROM EACH PAYCHECK. THIS WOULD
BE LESS OF A BURDEN ON THE INDIVIDUAL.

TAX COULD BE SUBMITTED QUARTERLY TO THE STATE ALONG
WITH EMPLOYER’S UNEMPLOYMENT CONTRIBUTIONS, ON A FORM
PROVIDED BY THE STATE.

SELF-EMPLOYED INDIVIDUALS COULD ESTIMATE THEIR GROSS
INCOME AND MAKE ADJUSTMENTS AT THE END OF THE YEAR.

BILL DOES NOT ALLOW FOR SCHOOLS AND CHILDREN TO BENEFIT,
BECAUSE THE TAXES ARE NOT DEDICATED FOR SCHOOL USE.

AS NOTED ON THE “FACT SHEET" BASED ON 505 MILLION INCOME
13 MILLION COULD BE COLLECTED IN TAX. THIS WOULD BE 2.5%

OF THE EARNED INCOME.

&001
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7. | FEEL THAT IF WE ARE TO PAY A TAX, WE SHOULD BE ON EQUAL
FOOTING WITH ANCHORAGE, FAIRBANKS AND OTHER AREAS, AND
BE ABLE TO RAISE FUNDS FOR SCHOOL REPAIRS AND PAY A
PERCENTAGE OF THE REQUIRED COST AND HAVE THE STATE PAY
THE REST. SOMETHING LIKE THE 30 - 70 OR 20 - 80 SPUT.



