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continue to be a strong incentive for the Borough and Fairbanks area legislators to
support the re-examination of financial aid to municipalities to provide greater equity.

3. The Proposed Annexation Would Not Diminish the Viability of a Potential Borough
in the Adjacent Region.

The territory proposed for annexation is presently located within the tfukon Flats
Regional Educational Attendance Area (REAA). At the beginning of this year, the
Department of Community and Regional Affairs reported that the Yukon Flats REAA
had the greyestlevel of taxable property of any unincorporated region of the state. The
value of taxable property in that region (measured as value per student) was reported
to be in excess of 5 times that of the average of all of the existing boroughs in the state
(even excluding the North Slope Borough whose value is disproportionaily high).

Adjusting the figures in that report to account for the value of the pipeline property,
approval of the area proposed forannexation would still leave the Yukon Flats REAA
with a level of taxable property per student second only to the North Slope Borough.
The value of taxable property would remain more than five times that of the average of
existing boroughs (again, exclusive of the North Slope Borough).

Further, the value of property in the Yukon Hats region is so great that State law (AS
29.45.090) would preclude aborough inthatregion from taxing all of the property. The
law would limitthe authority ofaborough there to tax no more than $311,047,897 ofthe
property (225%ofthestatewide per capitaassessed fulland true value muItlplledby the
population of the borough). Recent estimates place the value of property in thatregion
at 5805,000,000. Even if the subject annexation were to occur, the area would have
5642,400,000. This ismore than twice as much property as it could legally tax under the
law. Thus itis concluded that the annexation would not adversely affect the viability
ofa borough In the adjacent region.

4. Theie Is Precedent for the Expansion of Borough Boundaries to Enhance Revenues
of a Borough.

While attempts to expand the perimeter ofboroughs in Alaska on anv basis have been
rare, there is precedence for the type ofannexation being soughtby the Fairbanks North
Star Borough. In 1974, the Commission approved an annexation of 221 square miles of
land and 96square miles ofwater to the Haines Borough. The purpose of the annexation
appears to have been principally to enhance the revenues of that borough.

The Haines Borough was at the time, and remains today, disadvantaged by arelatively
low tax base. The present extent of this disadvantage exceeds thateven ofthe Fairbanks
North Star Borough. The Department of Community and Regional Affairs noted in its
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February 21, 1989

Senator Steve Frank
Alaska Legislature
Pouch V

Juneau, Alaska 99801

Oear Senator Frank;

On February 18, the Assemblies of the four Railbelt
Communities (known as the Railbelt Coalition) met in Mat-Su
to discuss various legislative priorities.

During that meeting, the issue of equalizing municipal tax

bases and services through Annexation was raised. Based on

that discussion, the Assemblies of the other three municipal
governments, flat-Su, Anchorage, and Kenai, expressed their

support for the Fairbanks Annexation.
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Fair nan*-; ricrir Star Borough
Asse~.0 1y

P.0. Box 1267 Fairbanks, Alaska 99707 (907) 452-4761
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January 0, 1989

The Honorable Shelley Dugan
Acting Chairperson
Local Boundary Commission

P.0. Box 55109
North Pole, AK 99705

Dear Commissioner Dugan:

I am writing this letter in response to actions taken by the
Local Boundary Commission concerning the proposed annexation of
territory to the Fairbanks Noi.th Star Borough. Clearly, the
proposal 1is among the more complex and controversial of those
the Commission has faced.

I commend the members of the Commission for their commitment to
their individual views on this matter and respect the different
philosophies which have emerged. I am, however, troubled by
the fact that the Commission is now in a position of having to
submit a recommendation to the legislature which does not enjoy
the support of a majority of the members of the Commission.

Additionally, I find 1it_disturbing that at this point, the
matter has been decided on the basis of parliamentary
procedure. To my knowledge, there has never been an instance

where the Commission has submitted a recommended boundary
change to the legislature which has not been supported by a
majority of its members.

I assure you that my comments are in no way precipitated by the
statements made by officials of the Tanana Chiefs Conference or
others. Rather, my concern stems from a desire to avoid the
establishment of what |1 view as an extremely poor precedent
concerning the procedures of the Commission.

Consequently, I respectfully urge the Commission to formally
reconsider 1its approval of the petition for annexation by the
Fairbanks North Star Borough. Should the Commission desire,
the Department 1is prepared to carefully reexamine all aspects
of the proposed annexation. Such an effort on our part would
result in the preparation of a supplemental report and
recommendation on the matter. Further, the Commission could

choose to conduct additional hearings on the proposal.”



The Honorable Shelley Dugan
January 6, 1989
Page Two

Taking such action would allow the Commission to enter a clear
decision on the petition of the Borough. Because such a
decision would be based on the full record and would require a
majority of Commission members approval, it would dispel most,
if not all, criticism regarding procedures used to arrive at a
final decision.

A copy of this letter 1is being provided to other members of the
Commission and interested parties. I  would welcome the
opportunity to discuss this matter with you and other members of
the Commission at your convenience.

Sincerely,

cc: The Honorable Jo Anderson, Member, LBC
The Honorable Lamar Cotten, Member, LBC
The Honorable Ben Nageak, Member, LBC
The Honorable Juanita Helms, Mayor, FNSB
Senator Johne Binkley, Alaska State Legislature
David G. Hoffman, Commissioner, DCRA
Rex Nutter, Petitioner"s Representative, FNSB
Mitch Demientieff, President, TCC
Robert 1 Shoaf, Alyeska Pipeline Service Company
Mike Walleri, TCC



February 14, 1989

TO: Senator Al Adams
Representative Eileen MaclLean

FROM: Mike Walleri, Attorney
Tanana Chiefs Conference, Inc.

This is in response to the request of both Senate and House
Committee and Regional Affairs Committees to provide written data
regarding your testimony presented to the Joint CRA Committees.

As you remember, we criticized the Local Boundary Commission goal
of per capita tax base equalization for failure to adjust for
cost of service differentials. Attached are our calculations.

As you can see, when adjustments are made for the cost of service
delivery, the T.C.C. area is very close to average assessed
valuation in the State. If you have any other further questions,
please feel free to contact me

Sincerely,

Mike Walleri

Attorney
Tanana Chiefs Conference, Inc.

Attachments



TAX CAP CALCULATIONS

VALUE OF TAXABLE PROPERTY IN REGION

DCRA ESTIMATES:1 1.676 bil. without annexation
1.513 bil. with annexation

TCC ESTIMATES: 1.428 bil. without annexation
1.266 bil. with annexation

RANGE : w/0 annexation 1.676 to 1.428 billion

w/ annexation 1.513 to 1.266 billion

(based on D.C.R.A report to Senator Steve Frank 1/13/89)

POPULATION:2

9,635 (D.C.R.A. raw estimates)
13,400 (D.C.R.A. adj./TCC Health

Plan Stats)

11,175 (Permanent Fund mail
Region by zipcode)

TAX CAP 3

out to

(taxable assessed value 1in region)

DCRA # 9,635(pop) x2.25 x $83,430(per capita assessed value)=1.8

TCC #13,400 X 2.25 X $83,430

PF #11,175 X 2.25 X $83,430

includes estimates of property value based when per
statewide values. DOES NOT adjust for tax exempt status
under Federal Housing Programs, AWCSA, Allotment Act and
Act.

2
excludes Delta-Greely study area except for village
Lake.

3
based on formula (b) AS. 29.45.080

=2.08

capital
of land
Townsite

of Healy



ADJUSTED TAX EQUALIZATION

COSTS OF SERVICE DIFFERENTIALS

Fairbanks: 1.04
Yukon Flats 1.46
Yukon Koyukuk 1.34
Galena 1.30
Tanana 1.30
Iditarod 1.33

RANGE OF DIFFERENTIAL VARIANCE (FBX and TCC Region)
26% to 40%

(Source: Dept, of Education)

PERCENTAGE OF PER CAPITA VALUE (Statewide average)
Fairbanks with Annex = 71.1

Fairbanks w/o0 Annexation = 68.0

TCC Region w/0 Annexl
%

per state
capita wide
1.676.000.000(DCRA Value#)* 11,175 =150,000 204% 155

1.428.000.000(TCC Value #) *11,175

1.513.000.000(DCRA/Value#)* 11,175

1.266.000.000(TCC/Value#) * 11,175

1 Using Permanent Fund Pop #"s Values rounded.

2 Adjustment Relative to Fairbanks per capita.

128,000 175% 133

135.000 184% 140

114,000 155% 115

adj

to 122%

to 105%

to 110%

to 93%
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ANNEXATION TO THE FAIRBANKS NORTH STAR BOROUGH
SUMMARY OF PROPOSED ANNEXATION

On September 28,1988, the Fairbanks North Star Borough submitted a petition for the
annexation of approximately 216 square miles of territory (see Exhibit B). The Local
Boundary Commission conducted a hearing on this matter in Fairbanks on November
18,1988. Because of a conflict of interest, Commission Chair, C. B. Bettisworth, abstained
from participating inany of the proceedinﬂs related to this matter. A decisional session
was held on December 2,1988. During that meeting the Commission voted 3 to 1to
approve the petition withoutamendment. The dissenting Commission member issued
aminority opinion which follows the body of this recommendation.

FINDINGS OF FACT AND CONCLUSIONS OF LAW

Inarriving at its findings, the LBC has considered documents and evidence including
but not limited to, the petition for annexation, accompanying brief, and the report and
recommendation of the Department of Community and Regional Affairs. For the sake
of expediency, only those standards satisfied by the petition are discussed. If the
standard is not mentioned, it may be assumed that it was not met.

. Based uponthe following facts, the Commission has concluded that the annexation
is necessary to accomplish a valid public purpose in satisfaction of the standard for
annexation set out in 29aa c 10.190(a)(8).

a. Annexation Would Enhance the Tax Base of the Borough.

The Fairbanks North Star Borough's tax base is relatively weak. InJanuary, 1988, the
Department of Community and Regional Affairs published a report showing that the
values of taxable property in the Borough (measured as value per student) were 14.9%
below the average of all of the existing boroughs in the state (excluding the North Slope
Borough whose value is disproportionally high).

Presently, the Fairbanks North Star Borou?h levies an areawide tax on real property
(personal property is exempted) of 11.1/8mills and an additional 1.065 mills for services
outside cities (non-areawide). The areawide taxes are used to support education,
planning, taxassessmentand collection, and general administration. Initscurrent fiscal
year, approximately 73% of the areawide taxes will be spent in direct support of
education within the Borough. The non-areawide taxesare used tosupport emergency
services, economic development and solid waste disposal.

The efforts of the Borough to support its local services compares favorably with the
majority of other municipalities in Alaska as demonstrated by its mill rate equivalent.
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The mill rate equivalent of the Borough (combined areawide and non-areawide) is
greater than 58%of the cities and boroughs which received State Revenue Sharing in the
most recent fiscal year. The greater tax effort of the Borough can be attributed in large
measure to its relatively weak tax base.

The taxable territory proposed for annexation is comprised of an estimated 16 miles of
the Tans-Alaska Oil Pipeline and Pump Station Number 7. Annexation of this area
would increase the value oftaxable property in the Borough by an estimated $162,600,000.

This would raise the total value of taxable property of the Borough by 5.2% to
$3,292,754,477.

While the annexation would provide financial benefits to the Borough, its tax base
would still remain below the average of other boroughs. Adjustin(ltj the figures in the
Department of Community and Regional Affairs' 1983 report to reflect the annexation
would still leave the Borough nearly 12% below that of the average of all existing
boroughs (excluding the North Slope Borough).

b. The Annexation Represents Sound Public Policy.

In the debate regarding this proposal, attention was focussed on the policy questions
inherent in this annexation. The issues centered on the merits of an annexation which
would impose virtually no additional service re(1uirements on the Borough but would
increase its annual revenues by as much as $2 million. These revenueswould be gained
at the direct expense of the State since taxes levied by the Borough against the pipeline
facilities would be applied as a credit to the taxes currently levied by the State. In
response to these concerns, the Commission has concluded the following.

1 Financial Gain to the Borough is Not Excessive or Unwarranted.

With approval of the annexation, the Borough could begin taxing property in the
annexed area in 1990. At the present value and current rates of taxation the Borough
would collect $1,990,712 from the area each year. This increase in revenues, however,
would be offset substantially by a reduction in the level of funds received by the
Borough under the State Education Foundation Program beginning in 1992. Based on
the present value of the property in the area proposed for annexation, that reduction
would amount to $650,400 annually (the equivalent of a 4 mill tax on the property),
leaving a net increase of $1,340,312. While that Figure remains substantial, its relative
impact to the Fairbanks North Star Borough is not. That is, the Borough is the second
most populous municipality in the state. Viewed in this light, the net revenues
(following the adjustment to the foundation formula) amount to only $17.85 per capita.

At the present value and the current rates of taxation, the total revenues which would
be collected by the Borough from taxes levied on the pipeline property facilities
(existing boundaries plus area proposed for annexation) would amount to $8,585,463.

)
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The value of the pipeline property within the Borough would, however, reduce its level
of annual funding under the State Education Foundation Program by $2,805,019. Thus,
the neteffectisan annual gain in revenues of $5,780,444 from taxes on the pipeline. This
amounts to $76.99 per capita.

The revenue characteristics of the proposed annexation are in no sense extreme. Many
municipalities receive per capita revenues from non-iocal sources Unique to their area
which are equal to or greater than the net$76.99 per capita. Some examples include: the
North Slope Borough - $27,198 per capita (1987 taxes on oil and gas facilities under AS
43.56); the City of Valdez - $6,649 per capita ($6,604 from 198/ taxes on oil and gas
facilities under AS43.56 and $45 from State shared raw fish taxes); City of Chignik $2,183
per capita (FV 88 State shared raw fish taxes); City of Akutan - $1,374 per capita (FY 88
State shared raw fish taxes); and the Bristol Bay Borough - $1,062 per capita (FY 88 State
shared raw fishtaxes.) In fact, more than 30% of the municipalities which received State
shared raw fish taxes in FY 88 received per capita revenues of $77 or more.

2. Approval c fthis Annexation isNot Inconsistent with the Commission's statem ent on

Borough Government in Alaska.

The Local Boundary Commission advocates a reassessment of State financial aid to
municipalities in an effort to provide for greater equity to all municipalities. The
Commission's position on this matter is addressed initS statement on Borough Govern-
ment in Airska Which was adopted on December 2,1988.

Approval of this annexation has been viewed as being inconsistent with the call for are-
examination of the current structure of financial aid to municipalities. Itisargued that
this annexation is tantamount t0 piecemeal assistance Which exacerbates the inequities. It
has been further ar?ued that the annexation will diminish the incentive on the part of
the Fairbanks area legislators to deal with the matter.

The Commission has rejected these arguments. This annexation isnotinconsistent with
its Statementon Borough Government in Alaska. IN point of fact, the Commission adoptEd
this statement at the same meeting that it approved the annexation to the Fairbanks
North Star Borough.

The Fairbanks North Star Borough has a legitimate need to enhance its tax base.
Certainly this Commission would view differentIK an annexation proposal of this
nature by amunicipality whose tax base was greater than the average of other boroughs.
However, while the annexation enhances the tax base of the Borough, the Borough will
continue to have a relatively weak tax base even after the annexation. As stated
previously, the Borough's tax base ispresently 14.9%below the average of other existing
boroughs. Itwill remain 12%below that average after the annexation. Thus, there will



fIBC RECOMMENDATION TO THE FIRST SESSION~
/ N OF THE SIXTEENTH STATE LEGISLATURE ] N

continue to be a strong incentive for the Borough and Fairbanks area legislators to
support the re-examination of Financial aid to municipalities to provide greater equity.

3. The Proposed Annexation Would Not Diminish the Viability of a Potential Borough
in the Adjacent Region.

The territory proposed for annexation is presently located within the Yukon Flats
Regional Educational Attendance Area (REAA). At the beginning of this year, the
Department of Community and Regional Affairs reported that the Yukon Flats REAA
had the greatest level of taxable property of any unincorporated region of the state. The
value of taxable property in that region (measured as value per student) was reported
to be in excess of 5 times that of the average of all of the existing boroughs in the state
(even excluding the North Slope Borough whose vaiue is disproportionally high).

Adjusting the figures in that re?ort to account for the value of the pipeline property,
approval of the area proposed for annexation would still leave the Yukon Flats REAA
with a level of taxable property per student second only to the North Slope Borough.
The value of taxable property would remain more than five times that of the average of
existing boroughs (again, exclusive of the North Slope Borough).

Further, the value of property in the Yukon Flats region is so great that State law (a s

29.45.090) would preclude aborough in that region from taxing all of the property. The
law would limit the authority ofaborough there to tax no more than $311,047,897 of the
property (225% of the statewide per capita assessed full and true value multiplied by the
population of the borough). Recent estimates place the value of property in that region
at 5805,000,000. Even if the subject annexation were to occur, the area would have
$642,400,000. Thisismore than twice as much property asit could legally tax under the
law. Thus, itis concluded that the annexation would not adversely affect the viability
of a borough in the adjacent region.

4. There Is Precedent for the Expansion of Borough Boundaries to Enhance Revenues
of a Borough.

While attempts to expand the perimeter of boroughs in Alaska on any basis have been
rare, there is precedence for the type of annexation being sought by the Fairbanks North
Star Borough. In 1974, the Commission approved an annexation of 221 square miles of
land and 96 square miles of water to the Haines Borough. The purpose of the annexation
appears to have been principally to enhance the revenues of that borough.

The Haines Borough was at the time, and remains today, disadvantaged by arelatively
low tax base. The presentextent of this disadvantage exceeds that even of the Fairbanks
North Star Borough. The Department of Community and Regional Affairs noted in its
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January,1988, study that the full and true value of taxable property in the Haines
Eorougﬂ)was found to be 35.7% below the average (again, excluding the North Slope
orough).

In the report of the Local Boundary Commission submitted to the 1975 legislature, the
following was noted with respect to the proposed annexation to the Haines Borough
(emphasis added):

WHEREAS, the territory sought to be annexed by the Haines Borough
meets the standards for annexation in that the territory will be subject to
future growth and development and annexation will enable the Borough
to assist in and receive benefits from that development; and

WHEREAS, annexation of the territory would allow the Haines Borough
to more fully meet standards for formation of a borough in that the new
boundaries established would more closely approximate natural geogra-
phy, altering the geographical southern boundary of the Haines Borough,
an arbitrary line extending eastand west bisecting the Chilkat Peninsula,
a natural geographic part of the Haines Borough; and

WHEREAS, the Haines Borough is being denied certain revenues (spe-
cifically, raw fish taxes and stumpage fees) to which it. as the regional
entity responsible for governmental services, is rightfully entitled ...

With respect to the first whereas clause, itshould be noted that the Haines Borough is
(and always has been) a third class borough. As such, it is not obligated by law to
provide planning, platting and zoning, nor doesitdosoonavoluntary basis. Therefore,
Itis concluded that the findings of the Commission concerning the possibility of growth
and developmentin the area then proposed to be annexed to the Haines Borough cannot
be construed as satisfying the standard presently setoutini9 aac 10.190 (a)(4). This
standard pr0VideS thatthere isareasonable likelihood thatfuturegrowth and atvelopmentwill
occurwithin the territoryand annexation of the territory will enable the organized borough to
plan forand control thatdevelopment.

The need for services in the area proposed for annexation to the Haines Borough was
limited in 1974 and remains so today. The onlyservices presently provided to the area
are tax assessment/collection and education. With respect to the latter, the Haines
Borough does not provide a school in the territory annexed in 1974/1975, but offers
education through correspondence. According toa Borough official, in the past there has
typically been one or more students in the area annexed in 1974/1975 who have enrolled in the
Borough's correspondence program. However, this year, all of the students in that area have
eitherelected touse the Statecorrespondenceeducationprogram (bypassing the Borough)orhave
made arrangements for private schooling.



LBC RECOMMENDATION TO THE FIRST SESSION”
OF THE SIXTEENTH STATE LEGISLATURE ]

Yet, for FY 87 the Haines Borough received $166,894.87 in State-shared raw fish taxes.
The vast majority of these revenues were generated in the area annexed in 1974/1975.
In fact, according to the Alaska Department of Fish and Game, 99.6% of the ex-vessel
value of fisheries landed at shore-based processors in the Haines Borough in 1987 were
landed in the area annexed in 1974/1975 ($3,915,831 of $3,930,180). The FY 87 State
shared raw fish tax revenues paid to the Haines Borough amount to $83.82 per resident
(compared t0$76.99 in net post annexation pipeline taxes for the Fairbanks North Star
Borough). Inaddition, the 1974/1975 annexation involved an estimated 141,440 acres
of the Tongass National Forest. Consequently, the entitlement of the Haines Borough
to funds under the National Forest Receipts program was increased annually by an
estimated 50%. The average annual payment received by the Haines Borough under
the National ForestReceipts program during Federal fiscal years 1982-1986 amounted
t0$81,677, or $41.02 per capita. Together, the FY 87 State-shared fish taxesand the 1982-
1986 average annual National Forest Receipts program payment generated $124.84 per
capita for the Haines Borough. Most of those revenues were generated as a direct
consequence of the 1974/1975 annexation.

5. Without Other _Supportin%Circum_stances, Revenue Enhancement Alone May Not
Justify the Expansion of the Boundaries of a Borough.

The action of the Commission in the Haines Borough annexation was furthersupported
by the fact that the proposed boundary change helped to perfect the boundaries of the
Haines Borough in terms of conformance to natural geography. Prior to the annexation,
the southern boundary of the Borough was an arbitrary east-west line. The annexation
extended the southern boundary to encompass the end of the Chilkat Peninsula.

This is not to say that the Haines Borough annexation provided optimum or perfect
boundaries for the Borough, but rather itimproved the prior boundaries. Indeed, three
years later the Commission authorized another annexation to the Haines Borough (a
former military reservation). Even today, the Commission recognizes the existence of
an apparent need to modify the boundaries of the Haines Borough due to the fact that
Klukwan exists as an enclave within the Borough.

In the case of the Fairbanks North Star Borough, the annexation is supported by social,
cultural and economic ties between the territory proposed for annexation and the rest
of the region. The maLority of the workers at Pump Station #7 are believed to be
residents of the Borough. The Pump Station is located approximately 10 miles north
of the present boundaries of the Borough. The area and the Borough are connected by
a modern highway.

As in the case of Haines, the Commission does not believe that the proposed post-
annexation boundaries of the Fairbanks North Star Borough are necessarily optimum
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or perfect boundaries. However, the proposed annexation will help to perfect the
boundaries under two important considerations. The first (from a financial standpoint)
furthers the satisfaction of the borough incorporation standard that requires the
boundaries of the bOfOUgh tOinclude all areas necessary for full development of municipal
services and that the economy ofthe area includes the human and financial resources capable
of providing municipal services (AS 29.05.031(a)(2) and (3). The second furthers the
satisfaction of borough incorporation standards in terms of the social and economic ties
of the area to Fairbanks (AS29.05.031(1)).

Il Based upon the following facts, the Commission has concluded that the post-
annexation boundaries of the Fairbanks North Star Borough still conform to the
standards for formation of a borough as required by 19 Aac 10.220.

a. The population within the expanded boundaries ofthe borough remains interrelated
and integrated as to its social, cultural, and economic activities.

The area proposed for annexation is uninhabited. However, an estimated 36 workers
are employed at an industrial facility located in the area. The majority of these workers
are believed toreside within the boundaries of the Borough. As noted previously, there
are strong social, cultural and economic ties between the area proposed for annexation
and the population of the Borough.

b. The population within the expanded boundaries of the Borough remains large and
stable enough to support borough government.

Again, since the area considered for annexation is uninhabited, the size and stability of
the Borough's population would not be affected by the annexation.

¢. The expanded boundaries of the Borou?h still conform generally to natural geogra-
phy and include all areas necessary for full development of municipal services.

The existing boundaries of the Borough in the area adjacent to the territory proposed for
annexation follow township and range lines. This annexation would simply extend
those lines twelve miles to the north and eighteen miles to the east.

In preparin%the petition for the subjectannexation, several alternative boundaries were
considered by the Assembly of the Fairbanks North Star Borough. These ranged from
the subject proposal approved by the Commission, toamuch larger area encompassing
the nistoric interests Of the Fairbanks region. The latter follows the Yukon River along
the north (from Tanana lying 100 miles west of the existing boundaries to the Canadian
border lying 85 miles east of the existing boundaries) and follows the Alaska Range
along the south.
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After careful consideration, the Fairbanks North Star Borough Assembly selected the
boundaries of the subject proposal. The petitioner's representative has indicated that
itwas clearthemembers (ofthe Assembly)did notwantto includeareasofexistingconcentrated
ororganized populations such as Livengood or Delta.

The Commission did not concluc >that the proposed annexation would necessarily
establish optimum boundaries for the Borough. However, é}iven the present structure for
the delivery of regional services throughout the state (as discussed in the Commission's
Statementon Borough Governmentin Alaska), the Assembly's pOSitiOﬂ toavoid pOpUlatEd
areas is understandable. If the Borough had attempted to annex populated areas, op-
position to the proposal would likely have been much more formidable. In such an
event, the chances of success would likely have been diminished.

Thus, given the evidence before the Commission, it appears that the boundaries of the
annexation proposal are reasonable. If this region (the existing Borough and the area
proposed for annexation) were incorporating today for the first time, the Commission
would find the boundaries tobe appropriate. With the annexation, the Commission has
found that the Borough's boundaries would generally follow the natural geography of
the region to the extent of other organized boroughs.

d. The economy of the expanded borough still includes the human and financial
resources capable of providing municipal services.

Again, because there is no population change, the annexation would have no effect on
the human resources of the Borough. With respect to financial resources, this annexa-
tion would obviously enhance the extent to which the Borough meets this standard.

e. The land, water and air transportation facilities of the expanded borough still allow
the communication and exchange necessary for the development of integrated borough
government.

This annexation will not affect the ability of residents of the Fairbanks North Star
Borough to communicate and interrelate. Therefore, this standard is considered to be
satisfied.

[1l. Based upon the following facts, the Commission has concluded that the territory
isin limited need of municipal services which the Fairbanks North Star Borou?h can
provide more efficiently than another municipality or the State. This conclusion
satisfies the standard for annexation set out in 19 Aac 10.190(a)(3).

The Fairbanks North Star Borough exercises the following powers on an areawide or
non-areawide basis: education, planning, platting, zoning, elections, assessment and
collection of taxes, emergency medical services, parks and recreation, animal control,
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libraries, air quality control, solid waste disposal, flood control (Chena River only),
economic development, and transportation.

According to the Fairbanks North Star Borough, all six townships (216 square miles) are
either State tentative approved orareconveyed to the State. Thereappear to beabout threedozen
40 acre mining claims (and) about three orfour U.S. Surveys which would indicate homesites,
homesteads or another private interest. Assuming there were four U.S. Surveys, each
comprised of 40 acres, these ﬁalong with the mining claims) would total approximately
1,600 acres or 1.2% of the total area proposed for annexation. The area also includes the
right-of-way for the Trans-Alaska Oil Pipeline. Approximately 16 miles of the pipeline
and Pump Station Number 7 are located in this area. Together, these facilities are
estimated to have a taxable value of $162,600,000.

The Fairbanks North Star Borough testified that the area proposed for annexation is
uninhabited. However, there are an estimated 36 individuals employed at Pump
Station Number 7. Given the characteristics of the region, the demand for services Is
limited. However, if a fire or medical emergency were to occur at the pump station
which would be be%/ond the resources of the station personnel to control, the Fairbanks
North Star Borough would provide emergency assistance.

Even though the Commission has found that there is limited need for services in this
case, the Commission notes that inclusion of uninhabited areas which have little or no
need for services is not uncommon in other boroughs. Boroughs are regional govern-
ments which must rely on regional resources (often found in uninhabited areas) to help
support the delivery of services to populated areas.

IV. Based upon the following fact, the Commission has concluded that property
owners within the territory receive or can be reasonably expected to receive, directly
orindirectly, the benefit ofborough governmentwithout commensurate property tax
contributions, whether borough services are rendered or received inside or outside

the borough. This conclusion satisfies the standard for annexation set out in 199AAC
10.190(a)(7?.

Officials of the Fairbanks North Star Borough have testified that the Borough would
extend emergency services to the area proposed for annexation in the event of need.
However, the cost of such is insignificant when compared to the revenue generating
potential of the area.

V. Based uﬁon the follwoing facts, the Commission has concluded that the Fair-
banks North Star Broough is capable of and willing to extend areawide and non-

areawdie services to the area proposed for annexation as required by 19 AAC
10.200.
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As indicated previously, the need for services in the area proposed for annexation is
limited. The extension of areawide and non-areawide services to this territory would

re_(iu_ire little expenditure by the Borough. The Fairbanks North Star Borough appears
willing and capable of serving the territory proposed for annexation.

COMMISSION MINORITY
SUMMARY POSITION

The following summary of the minority position concerning the Local Boundary Com-
mission 1988 Fairbanks Annexation petition was prepared by Commissioner Cotten.

L Thereis no precedent for the decision. Despite the effort to claim some
type of parallel with an unrelated annexation by Haines in the early
1970's, this effort has no precedent. No municipality has claimed addi-
tional proFerty to the tune of $162 million and not met one standard other
than the ill-defined open-ended valid public purpose Standard.

2. The annexation allows additional control and financial benefit with no
additional responsibility or service. The Borough takes on no new service
or responsibility but receives, to the detriment of the rest of the state, $1.3
million annually. The staff position doesn't even pretend the annexation
is anything but a money grab.

3. Theannexation isillogical, piecemeal and counter-productive to encour-
aging regional government in the unorganized borough. The annexation
does not follow any natural boundary and serves notice to others that a
piecemeal a?proach to regional government may be acceptable. More-
over, itis politically self-defeating if the Commission wishes to convince
the Legislature of needed changes tostate assistance programs if itallows
the second largest community to obtain the benefits of the needed
changes without any effort.

4. Theborough argumentofahigher than average local contribution in Fair-
banks is specious and misleadin%. Nowhere is the issue of what services
cost in Fairbanks described or if there is a possibility that the borough
simply promised too much and politically is not brave nor competent
enough to make cuts or increase revenues from users.

5 36 people employea in a pump station is not a rational basis for the an-
nexation. It was argued that since the 36 people employed at the pump
station lived in Fairbanks, it was logical to have it annexed. This simplﬁ
doesn't make any sense. The 36 people represent 0.048% of the boroug
population. Tostate that because such asmall percentage of the borough
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population works in the unorganized borough but resides inside is
Justification to annex the area is simply grasping for straws.

LBC DECISION AND RECOMMENDATION

Based upon the findings of fact and conclusions of law summarized herein, the
proposed annexation of approximately 216 square miles of territory to the Fairbanks
North Star Borough has been found to satisty the applicable requirements of State
statute and regulation regarding annexation of contiguous territory to a borough.

THEREFORE,AND INACCORDANCE WITHTHEPROVISIONSOFARTICLE X,SEC-
TION 20F THE STATE consTITuTION, the Commission hereby recommends to the
First Session of the Sixteenth Legislature, the annexation of the described territory. The
resulting boundary description of the Fairbanks North Star Borough reads as follows:

Beginning at the NW Corner of TownshiF 6 North, Range 5 West,
Fairbanks Meridian (F.M.); thence easterly along the north line of Town-
ship 6 North to the NE Corner of Township 6 North, Range 3West, (F.M.);
thence south along the range line to the NW corner of Township 4 North,
Range 3 West éF.M.); thence easterly along the north line of Townshiﬁ 4
North to the ridge between the headwaters of the Trail and Poker Creeks;
thence northeasterly following this ridge south of Ophir and Nome
Creeks and around the headwaters of Hope and#Charity Creeks; thence
southeasterly following the ridge sou th of the headwaters of Bachelor and
McKinley Creeks across the Steese Highway at Twelvemile Summit;
thence following the divide around the headwaters of Harrington and
Crooked Creeks; thence around the headwaters of Boulder Creek and the
North Fork of the Chena River to the summit of Far Mountain; thence
easterly along the divide around the headwaters of Lawson Creek and
Cash Creek; thence following the ridge north ofthe headwaters of the East
Fork of the Chena River and around the headwaters of the Salcha River;
thence southerly around the headwaters of Lost Creek to the ridge north
of the Goodpaster River; thence southwesterly along this ridge, around
the headwaters of Indian Creek, Gillis Creek and Rosa Creek and continu-
ing along the ridge between Buckeye Creek and Tenderfoot Creek across
the Richardson Highway to a point in midstream of the Tanana River;
thence downstream in midstream of the Tanana River to its intersection
with the south line of Township 7 South; thence weston this township line
to a point mid-stream in the Wood River; thence downstream in the
midstream of the Wood River to a point midstream in the Tanana river;
thence north and east in midstream of the Tanana River to its point of
intersection with the west line of Range 5 West; and thence north on this
range line to the NW Corner of Township 6 North, Range 5West, (F.M.),
the point of beginning.
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November 7, 1988

Dear Reader:

The following 1is the executive summary and complete report of
the Department of Community and Regional Affairs concerning the
proposed annexation of 216 square miles to the Fairbanks North
Star Borough.

These materials were prepared for two reasons. First, in
compliance with state law, they provide a formal analysis and
recommendation to the Alaska Local Boundary Commission
regarding the proposed annexation. Secondly, the materials
provide important information to individuals who may be
interested in this annexation proposal.

Anyone who has questions or wishes to discuss aspects of this
report or the proposed annexation may contact Local Boundary
Commission staff by calling 561-8586, or by writing to the
Anchorage address listed above.

David G. Hoffm~ i
Commissioner
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EXECUTIVE SUMMARY

The Fairbanks Nocth Star Borough (FNSB) 1is seeking to expand

its boundaries by 216 square miles (see Exhibit a - map of
territory proposed for annexation). On its surface, the
annexation proposal appears fairly simple and
non-controversial. Characteristics of the proposal include:
0 Small size. In relative terms, the magnitude of
the proposed expansion is very modest. The

annexation would increase the size of the FNSB by
less than 3%.

0 Limited opposition. To date, the Department of
Community and Regional Affairs has received an
indication of opposition to the annexation from
only one individual. The statement in opposition
consists of a two sentence letter indicating that
the opposition 1is due to the fact that "the
borough 1is big enough as it is now".

< Limited private ownership of land. According to
« the FNSB, "all six townships (216 square miles or
138,240 acres) are either State tentative
approved or are conveyed to the State. There
appear to be about three dozen 40 acre mining
claims (and) about three or four U.S. Surveys
which would 1indicate homesites, homesteads or
another private interest"”. Assuming there were
four U.S. Surveys, each comprised of 40 acres,
these (along with the mining claims) would total
approximately 1,600 acres or 1.2% of the total
area proposed for annexation.

0 Absence of residents. According to the FNSB, the
area proposed for annexation 1is uninhabited.

Notwithstanding the above, there 1is one aspect of the proposal
which raises significant policy questions for the State of

Alaska. The territory proposed for annexation includes
approximately 16 miles of the trans-Alaska oil pipeline and pump
station number 7. Together,these pipeline facilities are

estimated to have a taxable value of $162,600,000.

The pipeline facilities 1in question are presently taxed by the
State of Alaska at the rate of 20 mills (see AS 43.56 .010). If
the annexation were approved by the Local Boundary Commission and
the First Session of the Sixteenth Legislature, the FNSB could
also tax the property beginning January 1, 1990. Under the
present rates, the FNSB would tax the property at 12.243 mills.
At the present value, the FNSB tax on the subject property would
generate $1,990,712 in annual revenues for the Borough.



Taxes levied by the FNSB against the pipeline facilities would be

applied as a credit to the taxes levied by the State. In effect,
this would reduce the State"s tax levy on the pipeline facilities
in question to 7.757 mills. Consequently, annual revenues to the

State would be reduced (under the present values) by $1,990,712.

Major policy questions vraised by the proposal consist of the

following:

1. Because the territory propored for annexation is
uninhabited, the "extension of services"” to it
would cost the FNSB little or nothing. Yet, the
FNSB would receive nearly $2 million in
additional annual revenues at the direct expense
of the State. Is that good public policy?

2. Would the annexation diminish the viability of a
potential future borough in the adjacent region?

3. Is the annexation warranted?

These policy 1issues take on added importance when one considers
that the decision reached here could serve as a precedent 1in

dealing with other potential annexation proposals. For
example, last year the Matanuska-Susitna Borough contemplated
(butultimately decided not to pursue) a proposal with similar
characteristics. That proposal resembles the current one in

that it also encompassed a sparsely populated area with high
property values stemming from the pipeline and pump stations.
However, there may also be significant differences between the
FNSB proposal and the one contemplated by theMatanuska-Susitna

Borough. These may include differences in the social and
cultural compatibilities between the existing municipality and
the territory proposed for annexation. Thus, the Department®s

position with respect to this proposal may not necessarily
extend to another proposal which shares some of the
characteristics of the FNSB proposal. Each proposal would be
carefully and fully examined on its own merits.

IS THIS ANNEXATION PROPOSAL GOOD PUBLIC POLICY?

To address the first policy question, it 1is important to put
the matter 1in perspective. According to Volume XXVII of Alaska
Taxable (DCRA, January, 1988), there are $18,259,909,850 in oil
and gas properties throughout the state which are taxable under
AS 43.56. Of this amount, 73.65% ($13,447,841,030) are within
existing boroughs. In addition, 7.65% (%$1,396,012,940) of the
properties are within cities in the unorganized borough which
levy property taxes. Thus, a total of 81.3% of the oil and gas
properties taxable Dby the State presently lie within the
jurisdiction of taxing municipalities.

With such an overwhelming percentage of the total oil and gas
properties already within the boundaries of political
subdivisions of the State, the question of adding another
eighty-nine one-hundreths of one percent (0.0089) tends to



minimize the policy implications of this particular proposal.
Nonetheless, additional consideration of this question is
warranted. A couple of analogies will aid 1in the further
examination of this matter.

Analogy number 1. The policy 1implications of this annexation
proposal would seem to be somewhat analogous to the question of
whether it would be good policy to approve the formation of any
new borough having jJurisdiction over a portion of the
pipeline.

Five regions of the unorganized borough presently nave

substantial pipeline properties passing through them. These
regions are: Prince William Sound, Copper River Basin,
Delta-Greely, Yukon-Koyukuk and Yukon Flats. Each of these
regions has -either <completed or 1is undergoing a study to
examine the feasibility of forming a new borough. None of the
studies contemplate the exclusion of the pipeline from the
potential boroughs. To do so would create two classes of

"pipeline boroughs™, those which could tax the pipeline and
those which could not.

Analogy number 2. The second analogy is somewhat more
involved. It concerns the extent to which municipalities
generate revenues from truly local sources.

A limited number of municipalities 1in the state have access to
particular sources of funds which are not generally available
to all municipalities. For example, less than 5% of the
State"s political subdivisions have the capacity to levy taxes
on oil and gas properties; 34% receive a share of the taxes

which the State levies on fisheries; and less than 3% receive

revenues under the National ForestReceipts progranm. For
purposes of this discussion, revenuesfrom such sources are not
considered locally generated revenues. Stated succinctly, the

analogous question here 1is whether the state should authorize
the creation of any municipality or the expansion of any
municipal boundaries 1if that municipal government 1is not going
to contribute substantially to its own operation through truly
locally generated revenues.

In the case at hand, the annexation would allow the FNSB to
increase its "ncn-locally"™ generated revenues by nearly §2
million annually while it 1incurs virtually no increase 1in the
cost of providing services. The State would lose $2 million 1in
annual revenues and would realize no savings as it might if the
area were inhabited (e.g. through the transfer of education
services"from the regional educational attendance area to the
municipal school district).

To address this analogous question, 1t is appropriate to begin
with an examination of the revenue generating efforts of the
FNSB. Based upon figures presented in the petition, the



Borough will collect an estimated $37,098/850 1in taxes on real
property this year. Of that, 17.8% ($6,594,751) will be
collected from taxes levied onpipeline properties

("non-local") and the remaining 82.2% ($30,504,099) will be
collected from taxes levied on other private properties within
the Borough. IT the proposed annexation were presently in
effect, the Ilevel of property tax revenues generated from the
pipeline would 1increase from 17.8% to 22.0% of +total tax

revenues. The Borough would thus have collected some
$8,585,463 in taxes on the pipeline. Pipeline tax revenues
(non-.local) would equal approximately $117 per capita while

taxes on other properties stand at nearly $415 per capita.

Having examinee the revenue generating efforts of the FNSB, it
is appropriate to attempt to draw comparisons with other
municipalities in the state.One measure of the revenue

generating efforts of municipalities is the "mill rate
equivalent” determinationwtyich is developed by the Department
for purposes of administering the State Revenue Sharing

program. Unfortunately, for purposes of this discussion, the
"mill rate equivalent” does not differentiate between taxes on
the pipeline and other taxes. Nonetheless, it 1is wuseful to

note that the mill vrate equivalent of the FNSB (combined
areawide and non-areawide) is greater than 58% of the
municipalities which received Revenue Sharing in the most
recent fiscal year (including the Municipality of Anchorage,
the Kenai Peninsula Borough, the Matanuska-Susitna Borough, the
Northwest Arctic Borough and the Haines Borough). From this it
can be concluded that the FNSB compares favorably with most
municipalities in the extent to which it contributes 1in support
of local services.

Turning more directly to the question of the extent to which
municipalities generate revenues Tfrom truly local sources, it
is not difficult to Tfind examples where the efforts of other

municipalities are far less than those of the FNSB. For
example, one small city 1incorporated 1in 1983 recently received
$179,267 in annual state shared business fisheries taxes. The

city in question levies no taxes, thus the city relies
virtually 100% on "non-local™ funds (vs. 22% 1in post annexation
revenues for the FNSB). The State shared business fisheries
taxes for that city amount to $1,358 pec capita (vs $117 per
capita in post annexation pipeline taxes for the FNSB).

From this it 1is concluded that any suggestion that it 1is poor
policy to approve the subject annexation proposal may be
analogous to concluding that it would also be poor policy to
approve the formation of any municipality which would receive
non-local funds amounting to more than 17.8% of total revenues
or $89 pec capita (the approximate current levels for the
FNSB) .

In conclusion, the Department does not suggest that, when
viewed nacrowly, it 1is necessarily "good public policy"” to
allow the FNSB to increase its annual revenues Dby some



However, because SO many more extreme examples of such
circumstances abound throughout the state, the Department feels
strongly that it would be highly inappropriate to deny the subject
annexation proposal because of this narrowly viewed policy concern.

Both the Department and the Local Boundary Commission have
acknowledged the need to reexamine funding programs for local
governments in Alaska in an effort to provide greater equity (see:
draft LBC Statement on Borough Government in Alaska). rintil such
concerns are addressed on a comprehensive basis, the Department
believes that "policy concerns™ of the nature described should not
be applied in this instance to the exclusive detriment of the
FNSB. This annexation proposal affords the Local Boundary
Commission with an excellent opportunity to bring many of its
concerns and perspectives about borough government to the

attention of the legislature and others.

WOULD THE ANNEXATION DIMINISH THE VIABILITY OF A POTENTIAL FUTURE
BOROUGH IN THE ADJACENT REGION?

Simply put, the answer is no. The territory proposed for
annexation 1is presently Jlocated within the Yukon Flats Regional
Educational Attendance Area. At the beginning of this year, the
Department reported that the Yukon Flats REAA had the greatest
level of taxable property of any wunincorporated region of the
state (see p. 5 Regional Government Study, DCRA, January, 1988).
The value of taxable property in that region (measured asvalue
per student) was reported to be in excess of 5 times that of the
average of all of the existing boroughs 1in the state (even
excluding the North Slope Borough whose value is
disproportionately high). On the other hand, the value of taxable
property in the FNSB was found to be 14.9% below the average.

Adjusting the figures in that report to account for the value of

the pipeline property in question would still Ileave the Yukon
Flats with a level of taxable property per student second only to
the North Slope Borough.. The level of property would remain more
than five times that of the average of existing boroughs (again,
exclusive of the North SlopeBorough). The value in the FNSB
would still bDbe nearly 12% below that of the average of all
existing boroughs.

Further, it should be noted that the valueof property in the
Yukon Flats region is so great that State law (AS 29.45.090) would
preclude a borough in that vregion from taxing all of the

property, The law would 1limit a borough tax to a maximum of
$311,047,897. Recent estimates place the value of property in
that region at $805,000,000. Even if the annexation were to
occur, the area would have $642,400,000 - more than twice as much

property as it could legally tax under the law.

Thus, it can be concluded that the annexation would not adversely
affect the viability of a borough in the adjacent region.



IS THE ANNEXATION WARRANTED?

The petition indicates no particularly pressing need to extend

specific services to the area. Indeed, the area 1is uninhabited.
There are, however, an estimated 36 individuals employed at pump
station number 7. Although documentation of the places of

residence of these workers 1is wunavailable, it is believed that a
majority of the workers live within the boundaries of the FNSB
(Source: petitioner™s representative).

Technically, 1if the annexation were to be approved, the Borough
would extend all of its areawide and non-areawide powers and
services to the territory. These consist of: education, planning,
platting, zoning, elections, assessment and collection of taxes,
emergency medical services, parks and recreation, animal control,
libraries, air quality control, solid waste disposal, flood
control (Chena River only), economic development, and
transportation.

Essentially, the annexation proposal boils down to an attempt by
the FNSB to expand its tax base 1in support of the-above services
which it provides to the estimated 73,540 individuals residing
within 1its boundaries. From the previous discussion it has been
shown that the FNSB, thcoMgh 1its 12 mill tax on real property,
already contributes substantially in support of local services.
It has also been shown that the FNSB tax base 1is significantly
less than the average of other existing boroughs (and would remain
so even after the annexation).

IT the benefit of the annexation would be directed at reducing
property taxes, 1its effect would be limited to a reduction of less
than six-tenths of one mill. If, on the other hand, the FNSB
chose to use the additional proceeds to support local services,
the funds would be vital in offsetting vrecent and anticipated
future reductions in state shared revenues.

All of these things considered, the Department believes that the
annexation proposal has merit. Readers are urged to vreview the
complete report on this matter for further analysis of the
circumstances on which the Department has based 1its support for
this proposal.

Having concluded the annexation proposal has merit, it is
appropriate to examine the boundaries of the territory proposed
for annexation. It should be noted here that the Commission has
the discretion to approve the petition as submitted, reject the
petition entirely, or amend the boundaries of the territory
proposed for annexation. With respect to the latter, the LBC may
expand or reduce the territory proposed for annexation.

In preparing the subject petition, several alternative boundaries
were considered. These ranged from the present submission to a
much larger area encompassing the "historic interests™” of the

Fairbanks region. The latter follows the Yukon River along the



north (from Tanana .lying 100 miles west of the existing boundaries

to the Canadian border lying 85 miles east of the existing
boundaries) and follows the Alaska Range along the south (see
Exhibit B - map of alternative boundaries considered).

After careful evaluation, the Assembly selected the boundaries of

the current proposal. In doing so, the petitioner's
representative has indicated that "it was clear the members (of
the Assembly) did not want to include areas of existing

concentrated or organized populations such as Livengood or Delta."

It is difficult to conclude whether the annexation of the
territory proposed by the FNSB would establish "optimum
boundaries™” for the Borough. Given problems with the present
structure for the delivery of regional services throughout the
state (see: LBC draft Statement on Borough Government in Alaska)
the Assembly's position Is understandable. I f the FNSB had
attempted to annex populate.d areas, opposition to the proposal
would likely have been much more formidable. In such an event,
the chances of success would likely have been diminished.

Thus, given the =evidence before the Department, it appears that
the boundaries of the annexation proposal are reasonable. If this

region (the existing Borough and the area proposed for annexation)
were incorporating today for the first time, the Department would
find the boundaries to be appropriate.

All things considered then, the Department recommends that the

Local Boundary Commission approve the annexation proposal without
amendment.

- vii -
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Section A.
ADMINISTRATIVE AND PROCEDURAL INFORMATION

INTRODUCTION

State laws establish the procedures for effecting annexations.
They also provide the standards which the Alaska Local Boundary
Commission (hereinafter the LBC or the Commission) must use in
making its decision on any petition for annexation. The
procedures, the selected annexation process, the standards for
annexation and the role of the LBC are summarized below.

A. 1. ALASKA LOCAL BOUNDARY COMMISSION

The LBC is the state body whose responsibilities include
reviewing and acting upon petitions for annexation. The
Commission must decide whether each proposal meets the

standards for annexation.

W hile the Department of Community and Regional Affairs
(hereinafter the Department) provides technical and
administrative support to the LBC, the Commission is completely
independent of the Department and all other state agencies. It

is not required to agree with the recommendations made in this
report.

The LBC consists of five members appointed by the Governor.

One member is appointed from each of the four judicial
districts of the state, the fifth member is appointed at
large. Commission members serve without compensation. The

present members are:

C.B. BETTISWORTH, CHAIR, SERVING AT LARGE
JOSEPHINE ANDERSON, 1ST JUDICIAL DISTRICT
BEN NAGEAK, 2ND JUDICIAL DISTRICT
LAMAR COTTEN, 3RD JUDICIAL DISTRICT
SHELLEY DUGAN, VICE CHAIR, 4TH JUDICIAL DISTRICT

A. 2. STANDARDS FOR ANNEXATION OF CONTIGUOUS TERRITORY

State law requires that certain standards be met before an area
may be annexed to a borough. To approve annexation of
contiguous territory, the LBC must determine that the borough
is "capable of extending and willing to extend services to the
annexed area; . if possible, areawide and non-areawide
borough services shall be extended, to the annexed area
immediately™ (19 AAC 10.200).

Additionally, the Commission must be satisfied that the action
meets one or more of the following eight standards (19 AAC
10.190(a)) to the extent that annexation is warranted:

1. The contiguous territory is totally surrounded by
the borough's boundaries.
2. The land in the territory 1is wholly owned by the

borough.



4. There is a reasonable |likelihood that growth and
development will occur within the territory and
that annexation of the territory will enable the
borough to plan for and control that development.

5. The health, welfare, or safety of residents of
the borough is endangered by conditions existing
or developing in the territory and annexation
will enable the borough to remove or relieve the
conditions.

6. The extension into the territory of borough
services or facilities is necessary to enable the
borough to provide® adequate service to borough
residents and it is impossible or impractical for
the borough to extend the facilities or services
unless the territory is within the borough's
boundaries.

7. Residents or property owners within the territory
receive or may be reasonably expected to receive,
directly or indirectly the benefits of borough
government without commensurate property tax
contributions, whether borough services are
rendered or received inside or outside the
territory.

8. The annexation . is otherwise necessary to
accomplish a valid public purpose.

Further, the law requires that the LBC must find that the
anrexation boundaries of the borough would conform
subotantially zo all of the standards set in law for
formation of boroughs (19 AAC 10.220 and AS 29.05.031).
consist of:
The population must be interrelated and
integrated as to its social, cultural, and
economic activities.
The population must be large and stable enough to
support borough government.
3. #sThe boundaries must conform generally to natural

The territory is in need of municipal services
which the borough can provide more efficiently
than another municipality or the state.

geography and must include all areas necessary
for full development of municipal services.

The economy of the area must include the human
and financial resources capable of providing
municipal services.



5. The .land, water and air transportation facilities
allow the communication and exchange necessary
for the development of integrated borough
government.

A. 3. AVAILABLE PROCEDURES

State law (AS 29.060.040 and 19 AAC 10.450 - 19 AAC 10.790)
outlines the processes by which municipal boundaries may be
altered. For annexations of contiguous territory, a borough

has five available procedures. They are:

Local Action/Election - The LBC first approves a petition for
annexation. Registered .voters residing within the territory
proposed for annexat..on then vote on the question. Owners of
property within the area proposed for annexation who are not
residents of the area are not entitled to vote. Individuals
residing within the existing boundaries of the borough ate also
prohibited from voting on this matter. Annexation 1is effected

by majority approval of those voting on the proposed action
[AS 29.06 .040(c) (D) 1.

Local Action/Municipally Owned Property - The municipality
which owns all of the property within an area initiates
annexation by passage of an ordinance. The annexation 1is

effective upon approval by the LBC [AS 29.06.040(c)(2)]-

Local Action/100% Of Voters and Property Owners - All
individuals who own property (including non-residents) as well
as all registered voters (including those who do not own
property) who vreside within the area, petition the municipal
government for annexation. The mur " _cipality adopts an
ordinance authorizing the annexation which becomes effective
upon approval by the LBC [AS 29.06.040(c)(3)].

Step Annexation - The LBC approves an annexation petition. The
registered voters of the area proposed for annexation vote on
the question. If passed by a majority of the voters who vote
on the 1issue, the proposed action is reviewed by the state
legislature in the same manner provided below. This method of
annexation 1is to be wused when services are to be gradually
extended to the annexed area over a period not to exceed five
years [AS 44.47.567(b)(2)].

Legislative Review - This requires approval of the petition by
the LBC and subsequent tacit approval of the petition by the
Alaska State Legislature [AS 29.06.040(b)],



Section B.
LEGISLATIVE REVIEW METHOD OF ANNEXATION

INTRODUCTION

In accordance with .19 AAC 10.600, the LBC may consider all
methods of annexation to utilize the most appropriate for each
petition. The Department believes that the legislative review
method proposed by the petirH/«er 1is the most appropriate for
the subject proposal.

B. 1. LEGISLATIVE REVIEW AS THE MOST APPROPRIATE

As demonstrated below, alternative methods of annexation are
unavailable. Therefore, the legislative review method is
determined to be the appropriate process.

Local Action/Election - This process is not available because
there are no voters in the territory proposed for annexation.

Local Action/Municipally Owned Property - This process s
unavailable since the Fairbanks North Star Borough does not own
the territory proposed for annexation.

Local Action/100% of Voters and Property Owners - This process
is not available because property owners Have not petitioned
the Borough for annexation (there are no resident voters).

Step Annexation - This process 1is reserved forannexations

which anticipate gradual extension ofmunicipal services to the
area over a period not greater than five years. This process
requires the approval of voters in the area. Since there are

no voters, the process 1is unavailable.
B.2. LEGISLATIVE REVIEW PROCESS

Petitions for legislative review annexations are processed 1in
accordance with AS 29.06 .040 and 19 AAC 10.185-220 and 19 AAC
10.450-620. The process 1is summarized as follows.

1. A petition with supporting brief 1is submitted to
the Department.

2. The form and content of the petition are reviewed
by the Department to determine whether they are
substantially proper and correct.

3. IT the form and content of the petition are found
to be substantially proper and correct,
submission of the petition is publicly noticed by
the petitioner.

4. The Department prepares a report and
recommendation to the LBC on the proposed
annexation.

5. The LBC conducts a publicly noticed hearing 1in or
near the territory proposed for annexation. This
requirement may also be fulfilled by the LBC
conducting a hearing via teleconference.
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6. Within 90 days of the public hearing, the LBC
tenders a decision to accept or reject the
petition or to accept the petition but amend the
boundaries of the territory.

7. IT approved by the Commission, and 1in compliance
with the Federal Voting Rights Act, the
annexation proposal is submitted to the U.S.
Department of Justice for tacit approval.

8. A recommendation for the annexat. ion 1is submitted
to the state Legislature within ten days of the
beginning of the next regular legislative session.

9. IT not specifically rejected by a majority of the
members of the House and Senate within 45 days of
submission, the annexation 1is approved.

The earliest that the proposed annexation could be accompli %hed
is March, 1989.



ubcbion C
ANNEXATION PROCEEDINGS/BACKGROUND INFORMATION
INTRODUCTION
There ace a number of activities which have preceded the
preparation of this report. These events are briefly profiled
in this section as well as therationale for the proposal.

C. 1. PROCEEDINGS TO DATE

On August 25, 1988, the Assemblyof the Fairbanks North Star

Borough adopted Resolution No. 88-122authorizing the
submission of the petition now before the LBC. On September
28, 1988, the Department received the petition. Following a
review of the petition, the Department notified the

petitioner®s representative .on October 3, 1988, that the form
and content of the petition were found to be in substantial
compliance with applicable laws and regulations.

The petitioner published notice of the Tfiling of the petition
in the Fairbanks Daily News-Minec on October 25, November 1 and
November 4, 1988.

The LBC has scheduled its hearing on this matter for 1:00 p.m.,
Friday, November 18, 1988 at the Fairbanks North Star Borough
Assembly Chambers. Notice of the hearing was published 1in the
Fairbanks Daily News-Minec and Anchorage Times on November 1, 2
and T~ Notice was also published In the Alaska Administrative
Journal. In addition, a copy of the notice was mailed to all
parties as vrequ-ired by law and others which the Department
believes may be interested in this matter.

C. 2. REASONS FOR ANNEXATION

The petition indicates no particularly pressing need to extend
specific services to the area. There ace, however, an
estimated 36 individuals employed at pump station number 7.
Although documentation of the places of residence of these
workers is unavailable, it is believed that a majority of the
workers live within the boundaries of the FNSB (Source:
petitioner®™s representative).

Technically, if the annexation were to be approved, the Borough
would extend ail of its areawide and non-areawide powers and
services/ to the territory. These consist of: education,
planning,* platting, zoning, elections, assessment and
collection of taxes, emergency medical services, parks and
recreation, animal —control, libraries, air quality control,
solid waste disposal, flood control (Chena River only),
economic development, and transportation.

Essentially, the annexation proposal boils down to an attempt
by the FNSB to expand its tax base 1in suppoct of the above
services which it provides to the estimated 73,540 1individuals
residing within 1its boundaries.



Section D.
AREA PROFILE

INTRODUCTION

This section of the report establishes the "setting"” foe the
proposed annexation. The following 1is a brief description of
the territory proposed for annexation. Relevant information

concerning the Fairbanks North Star Borough 1is also provided.
D. 1. AREA PROPOSED FOR ANNEXATION

The area proposeu for annexation comprises 216 square miles
(see Exhibit A - map of territory proposed for annexation).
The following are the outstanding <characteristics of the
territory proposed for annexation.

< Small size. In relative terms, the magnitude of
the proposed expansion is very modest. The
annexation would increase the size of the FNSB by
less than 3%.

0 Limited opposition. To date, the Department of
Community and Regional Affairs has received an
indication of opposition to the annexation from
only one individual. The statement in opposition
consists of a two sentence letter indicating that
the opposition 1is due to the fact that "the
borough 1is big enough as it is now".

0 Limited private ownership of land. According to
the FNSB, ™"all six townships (216 square miles or
138,240 acres) are either State tentative
approved or are conveyed to the State. There
appear to be about three dozen 40 acre mining
claims (and) about three or four U.S. Surveys
which would indicate homesites, homesteads or
another private interest”. Assuming there were
four U.S. Surveys, each comprised of 40 acres,
these (along with the mining claims) would total
approximately 1,600 acres or 1.2% of the total
area proposed for annexation.

0 Absence of residents. According to the FNSB, the
area proposed for annexation 1is uninhabited.

0 Substantial tax base. The area proposed for
annexation 1includes approximately 16 miles of the
trans-Alaska oil pipeline and pump station number
7. Together, these facilities are estimated to
have a taxable value of $162,600,000.



D. 2. FAIRBANKS NORTH STAR BOROUGH

The Fairbanks Nocth Star Borough was 1incorporated on January 1,
1964 under the provisions of the Mandatory Borough Act. An
earlier effort to form a voluntary borough was rejected by the
voters by a margin of nearly 3 to 2.

Originally, the boundaries of the Borough were coterminous with
those of the former Fairbanks Election District 19 (see Exhibit
C - map of former boundaries of the FNSB).

Two days after the Borough war incorporated, the LBC held a
hearing 1in Fairbanks to consider major changes to the Borough®s

boundaries. As a consequence, nearly three-quarters of the
territory within the Borough (an estimated 17,082 square miles)
were detached from the southern portion of the Borough. The
detached area 1included Delta Junction, Tok and a number of
smaller communities. |In approving the detachment the Commission
noted that

"The Delta Junction area 1is tied -economically and
socially to the Fairbanks area. These ties, however,
are not strong -enough, at least at this time, to
warrant, 1in Jlight of the almost wunanimous opposition
of Delta residents, the 1inclusion of the area within
the same borough as Fairbanks.

The area south and east of Delta Junction 1is not
closely tied to the greater Fairbanks trading area and
cannot at this time be efficiently provided witn
borough services from Fairbanks.™ (source: LBC report
to the Second Session of the Third State Legislature).

At the same time, the Commission approved the expansion of the
Borough®"s boundaries to the west to encompass an additional 1,333
square miles, more or less. The purpose of the expansion was to
ensure that the Borough could address "future flood control (by
including) the drainage areas of the Chatar.ika River™.

Following the tacit approval of those boundary changes by the
Second Session of the Third Legislature in March of 1964, the
perimeter boundaries of the Borough were set where they vremain
today.

According to the petitioner, the population of the Borough today

stands at 73,540. The most recent official population figures of
the Department indicate that the population of the Borough 1is
75,079. In either case, the Fairbanks North Star Borough is the

second most populous municipal government in Alaska.

The total value of taxable property in the Borough stands at
$3,130,154,477. Of that, $538,654,860 (17.2%) consists of oil and
gas exploration, production and transportation properties taxable
under AS 43.56.

The Borough levies an areawide tax on real property at the rate of
11.178 mills. The Borough 1levies an additional 1.065 mill tax oOn
real property outside of the Cities of Fairbanks and North Pole.



Section S.
APPLICATION OF ANNEXATION STANDARDS

INTRODUCTION

State statutes andadministrative regulations of the Local
Boundary Commission establish a number of standards which must
be applied 1in judging the merits of any proposal for the
annexation of territory to a borough. This section of the
report lists each of these standards (phrased as a question and
printed 1in bold capital letters), followed by a discussion of
current conditions which apply under the standard and the
Department®s analysis of the degree to which the standard is
satisfied by the proposal.

To approve the annexation, the LBC must determine that one or
more of the first eight standards is satisfiedto the extent

that annexation 1is warranted. It is mandatory that all of the
remaining standards (9th - 14th) be satisfied. It is within
the Commission®s discretion to approve the petition as
submitted, reject the petition entirely, or amend the
boundaries of the territory proposed for annexation. With

respect to the Jlatter, the LBC may expand or reduce the
territory proposed for annexation.

E. 1. IS THE CONTIGUOUS TERRITORY TOTALLY SURROUNDED BY THE
BOROUGH"S BOUNDARIES?

The territory proposed for annexation is not an enclave.
Therefore, this standard is not met.

E. 2. IS THE LAND IN THE TERRITORY WHOLLY OWNED BY THE
BOROUGH?

None of the 1land 1in the territoryproposed for annexation 1is
owned by the Borough. Therefore, this standard is not met.

E. 3. IS THE TERRITORY IN NEED OF MUNICIPAL SERVICES WHICH

THE BOROUGH CAN PROVIDE MORE EFFICIENTLY THAN ANOTHER
MUNICIPALITY OR THE STATE?

The Fairbanks North Star Borough exercises the following powers
on an areawide or non-areawide Dbasis: education, planning,
platting, zoning, elections, assessment and collection of
taxes, emergency medical services, parks and recreation, animal
control, ,libraries, air quality control, solid waste disposal,
flood control (Chena River only), economic development, and
transportation.

Because the subject territory 1is uninhabited, the demand for
services 1is limited. The petitioner®s representative expressed
the belief that solid waste generated at pump station number 7
is probably taken to the Borough®s solid waste site for
disposal. Further, it was indicated by the petitioner®s
representative that if the need arose, the Borough wouJdd



provide emergency services to the pump station outside 1its
boundaries. (It 1i1s acknowledged that the Alyeska Pipeline
Service Company already provides some level of independent
fire, security and medivac support to its employees at the pump
station.)

Although the Borough does not presently exercise flood control
on the Chatanika River, the area proposed for annexation may be
important to future flood control efforts if it begins to do
So. As was noted 1in Section D.2. of this report, the area
immediately south of the territory proposed for annexation was
added to the Borough®s boundaries 1in 1964 to enable it to
control flooding in the Chatanika River drainage.

AlIl things considered, there are indications that the territory

has limited needs for services. Neither the state nor another
municipality is in a better position to provide those
services. Thus, it 1is concluded that this standard 1is met to
an extent.

E. 4. IS THERE A REASONABLE LIKELIHOOD THAT FUTURE GROWTH AND
DEVELOPMENT WILL OCCUR WITHIN THE TERRITORY AND THAT ANNEXATION
OF THE TERRITORY WILL ENABLE THE BOROUGH TO PLAN FOR AND
CONTROL THAT DEVELOPMENT?

The Department 1is unaware of any planned or pending development

in the area. Should a trans-Alaska gas pipeline ever be
constructed, it is Jlikely that it would be built near and
parallel to the oil pipeline. Therefore, this area has the
potential for future development. However, because the

potential for such development 1is so speculative, it s
difficult to conclude that this standard has been met.

E. 5. IS THE HEALTH, WELFARE OR SAFETY OF BOROUGH RESIDENTS
ENDANGERED BY CONDITIONS EXISTING OR DEVELOPING IN THE
TERRITORY AND WILL ANNEXATION ENABLE THE BOROUGH TO REMOVE OR
RELIEVE THESE CONDITIONS?

The Fairbanks North Star Borough has offered no evidence that
the health, welfare or safety of its residents is endangered
because of conditions within the area proposed for annexation.
Likewise, the Department is wunaware of circumstances which
apply 1in this situation.

E. 6. IS THE EXTENSION INTO THE TERRITORY OF BOROUGH SERVICES
OR FACILITIES NECESSARY TO ENABLE THE BOROUGH TO PROVIDE
ADEQUATE .SERVICE TO BOROUGH RESIDENTS, AND IS IT IMPOSSIBLE OR
IMPRACTICAL FOR THE BOROUGH TO EXTEND THE FACILITIES OR
SERVICES UNLESS THE TERRITORY 1S WITHIN THE BOROUGH"S
BOUNDARIES?

The Fairbanks North Star Borough has presented no evidence that
its petition satisfies this standard. Likewise, the Department
is unaware of circumstances which apply 1in this situation.



E. 7. DO THE RESIDENTS OR PROPERTY OWNERS WITHIN THE
TERRITORY RECEIVE OR CAN THEY BE REASONABLY EXPECTED TO
RECEIVE, DIRECTLY OR INDIRECTLY, THE BENEFIT OF BOROUGH
GOVERNMENT WITHOUT COMMENSURATE PROPERTY TAX CONTRIBUTIONS,
WHETHER BOROUGH SERVICES ARE RENDERED OR RECEIVED [INSIDE OR
OUTSIDE THE BOROUGH?

This 1issue relates to the discussion in Section E.3. of this
report concerning the need for services. To the extent that
the solid waste generated at pump station number 7 1is disposed
of at the Borough®s solid waste disposal site, it can be argued
that services are provided without support from the property
owners. Too, the availability of emergency services from the
Borough would add to the claim of such support. (Again, the
Alyeska Pipeline Service Company presently provides some level
of independent fire, security and medivac support.)

However, any claim that this standard 1is satisfied must be kept
in perspective. The cost of any current and future services 1is
relatively insignificant when compared to the revenue
generating potential of the area.

E. 8. IS THE ANNEXATION OTHERWISE NECESSARY TO ACCOMPLISH A
VALID PUBLIC PURPOSE?

Both the Department and the Local Boundary Commission
acknowledge great inequities regarding funding for local
governments 1in Alaska and the delivery of services 1in general.
This 1issue was examined at length in the Department®s Regional
Government Study published 1in January of this year. The matter
will also be addressed in the Statement on Borough Government
in Alaska which the Local Boundary Commission 1is presently
developing.

Essentially, this annexation proposal <can be viewed as a
unilateral effort on the part of the Fairbanks North Star
Borough to partially offset some of those inequities. More
specifically, the annexation proposal 1is an attempt by the FNSB
to expand its tax base in support of the services which it
provides to the estimated 73,540 individuals residing within
its boundaries.

Presently, the Borough Ilevies an areawide tax of 11.178 mills

on real property. Based upon figures presented in the
petition, the Borough will collect an estimated $34,988,867 in
areawide taxes. These funds are wused to support education,
planning, tax assessment and collection, and general
administration. However, the vastmajorityof the funds are
used for schools. It is estimated that 73% of the areawide
taxes will be spent in direct support of education within the
Borough. such direct expenditures consist of $22,800,000 as

the local contribution wunder the public school foundation
formula, $2,266,250 for debt service (total school debt service
for the vyear is projected tobe $17,383,800 of which
$15,117,550 will be reimbursed by the State) and $566,000 1in
cash expenditures for school <capital projects (source: FNSB
Finance Director).



According to the petition, the Borough .levies an additional
1.065 mills for services outside of cities (non-areawide).
Services supported by this tax 1include -emergency services,
economic development and solid waste disposal. It is projected
that the Borough will collect $2,109,983 in non-areawide taxes.

Thus, it is projected that the Borough will collect $37,098,850
in areawide and non-areawide taxes on real property this year.
Of that, 17.8% ($6,594,751) will be collected from taxes levied
on pipeline properties and the remaining 82.2% ($30,504,099)
will be collected from taxes levied on other private properties
within the Borough. If the proposed annexation were presently
in effect, the level of property tax vrevenues generated from
the pipeline would increase from 17.8% to 22.0% of total tax
revenues. The Borough would thus have collected some
$8,585,463 in taxes on the pipeline.

The efforts of the Fairbanks, North Star Borough to support 1its
local services compares favorably with the majority of other
municipalities 1in Alaska. One measure of comparison 1is the
"mill rate equivalent” determination which 1is developed by the
Department for purposes of administering the State Revenue
Sharing program. The mill rate equivalent of the Borough
(combined areawide and non-areawide) 1is greater than 58% of the
municipalities which received Revenue Sharing in the most
recent fiscal vyear (including the Municipality of Anchorage,
the Kenai Peninsula Borough, the Matanuska-Susitna Borough, the
Northwest Arctic Borough and the Haines Borough).

One of the reasons that the Borough®s tax effort 1is relatively
high 1s the fact that 1its tax base 1is lower than the average of
other boroughs. At the beginning of this year, the Department
reported that the value of taxable property in the Borough
(measured as value per student) was 14.9% below the average of
all of the existing boroughs in the state (even excluding the
North Slope Borough whose value is disproportiona.lly high) (see
p.- 5 Regional Government Study, DCRA, January, 1988).
Adjusting the figures 1in that report to account for the value
of the pipeline property in question would still 1leave the
Borough nearly 12% below that of the average of all existing
boroughs.

Of course, there are also a number of other areas of the state
which escape any taxes whatsoever. For example, of the 55
school districts in the state, 22 are not vrequired to make
local contributions in support of their schools. These 22
districts ace comprised of the regional educational attendance
areas within the wunorganized borough. The student population
in these 22 districts amounts to 12.7% of the total student
population in the state.

IT the benefit of the annexation would be directed at reducing
property taxes, 1its effect would be Ilimited to a reduction of
less than six-tenths of one mill. if, on the other hand, the
Fairbanks North star Borough chooses to wuse the additional
proceeds to support local services, the funds would be vital 1in
offsetting recent and anticipated future reductions 1in State
shared revenues.
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A1l of these things considered, the Department believes that
the annexation proposal has merit. The Department concludes
that the attempt to achieve greater parity in the delivery of
services 1is a valid public purpose for the annexation.

E. 9. IS THE FAIRBANKS NORTH STAR BOROUGH CAPABLE OF AND

WILLING TO EXTEND AREAWIDE AND NON-AREAWIDE SERVICES TO THE
AREA PROPOSED FOR ANNEXATION?

As indicated 1in Section E.3. of this report, the need for
services in the area proposed for annexation 1is limited. The
extension of areawide and non-areawide services to this
territory would require [little or no capital outlay by the
Borough. Thus, it is concluded that the Borough 1is capable of
and willing to extend services in compliance with this
mandatory requirement.

E. 10. WOULD THE POPULATION WITHIN THE EXPANDED BOUNDARIES OF
THE BOROUGH REMAIN INTERRELATED AND INTEGRATED AS TO ITS
SOCIAL, CULTURAL, AND ECONOMIC ACTIVITIES?

Since the area proposed for annexation is wuninhabited, the
social, cultural and economic activities of the population of
the Borough 1is unaffected by the annexation.

The area 1in question 1is relatively small in comparison to the

Borough. The existing Borough boundaries are irregularly
shaped and encompass 7,361 square miles. At its widest points
the Borough 1is some 150 miles across and 80 miles long. By

comparison, the territory proposed for annexation is a
rectangle 18 miles wide by 12 miles long. The 216 square miles
encompassed by the proposal represents 1less than 3% of the
total area of the Borough.

The social, cultural and economic characteristics of the
territory proposed for annexation do not appear to be different
from those of other sparsely populated sectors of the Borough.
Thus, it 1is concluded that this mandatory standard has been
satisfied.

E. 11. WOULD THE POPULATION WITHIN THE EXPANDED BOUNDARIES OF
THE BOROUGH REMAIN LARGE AND STABLE ENOUGH TO SUPPORT BOROUGH
GOVERNMENT?

Again, since the area proposed for annexation 1is uninhabited,
the size and stability of its population would not be affected
by the annexation. Thus, it is concluded that this mandatory
standard®is satisfied.

E. 12. WOULD THE EXPANDED BOUNDARIES OF THE BOROUGH CONFORM
GENERALLY TO THE NATURAL GEOGRAPHY AND STILL INCLUDE ALL AREAS
NECESSARY FOR FULL DEVELOPMENT OF MUNICIPAL SERVICES?

The existing boundaries of the Borough in the area adjacent to
the territory proposed for annexation follow township and range
lines. This annexation would simply extend those lines twelve
miles to the north and 18 miles to the east.

-13-
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In preparing the subject petition, several alternatives
boundaries were considered, These ranged from the present
submission to a much [larger area encompassing the "historic
interests” of the Fairbanks region. The latter borders the

Yukon River along the north (from Tanana 1lying 100 miles west
of the existing boundaries to the Canadian border 1lying 85
miles east of the existing boundaries) and followsthe Alaska
Range along the south (see Exhibit B - map of alternative
boundary considerations).

After careful consideration, theFairbanks NorthStar Borough
Assembly selected the boundaries of the current proposal. The
petitioner®s representative has indicated that "it was clear
the members (of the Assembly) did not want to include areas of
existing concentrated or organized populations such as
Livengood or Delta.”

It is difficult to conclude whether the annexation of the
territory proposed would establish "optimum boundaries™ for the
Borough. Given problems with the present structure for the
delivery of regional services throughout the state (see: LBC
draft statement on Borough Government in Alaska) the Assembly®s

position to avoid populated areas 1is understandable. If the
Borough had attempted to annex populated areas, opposition to
the proposal would likely have been much more formidable. In

such an event, the chances of success would likely have been
diminished.

Thus, given the evidence before the Department, it appears that
the boundaries of the annexation proposal are reasonable. It
this region (the existing Borough and the area proposed for
annexation) were incorporating today for the first time, the
Department would find the boundaries to be appropriate.

E. 13. WOULD THE ECONOMY OF THE EXPANDED BOROUGH STILL
INCLUDE THE HUMAN AND FINANCIAL RESOURCES CAPABLE OF PROVIDING
MUNICIPAL SERVICES?

Again, because there 1is no population change, the annexation
would have no effect on the human resources of the Borough.
With respect to the financial resources of the Borough, as
discussed in Section E.S8. of this report, the proposed
annexation enhances the extent to which this standard 1is met.
As noted 1in that earlier discussion, the Borough®"s tax base 1is
substantially less than the average of other boroughs in the
state. This annexation would bring the Borough®s tax base more
in line with the average of the other boroughs. The Department
concludes this standard is satisfied.

E. 14. WOuLD THE LAND, WATER AND AIR  TRANSPORTATION
FACILITIES OF THE EXPANDED BOROUGH STILL ALLOW THE
COMMUNICATION AND EXCHANGE NECESSARY FOR THE DEVELOPMENT OF
INTEGRATED BOROUGH GOVERNMENT?

This annexation will not affect the ability of residents of the

Fairbanks North Star Borough to communicate and 1interrelate.
Therefore, this standard 1is considered to be satisfied.

-14-



INTRODUCTION

This section of the report addresses other considerations which
the Department considers to be relevant to this matter.
Included are important policy questions relating to the
annexation and the impact that the annexation might ha”e on the
viability of a borough in the adjacent Yukon Flats region.

F. 1. IS THE ANNEXATION "GOOD POLICY"?

As noted earlier, the territory proposed for annexation
includes approximately 16 miles of the trans-Alaska oil
pipeline and pump station number 7. Together, these pipeline
facilities are estimated to have a taxable value of
$162,600,000.

The pipeline facilities 1in question are presently taxed by the
State of Alaska at the rate of 20 mills (see AS 43.56.010). It
the annexation were approved by the Local Boundary Commission
and the First Session of the Sixteenth Legislature, the
Fairbanks North Star Borough could also tax the property
beginning January 1, 1990. Under the present rates, the FNSB
would tax the property at 12.243 nmills. At the present value,
the FNSB tax on the subject property would generate $1,990,712
in annual revenues for the Borough.

Taxes levied by the FNSB against the pipeline facilities would

be applied as a credit to the taxes levied by the State. In
effect, this would reduce the State®"s tax levy on the pipeline
facilities 1in question to 7.757 mills. Consequently, annual

revenues to the State would be reduced (under the present
values) by $1,990,712.

Because the territory proposed for annexation is uninhabited,
it would cost little or nothing for the Borough to extend
services to the area. Yet, the Borough would receive nearly $2
million 1in additional annual revenues at the direct expense of
the state. The Department anticipates that some may question
this annexation proposal based on the <contention that such
circumstances represent "poor State policy".

To address this anticipated concern, it is important to put the
matter in perspective. According to Volume XXVII of Alaska
Taxable (DCRA, January, 1988), there are $18,259,909,850 1in oil
and gas properties throughout the state which are taxable under
AS 43.56. Of this amount, 73.65% ($13,447,841,030) are within
existing boroughs. In addition, 7.65% ($1,396,012,940) of the
properties are within cities in the unorganized borough which
levy property taxes. Thus, a total of 81.3% of the oil and gas
properties taxable by the State presently Jlie within the
jurisdiction of taxing municipalities.



The following table 1identifies the municipalities 1in Alaska in
which the oil and gas properties ace located. The municipalitito
are ranked in descending order of value of such property expressed
as a percentage of total “full and true value” of taxable
property. Values listed are as of January 1, 1987 (source: Alaska
Taxable, DCRA, January, 1988).

MUNICIPALITY OIL AND GAS PROPERTY OTHER TAXABLE PROPERTY
North Slope $12 ,300,358,720 (97.81%) $275,236,000 (02.19%)
Borough
City of Valdez $1,395,294,400 (89.14%) $170,040,400 (10.36%)
Kenai Peninsula $509,188,830 (13.05%) $3,391,999,000 (86.95%)
Borough
Fairbanks North $572,999,370 (12.85%) $3,886,652,800 (87.15%)
Star Borough
City of Whittier $279,960 (01.31%) $21,109,700 (98.69%)
City of Unalaska $438,580 (00.46%) $95,338,700 (99.54%)
Municipality of $61,094,970 (00.43%) $13,865,126,000 (99.57%)
Anchorage
Matanuska-Susitna $4,199,140 (00.14%) $2,902,677,440 (99.86%)
Borough

The value of the oil and gas property in the territory proposed
for annexation vrepresents a mere 0.89% of the total of such
property 1in the state. With such an overwhelming percentage of
the total oil and gas properties already within the boundaries of
political subdivisions of the State (from a relative standpoint)
the question of adding another eighty-nine one-hundreths of one
percent diminishes the policy implications of this particular
proposal to a level which is virtually inconsequential.
Nonetheless, additional consideration of this guestion is
warranted. A  couple of analogies will aid in the further
examination of this matter.

Analogy number 1. The policy implications of this annexation
proposal would seem to be somewhat analogous to the question of
whether it would be good policy to approve the formation of any
new borough having jurisdiction over a portion of the pipeline.

Five regions of the unorganized borough presently have substantial
pipeline properties passing through them. These regions ace:
Prince William Sound, Copper River Basin, Delta-Greely,
Yukon-Koyukuk and Yukon Flats. Each of these regions have either
completed or are presently undergoing st \dies to examine the
feasibility of forming new boroughs. None of the studies
contemplate the exclusion of the pipeline



from the potential boroughs. To do so would create two ~lasses
of "pipeline boroughs", those which could tax the pipeline and
those which could not.

Analogy number 2. The second analogy concerns the extent to
which municipalities generate revenues from truly local sources.

A limited number of municipalities 1in the state have access to
particular sources of funds which are not generally available
to all municipalities. For example, as shown 1in the preceding
table, only 8 of the 161 municipalities in the state (less than
5%) have the authority to levy taxes on oil and gas
properties. Another 34% are entitled to receive a share of the
taxes which the State levies on fisheries; and less than 3%
receive revenues under the National Forest Receipts program.
For purposes of this discussion, revenues from such sources are
not considered locally generated revenues. Stated succinctly,
the analogous question here is whether the State should
authorize the creation of any municipality or the expansion of
any municipal boundaries if that municipal government 1is not
going to contribute substantially to its own operation through
truly locally generated revenues.

In the case at hand, the Fairbanks North Star Borough stands to
increase its share of revenues generated from taxes levied on
the pipeline from $6,594,751 to $8,585,463 (from 17.8% of total
tax revenues to 22%). On a per capita basis, the pipeline
taxes would jump from $89.68 to $116.75. Areawide and
non-areawide taxes levied on other private properties within
the Borough would generate $30,504,099. On a per capita basis,
this amounts to $414.79.

It is not difficult to find examples of municipalities whose
efforts to generate truly local funds are far less than those

of the Fairbanks North Star Borough. For example, one small
city incorporated 1in 1983 recently received $179,267 in annual
State shared business Tfisheries taxes. The city 1in question
levies no taxes, thus the <city relies virtually 100% on

non-local funds (vs. a post annexation total of 22% for the
FNSB). The State shared business fisheries taxes for that city
amount to $1,358 per capita (vs $117 per capita in post
annexation pipeline taxes for the FNSB).

From this it is concluded that any suggestion that it 1is poor
policy to approve the subject annexation proposal may be
analogous to concluding that it would also be poor policy to
approve the formation of any municipality which would receive
non-local funds amounting to more than 17.8% of total revenues
or $89.68 per capita (the current levels for the FNSB).

In conclusion, the Department does not suggest that, when
viewed narrowly, it 1is necessarily ™"ood public policy™ to
allow the FNSB to increase 1its annual revenues by some $2
million (at a direct cost and without benefit to the state).
However, because so many more extreme examples of such
circumstances abound throughout the state, the Department feels



stcongly that it would be highly 1inappropriate to deny the
subject annexation pcoposal because of this narrowly viewed
policy concern.

Both the Department and the Local Boundary Commission have
acknowledged the need to reexamine funding programs for local
governments 1in Alaska 1in an effort to provide greater -equity
(see: draft LBC Statement on Borough Government in Alaska).
Until such concerns are addressed on a comprehensive basis, the

Department believes that "policy concerns” should not be
applied in this 1instance "to the exclusive detriment of the
FNSB. This annexation proposal affords the Local Boundary

Commission with an excellent opportunity to bring many of 1its
concerns and perspectives about borough government to attention
of the legislature and others.

F. 2. WOULD THE ANNEXATION DIMINISH THE VIABILITY OF A
POTENTIAL FUTURE BOROUGH IN THE ADJACENT REGION?

Simply put, the answer 1is no. The territory proposed for
annexation is presently located within the Yukon Flats Regional
Educational Attendance Area (REAA). At the beginning of this
year, the Department reported that the Yukon Flats REAA had the
greatest level of taxable property of any unincorporated region
of the state (see p. 5 Regional Government Study, DCRA,
January, 1988 ). The value 0 taxable property in that region
(measured as value per student) was reported to be in excess of
5 times that of the average of all of the existing boroughs 1in
the state (even excluding the North Slope Borough whose value
is disproportionaily high). On the other hand, the value of
taxable property within the Fairbanks North Star Borough was
found to be 14.9% below the average.

Adjusting the figures in chat report to account for the value
of the pipeline property 1in question would still Ileave the
Yukon Flats with a level of taxable property per student second
only to the North Slope Borough. The 1level of property would
remain more than five times that of the average of existing
boroughs (again, exclusive of the North Slope Borough). The
value of property in the Borough would still be nearly 12%
below that of the average of all existing boroughs.

Further, it should be noted that the value of property in the
Yukon Flats region 1is so great that state law (AS 29.45.090)
would preclude a borough 1in that region from taxing all of the

property. The law would [limit a borough tax to a maximum of
$311,047,897. Recent estimates place the value of property in
that region at $805,000,000. Even 1if the annexation were to
occur, the area would have $642,400,000 - more than twice as

much property as it could legally tax under the law.

Thus, it 1is concluded that the annexation would not adversely
affect the viability of a borough in the adjacent region.
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F. 3. ISSUE SERVING AS A PRECEDENT

The policy questions examined here take on added importance when
one considers that the decision reached in this matter could serve
as a precedent in dealing with other potential annexation

proposals. For example, last year the Matanuska-Susitna Borough
contemplated (but ultimately decided not to pursue) a proposal
with similar characteristics. That proposal resembles the current

one in that it also encompassed a sparsely populated area with
high property values stemming  from the pipeline and pump

stations. However, there also appear to be significant
differences Dbetweenthe proposal of the Fairbanks North Star
Borough and the one contemplated by  the Matanuska-Susitna
Borough. These differences may 1include less of a social and
cultural 1link to the territory proposed for annexation. Thus, the

Department®s position and Commission®s decision with vrespect to
this proposal may not necessarily extend to another proposal which
shares some of the characteristics of the Fairbanks North Star
Borough proposal. Each proposal would be carefully and fully
examined on its own merits.

-19-
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Section G.
CONCLUSION AND RECOMMENDATION

INTRODUCTION

This section of the report summarizes the findings of the
Department with regard tothe petition before the LBC. These
findings are presented as conclusions. The conclusions are
followed by recommendations to the LBC.

G. 1. DEPARTMENT CONCLUSION

The Department has found that the 216 square mile area proposed
for annexation does 1indeed meet the necessary standards for

annexation of contiguous territory to aborough. This
conclusion 1is supported by the determination that the area has

a limited need for services which can best be provided by the
Borough and that to a Jlimited extent services are provided
without support. However, the Tfactors which truly cause the
Department to support this proposal are ones concerning equity
and other policy considerations.

The Fairbanks North Star Borough compares favorably with most
other municipalities and all unincorporated vregions 1in the
extent to which it supports the <cost of 1local services.
However, its tax base is substantially below that of the
average of other boroughs. This annexation would provide
greater equity to the residents of the second most populous
municipal government in the state.

Further, this annexation would not detract from the financial
viability of a future borough in the Yukon Flats region. It is
also evident that the Fairbanks North Star Borough 1is capable
and willing to extend areawide and non-areawide services to the
region. Finally, it is evident that the expanded Borough would
still satisfy the standards for formation of a borough as
required by law.

Therefore, the Department concludes that the annexation
requested by the Fairbanks North Star Borough 1is meritorious.

G. 2. DEPARTMENT RECOMMENDATION

As a result of the examination presented here, the Department
has reached the ~conclusion noted above. Based wupon this
conclusion the Department recommends that the Commission
approve the petition of the Fairbanks North Star Borough
without amendment.

220 -
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EXHIBIT A
MAP OF AREA PROPOSED FOR ANNEXATION

WHITE MOUNTAINS
NATIONAL
RECREATION AREA



EXHIBIT B
MAP OF ALTERNATE BOUNDARIES CONSIDERED
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I ump station

annexation

ruling stands

By SAM BISHOP
Staff Writer

The Local Boundary Commission
Wednesday upheld its decision to
recommend that the Fairbanks
North Star Borough annex pump
Station 7 after learning of objec-
tions to the plan.

The decision followed a confusing
meeting during which the commis-
sion at one point voted to kill the
annexation, members said ininter-
views this morning.

The confusion began when Mi”e
Walleri, an attorney for the Tanana
Chiefs Conference showed up at
the meetingtoobjectto theannexa-
tion. However, the initial public
comment period had already been
closed so the commission did not
permit him to speak, according to
Shelley Dugan, a commission
member and North Pole’s city
clerk.

Wallerisaid today he believesthe
commission violated Its own pro-
veRlui al swliay wineq ibaffroved the

The decision, which takes effectl
unless the Legislature kills. Jkithin
45 days after it convenes 4ap. B
would permit the borough to annex
216square miles northwest of Fair-
banks.

The land surrounds plpe|ine
Pump Station 7. Proi)erty taxes on
the station and pipeline could add

(See ANNEX, Page 8)

Annex.

ontinu df a -
82m|ﬁ?on fot % B ﬁ’s annual
Income. Borough officials advocate
the annexation.
C!en said the commission
shou

not aB prove the annexation
Hntrl some roaﬂer BOL y Olssues
ave been more thoro ISCUS-
CCis a health servrce anﬁi
advocacy organrzatron for rura
areas
resent, tate levies a
tax of IIs ontbe pipe-
an facrlrtres In areas that are
gothwrt In horou When
boropgh annexes an area, t e state
reduces |ts %ropert tax on the
Bge me] by the equivalent of fft
e R e
guestion ISe
borou hs sh%uld be tak% tha
money, from the state, because t a
essentially the rural areas’ local
coratrrbutron to education, Walleri

Commission member érg
agreted thatar uments overe ca-
ding are behind the annexa-
t é)n proposal but she supports the

%W think there’s a lotof inequ-
(tea in the state funding programs
inschool funding and revenue shsr-

tog." PHagsn said- "Approyi e
annexati nnrs one Wa)F/)Fto thh
problem.”

OFr’rng:‘estnnsagjotgat Ifthoere \évere g
C | ( ropos
com |ss|%n mruﬁt fP rﬁore hesr-
tant, but ther |s no

Wa)lert sar other poroughs are
berng onsidered

gst year, the Le islature

ado 1tda gsoluégn drr cting the
Locaf poundary Commission not to
Proceed with annexatrons In areas

at ware sub£ect to_borough stu-

es “Waller| %rd T ear a that

(Posrng to be annexed 1S sur-
roun two areas that are
un er study—the Denali area and
gu P’]»a

T e reports on those areas were
t just released by the state Depart-
ment of Community and. Regional
Affairs, Walleri saig. ffe is not hap-
py with their recommendations
and ba (evestbeboroughs Proposed
by the tepartments Would De too
sma) fo support a vfable govern-

ment.

Tna Fairhanks boro
annexatronot% tatron%J ouId
maka boroughs |n t e area even

alleri said,

less feasible,
tamar  boundary com-

mission member and admrnlslra
tor of the Aleutians Fast Boroug
sard he oIr]JIﬁroses the Farrban S
borough a exatron proposal.
Ha called the proPaosaI a |anc
b "He satrd It fa an ob\]/c oul
0 get more mon Tom
?hcfstzﬁeh Breem ting st taxes
-\rvrt out provrdrng any more ser

The Communr and Regional
Affarrg e artme t said th stats
shouldapprove the annexation be-
cause Fairbanks'tax basels is per-
cent lower, Qer studerﬁ thin the
averag e Alaska borou

Cotton said jt's not l%oundarl%
commrssrons res %PS' td
solve sach problems, ffe suggeste
that Fgrrbgn?(s taxes are g%e
than other areas because the gov
em nent Bro&/ des more, servrces

ndary commrssron oo-

severs v tes on ednesd
fg)r/m(g odecide whether to etWa

But commrssron member Be
a ealt of Barrow, after realjzin
e had voted to KII) the etrtro
made4 motion to rescrnd he decl
srog pugan said- Na oal;s rae]r
cin tog otion was suctesstul,
said.
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Fartrbanks grabs
for a sugarplum

-Civic leaders ki -the Fairbanks™ North jStif Borough

are resourceful people. They"ve foUnd a way to ease
th'eir borough 3 fiscal troubles a$d .stick Alaskans
elsewhere with the bill. . n
i How caii Fairbanks do it? With a modern-day land
igrab. The borough has won. preliminary-permission to
annex an essentially-uninhabited area that3 home to
Alaska"s biggest property tax sugarplum: a section of
the Trans-Alaska Pipeline Systenm,
J It'seasy tosee why Fairbanks is eager to annex the
area. Virtuallynobody lives there, so there*s no need to
deliver any .costly services. The borough can just sit
back and co&ct an extra $2 million a year in property
taxes from the pipeline.

But people in the rest of the state have a right to
object. Under state tax laws, that $2 million comes
straight from state treasury. Alaska levies its own tax
on pipeline property — but every dollar the pipeline
pays in local tax is deducted from the amount due the
state.

Fairbanks®™ long-term gain from the move will be
somewhat less than 12 million a year. Under the state™s
revenue sharing formula for schools, Fairbanks will lose
about $700,000 a year starting in 1992. But grabbing $1.3
million a year of someone elseSmoney ain"t bad work,
if you can get it”

The amazing thing about this ploy isn"t that
Fairbanksans tried it — who can blame them? - but
that the state"s local boundary commission blessed the
deal.

Boundary changes such as this one are supposed to be
in public interest. According to the commission, the
public intern? .@re is flat .falsfcsaks needs the tax
revenue. This is tbe borough whose voters squawked
and howled and eventually repealed a proposed 2
percent sales tax last year. The commission®s decision
failed to explain why Fairbanks needs the money more
than other Alaskans, who will pay the bill through
lower state revenues. .

By law. the boundary commission®™s decision goes to
the legislature for review. Ifnot rejected within 45 days,
the annexation becomes final. StoppingThis land grab

should be one of legislature®s first items of business.
v.A f i i

—- M

THE GRAL

Transition shows

Kk*

B/ASHINGTON - During
the-presidential campaign,
Ifika .Dukakis at
"competence” rather than
Vldeoiogy" -ahould be the
main lieua, and that"s precise—
ly the word being applied
here to George Bush"s transi—
tion appointments.

Unlike Carter and Reagan,
who ran against the Washing—
ton "insiders," Bush ishiring
them — maybe because he Is
one of them. To win the elec—
tion, he appealed to the ideo—
logues on the right TO gov—
em, with the Democrats in
control of Congress, he has
put experienced Individuals
at Stata, Defense, Treasury,
Justice, Agriculture. Com—
merce, Budget,'the National
Security Council-and the Cen—
tral Intelligence Agency. <

The cooservalvss like his
appointment of Jack Kemp,
the old supply-slder, at HUD,
and Governor Sununu of New
Hampshire as White House
chief of staff (though he Isnot
likely to have the authority
Donald Ragan and the two
Bakers had). Sall, Bush scat—
tered the plums around: the
moderates got most of them,
the censemtlvee got Sununu
and Kemp and the golfers got

TliBni

james re

"We era the
change," Bush sale
campaign, and tp
meant his own so:
For he's not only
buck stops here,"
"starts" In the O

None of this w
debate over the t
die East policy c
trel. But these del
conducted In e dll
sphere. He is not
bis opponents bu
-them. He has belt

‘ Conferences since
than President B«
year.

When peopli
Reagan about wh;
good, despite si
Isms, he tells the
of the young psyr
complained to th
atrist that he *
from;listening tc
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stop annexation

By SAM ISHOP
Stott riter
A state senator filed le sIatron
Tue day mornrn to bIock a]rr
baaks North tar Qrou
mnexatICﬁ ol Pump Station
Sen. Johne Blnke R Bethel
frled Senate Jotor Résolytion 19
n. Al Adams, D-Kotzebue. co-
sp nso[edr
fa legislative committee meet-
mR Tuesday, Binkle uestroned
the LegislatUre should
IE)é)rove the annexatron He said
the borough
tional ex é)
vices such

nses |n tbe areafer ser

as<gagage ggmoval or_

(Continued from page I)

to Iosetrn pra etrty taxes on the
ump station it it IS annexed
& p %dj 'tyou ustas ourde
le atron ocome orward a
for a bill to appropriate -
I|on’) Brnklea/ asked Rex Nutter
o"rou% E ing director.

It|n th |sareabelo srnt 5
Fairbanks North Star Borough,
Nutter replied. "And th aés not
something' 1 could ask my delega-
tion to come down here and do. It
had tQ othrouq]h the LocaI Bounad-
ar¥ MISS|O

he commission approved the
annexation In a controversial De-
cember megting. The boundary
commission’s approval wUl stand
unless the Legislature rejects it by
March 4.

The borough and Commrisroner
Shelley Dugan of North Pole said
the borough needs to annex the
area to increase Fairbanks' tax
hase, which is_lower, per capita,
than the rest of the state.

But Lamar Cotten. a commission
member who led efforts to stop the
annexation, said that should not be
the commission's concern.

e \»'re ot a revwwid witielUw. av

d Incur 4o addi-

schools. No one Uvea in the 2%6
%c“rare mile area, locate n
ott Highway nort Westo Fair-

Tge meetin r? P
gorntsessro oft
ate Community and Regional

Affairs committées.

Brnkle asked why borough offi-
cla sdrdn‘t L}ustaskareale |slators
to Introduce a bill giving"ttae

borough an_extra 12 million from
therﬁtatet IS year.

at’s the amount tw bhorough
ftpnA* to gsm and the state stands

(See ANNEXATION Beck Page)

d InJuneau, wu
e Houseand Sen-

thats the responsrbrlrty of the

F? Presentfatrves of the Tanana
Conference, a non-profit

rorrcatrar neﬁ%rhaearratra

tors to reject the annexation.

The annexation could reduce the
tax baseora rural Interior boroygh
If residents wanted one, accord
to WAl Mayo_and Mike Walleri g
TCC, whotestified Tuesday as well.

Walleri sajd that, when the high
costs of doing pusiness in rural
areas are considered, the per capi-
ta property tax base for Fairbanks
an a rural Interror borough are
rOLEr;g ly comparable.

ut Sen. Steve Frank, R-
Fairhanks, and Rep. Mike Cavis,
E) arrtmnks said the Fairbanks
orough has more claim fothe area
than a proposed rural Interior

soclo-economic ties to the area Jus-
trfg f(e Fairbanks annexation,
rank said.

No one lives in the annexation
area but a few families and aschool
are located just outside the prop-
osed boundaries. Davis, whorepre-
sents the arxe\a sard resrden of

Ay I

oroug Revenue |ssues aside, the/
Co

be the Farrt()jar]ks borough if one
to be formed there.
"Ifit belongs someplace It poc
ar% nsrnhe airban
h Star orou IDavis sa<
fallert said te rea IS more
ral In character than Fair
He suggested that the Le |slatu
defea { eannexatron sot
living near thearea could
Frank askedd\{\ﬁallen an Ms
raised the Idea of a ni
ntgnor borougn for the ? rst th
t the sameélme the Falr ar
s%r?o r%;h asked to annex the puj
Wialleri and Mayosaid thetim
Was corncrdentaty Rura bora,
government has ecome mr
more alatable |n the a
since passa eo the 1 ame
menu’ o federa aska 1
égﬁ Claims Settlement Act, M
The amendments protect Nat
corporation land from prope
tax(es unless it is developed,

"Because Of the 1991 ame
menu, It pul a whole New ligt
borough government,"” Mayo s.

"\We need the time and that Is






The FINANCE Committee considered: HIJR 23

HOUSE JOINT RESOLUTION NO. 23

[DISAPPROVE KODIAK ISLAND BORO ANNEXATION]
Disapproving the Local Boundary Commission®s recommendation for annexation
of territory to the Kodiak Island Borough.

RECOMMENDS:

) . [ 1 the same title
] replacing .with [ 1 a new title

[
[ ] the attached amendment(s)
[
[

] do pass
] do not pass
no recommendation
[ ] individual recommendations

] additional referral to the Committee
ADOPTS: letter of intent
ATTACHES NEW FISCAL NOTE(s): APPROVES PREVIOUS: m@
[ 1 fiscal impact [ 1 fiscal note(s) published: »
IN<r zero fiscal note
[ 1 zero with analysis zero (s) published:
SIGNING DO PASS: SIGNING OTHER THAN DO PASS:

(Do Not Pass, No Recoipmej”pttion, Amend)

[fo fac



190 LEGISLATIVE SESSION PUBLISH DATE:
FISCAL NOTE

REQUEST:

Revision Date: - S AgencyAffected Education
Titledisapproving the Local Boundary -12 Support
Commission's Recommendation for Annexation

Sponsor: Jacko ..KodiaV Components: __ EwfldatAQIL
Requestor:.House Finance /

EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING FY 89 FY 90 FY 91 FY 92 FY 93

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
-EQUIPMENT

LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEQOUS

TOTAL OPERATING -0- -0- -0- -0- -0-

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)

GENERALFUND -0- -0- -0- -7 -0-
FEDERAL FUNDS
OTHER
TOTAL

POSITIONS:

FULLTIME
PART-TIME
TEMPORARY

ANALYSIS :  (Attacha separate page if necessary)

HJR 23 has no impact on the Foundation program.

Preparedby: pw .. 465-2800
Divisioa: Date:  2/23/89

Approved by Commissioner rw. 2/23/89

Agency

Distribution (bypreparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget

Impacted Agency(ies) page-
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STATE OF ALASKA BILL VERSION

1989 LEGISLATIVE SESSION PUBLISH DATE
REQUEST: FISCAL NOTE
Revision Date: _ Agency Affected: Community & Regional Affairs

Tiie:"Disapproving the LCocal Boundary rrU. Local Boundary Commission
Commission.. .Kodiak Island Borough."

Sponsor:  Jacko Components
Requester:

EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS___

TOTAL OPERATING

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)

GENERALFUND
FEDERAL FUNDS
OTHER

TOTAL

POSITIONS

FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS :  (Attacha separate page if necessary)

MyWv,  Xutbdior\LA~
Prepared by aim Plasman, Deputy Director Phone

Division :~ ©unicipal & Regional Assistance Date:

465-4750

A db issionerr: _ V.dsw/#Z JC v/
ABErﬁ‘éye* yccé)mm{fﬁl?y”er& Regional A ffairs™#

Distribution (by preparer):
Legislative Finance
Legislative Sponsor

Requestor EEB lo 1989

Office of Management and Budget
Impacted Agency(ies) LEGN“A.HW HM
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Introduced: 2/8/89 6-0754A

Referred: Community & Regional
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IN THE HOUSE BY JACKO
HOUSE JOINT RESOLUTION NO. 23
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION
Disapproving the Local Boundary Commis—
sion"s recommendation for annexation of
territory to the Kodiak Island Borough.
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

WHEREAS, under art. X, sec. 12, Constitution of the State of Alaska,
the Local Boundary Commission has presented to the legislature 1its rec-
ommendation dated January 18, 1989, entitled ™"Annexation to the Kodiak
Island Borough™; and

WHEREAS a recommendation of the Local Boundary Commission presented to
the legislature becomes effective 45 days after presentation or at the end
of the session, whichever is earlier, unless disapproved by a resolution
concurred in by the majority of the members of each house;

BE IT RESOLVED by the Alaska State Legislature that the recommendation
of the Local Boundary Commissior dated January 18, 1989, and entitled

"Annexation to the Kodiak Island Borough™ is disapproved.

HJRO23A -1- HJR 23
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Proposed Annexation

The Kodiak 1island Borough (KIB) 1i1s seeking expansion of 1its
boundaries that if successful, wouid more than double its
current territory of 9,565 square miies. The area proposed for
annexation contains approximately 12,830 square "miles. of
this, there are an estimated 2,130 square miles of Iland and
approximately 10,700 square miles of water. All land areas are
within State jurisdiction. However, approximately 9,014 square

miies of waterways are beyond the state"s current three nmile
jurisdictional limit.

Onshore territory consists of ail those lands on the Alaska
Peninsula which drain 1into Sheiikof Strait and/or the Pacific
Ocean extending from the Kenai Peninsula Borough boundary on
the north to Cape Kumiik on the south. It further 1includes
Sutwik island, the Semidi Islands and Chirik"of Island.
Waterways generally consist of all of sheiikof strait from the
Kenai peninsula Borough boundary on the north to that water
area three geographical miles south of Sutwik, Semidi and
Chirikof islands (see map included as Exhibit A).

There appear to be two primary vreasons for the proposed
annexation. The Tfirst 1is to provide the Kodiak Island Borough
with the jurisdictional control to address problems created by
floating processors in the area proposed for annexation. These
problems 1include solid waste disposal, 1loss of raw fish tax
revenue and reduced on-shore fish processing. The second
reason 1is, according to the petitioner, to provide the borough
with the ability to effectively influence state and federal
policy and regulatory decisions over the same area.

The subject territory contains no permanent residents but
reportedly does have at Ileast a dozen dwellings of various
types. The KI3 has estimated the area®s taxable real property
value at $5,110,000. Currently the KIB has an estimated
taxable real and personal property value of $423,188,110.
Thus, 1in terms of relative taxable value, the area proposed for
annexation represents 1.2% of the total taxable value of the
Borough.

The KIB levies an areawide vreal and personal property tax of

4.5 mills and no non-areawide tax. There are however
additional taxes levied by the Borough on a service area
basis. The petitioner states that there are no plans for
formation of a service area in the area proposed for
annexation. Given the available taxable value of the area, the

area proposed for annexation then represents potential taxable
real property revenue to the Borough of approximately $22,995.
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Local Boundary issues

Atface value this proposed action is relatively
straightforward. The area 1is predominantly waterway, there are
no permanent residents and, according to the petitioner, it
otters relatively little additional revenues to the annexing

municipality. However, there are several conditions which
complicate this proposed action.

1. On November 10, 1988 theDepartment received a
petition for borough incorporation from the
residents of the Lake and Peninsula School
District. This petition contains all of the
Alaska Peninsula lands and a substantial portion
of the water proposed for annexation by the KIB.
Thus, the State is facing consideration of
competing local boundary actions as defined by 19
AAC 10.835 with all the attendant considerations
(i.e. which municipality 1is bDbest able to serve
the area, the extent to which approval of either
action affects the financial viability of the
other municipality, and the extent to which -each

petition satisfies the standards for its
respective action.)

2. Sutwik Island, the Semidi 1islands and chirikof
island are situated beyond the jurisdictional
boundaries of any municipality but they are
sandwiched between two regional governments, the

Kodiak 1island Borough andthe Aleutians East

Borough. If the Lake and Peninsula 1incorporation
is successful, these 1islands will then be at the
doorstep of three regional governments. They
would be dangling, so to speak, as part of the
unorganized .borough surrounded by organized
ooroughs. Thus, consideration must be given to

their geographical proximity to these regional
governments and the practicality of their
continued existence outside any municipal
government.

3. There 1is some ambiguity regarding the perimeter
of the Kodiak Island Borough*. Annexation would
provide the Borough the opportunity to more
preci»e.ly define its jurisdictional boundaries.

Two Questions

These 1issues generate two questions which form the basis of the
state®"s determination in this proposed annexation.

1. Should sutwik Island, the Semidi islands and
Chirikof Island remain beyond the jurisdictional
boundaries of any municipality?



2. Which of the competing actions serves the best

interest of the state as defined by 19 aac
10.835(d) ?

Sutwik Island,
Semidi Islands and Chirikof island

Sutwik island, the semidi Islands and Chirikof Island are
located approximately 14 miies southeast of the Alaska
Peninsula. Sutwik Island is that island nearest to the
Peninsula beginning approximately 15 miles east of the
mainland. The Semidi Islands begin 23 miles southeast of
Sutwik Isiand and these nine 1islands extend into the Pacific
Ocean in the same southeasterly direction, Chirikof 1island 1is

likewise southeast of the semidi Islands. It is approximately
1.1 miles long and it 1is approximately 100 miles southwest of
Kodiak 1island. The KIB has proposed annexation of these
islands. The Lake and Peninsula School District has 1included
only Sutwik Island within its proposed borough boundaries. The
Aleutians East 3orough has shown no interest 1in any of these
islands. These are uninhabited lands which appear to offer

little if any taxable value or other benefit to a vregional
government.

Given the proximity of Sutwik 1island to the Alaska Peninsula
and the 1interest from that region for inclusion of this 1island

within its proposed borough territory, the Department
recommends 1its 1inclusion within the proposed boundaries of the
Lake and Peninsula Borough. Although there appears to be no

particular need for services on these 1islands the inclusion of

such territory within other regional governments 1is the state
is not uncommon.

The Department further recommends that the KIB annex the Semidi
islands and Chirikof island. While the KIB has presented no
compelling arguments for their 1inclusion within its boundaries,
there appears to be no compelling reason for the islands not to
be included. The KIB i3 willing and able to extend services to
the islands (to the extent necessary). Therefore, the

Department considers the annexation of these islands to be
appropriate.

Kodiak Annexation of Territory
V.

Lake and Peninsula Incorporation of Territory

The Jlarger and more complex 1issue 1in this proposed annexation
concerns the fact that one existing and one proposed borough

are "competing* for the same territory. There are several
necessary observations which put this conflict into
perspective. (For the sake of expediency, the proposed Lake

and Peninsula Borough may be <characterized as an existing
government in the following discussion.)



Both governments claim that they have undisputed
historical, cultural, social and economic ties to
a portion of the area proposed for annexation

(see mao, Exhibit A). Both observe that
fishermen of the area 1live 1in communities within
the respective government®s boundaries. The

Department has not conducted extensive research
into these claims, but presumes that both groups
have made valid assertions. It does appear that
the KX3 has somewhat closer economic ties to the
area since salmon caught there are processed
onshore in the city of xodiak.

The Department assesses both governments as
capable of providing services to the area to the

extent necessary. while the KIB has asserted
that its coastal management plan is currently in
effect and easily adapted to the area, the
Department observes that the Bristol Bay coastal
Resource service Area (BBCRSA) coastal Management
plan 1is currently 1in effect 1iIn the area. The
Lake and Peninsula Borough will provide planning
services iIn the contested area 1i1mmediately wupon
incorporation which include coastal management.

The KIB states that it provides solid waste

collection and disposal services on a
non-aceawide basis and within the City of
Kodiak. It argues that as a result of recently

enacted federal legislation (MARPOL effective
December 31, 1988) it will be required to provide
adequate receptacles at the Port of Kodiak for
on-land disposal of garbage from fishing
vessels. The KIB contends that it will bear the
cost of an increased Ulevel of waste collection
and disposal since Kodiak 1is the port of call for
vessels frequenting the waters of the contested
area. The Department observes however, that the
City of Kodiak, not the Kodiak 1island Borough,
will actually bear the majority of the cost of
whatever 1increase 1in waste collection 1is required
as a result of MARPOL since it 1is the city who
actually provides this servicsS.

Both governments observe geographical continuity
with the territory. The KIB asserts that the

Aleutian Range on the Alaska Peninsula (which
determines river drainage patterns) serves as a

natural topographical divider for those rivers
that drain into Sheiikof Strait. The strait 1in
turn unites the rivers on Kodiak island with
these same rivers as a common drainage basin.
Conversely# the proposed Lake and peninsula
Borough observes that the <contested area 1is a
portion of the Alaska Peninsula and it 1is an
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jnteyrai part of the land naaa proposed for
borough incorporation, regardless of the drainage
pattern of the rivers. The Department recognizes
both <claims as Jlegitimate 1in their own right.
However/ the Department concludes that the Lake
and Peninsula Borough®"s argument is somewhat more
persuasive and meritorious than the K13 1in this
teyard.

Finally, the <contested area does hold revenue
potential for the Lake and Peninsula 3orough
whicn 1is relatively more significant than for the
KIB. First, the KIB has estimated taxable real
pcoperty value in the area proposed for
annexation at $5/110,000. Virtually all of this
value is located in the contested area, as noted
previously, this area then represents 1.2% of the
total taxable value of the Borough. The Lake and
peninsula Borougn has an estimated taxable real
and personal property value of $32,116,000.
Thus, in terms of relative taxable property
value, the contested area represents 15.9% of the
total taxable value of the proposed Borough.

The issue of potential revenue goes even farther
than this however. Currently the KIB levies a
4.5 mill areawide pcoperty tax and no sales tax.
The proposed Lake and peninsula Borough will levy
a 1% sales and use tax. Although the tax
structure of the proposed borough is unknown at
this time, presumably the tax will be levied at
the point of fish sale, as currently implemented
by at least one other borough in the state. The
Alaska Department of Fish and Game 1in Kodiak has
reported that the 1988 value of salmon caught for
the mainland of the Kodiak Management Area (from
Cape Douglas to Cape Kiiokak) was $13,938,400.
Noting that this was an wunusually Jlarge catch
(30% - 50% higher than the average poundage for
the area) with record prices, the Department has
conservatively estimated the value of salmon in
the area at $6,000,000. Since the KIB Ilevies no
sale® tax, these fish offer no sales tax revenues
to the KIB. However, since the Lake and
Peninsula Borough will 1levy a 1% sales and use
tax, these salmon aione represent a potential
$60,000 to the new Borough. Putting this figure
into relative perspective, this 1i1s 8.8% of the
total 1local revenues for the Lake and Peninsula
Borough. On the other hand this is only 1.2% of
the total local revenues to be generated by the
KIB. Thus, to the Lake and Peninsula Borough,
the loss of sales and use tax revenue is fTar more
significant than to the Kodiak Island Borough.
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Finally, the area offers relatively little to

either municipality in raw fish tax returns since
the salmon are already being processed within the

boundaries of the Kodiak “island Borough. The
Alaska Department of Fish and Came as well as the
petitioner have indicated that fish processing

may occur on floating processors (there are no
shorebasea processors 1in the contested area) but

it wou*d be limited to bottonfish
catcner/processors. Any raw fish tax revenues
from this activity would be relatively

insignificant since the bottomfish stock have
been extensively harvested and there is very
little activity at this point.

Thus, while the Department considers neither
government infeasible if the contested area

remains outside the respective jurisdictional
boundaries of either one, the area is relatively
more valuable to the Lake and Peninsula Borough
than it is to the KIB. Therefore, the Department
concludes that the Lake and Peninsula Borough®s
argument is definitely more persuasive and
meritorious than the KTB in this regard.

Cieacj.y, both claims to the region are meritorious in their own
right. Both governments appear to meet the standards for their
respective actions (see complete report for discussion of the
degree KIB meets annexation standards; also see the complete
report for the Lake and Peninsula Borough incorporation
entitledP.enort and Recommendation to the Local Boundary
Commission - on the Petition- for Incorporation of a Lake and
Pemr.su.ta r3~o~cough); oot'F governments appear to Be capable oF
serving the territory; and neither government would be rendered
financially infeasible if the territory were located within the
boundaries of the other. However, given the fact that claims
arelaid to the same territory by the these two regional
governments under the conditions stated herein# the Department
finds that the weight of evidence supports the proposed Lake
and peninsula Borough. Thus, it is the opinion of the
Department that the proposed Lake and Peninsula Borough be

ax*owed to include the <contested area within 1its proposed
boundaries.

However, because of the legitimacy of the claims on the pact of
both regional governments, it 1is also the opinion of the
Department that 1if the Lake and Peninsula area fails to
incorporate as a borough during 1989, the Local Boundary
Comnission should forward a legislative review annexation
recommendation to the 2nd Session of the Sixteenth State
Legislature that the contested area be annexed to the Kodiak
Island 30tough.



Recommendations

1. The Local Boundary Commission approve the annexation of the
Semidi 1islands and Chitikof Island and clarify the boundaries
of the KIB. The boundaries of the Kodiak |Island Borough would
tnen read as follows:

Beginning at 56< 16" 10" North Latitude, 157 07" 40"
West Longitude, thence; thence northeasterly to a
point at 53< 23" 00" North Latitude, 155< .12°® 00" West
Longitude which is the mid-channel of Sheiikof Strait;
thence <continuing aiong the mid-channel of Sheiikof
Strait to a point at 58< 45" North Latitude; thence
northeasterly to a point three geographic miles

northeasterly of the northwestern peninsula of rjshagat
Island; thence continuing along a line that 1is three
geographical miles north of Ushagat, west Amatuii and
East Amatuii Islands; thence aiong a [lino that is
three geographical miles seaward from the Pacific
coast of Shuyak, Afognak, Marmot, Spruce, Kodiak,
"Woody, Ugak, Sitkaiidak, two Headed, Geese, sitkinak
and Chirikof Islands; thence aiong a line that is
three geographical miies south and west of the Semidi
Islands; thence northwesterly to 56* 16* 10" North
Latitude, 157= 071 40" West Longitude, the point of
beginning.

With respect to the water areas, the boundaries of the
Kodiak island Borough extend to the [limits of the
State™s jurisdiction under AS 44.03.0i0.

2. The Local Boundary Commission approve inclusion of the
contested area within the proposed boundaries of the Lake and
peninsula 3orough. However, inclusion is contingent upon
successful borough incorporation. Should the area remain

unincorporated through 1989, the contested area should
automatically Dbe recommended for annexation to the KIB and
presented for approval to the 2nd sessionof the 16th state
legislature in 19%90.



COMPLETE REPORT
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ADMINISTRATIVE AND PROCEDURAL I

INTRODUCTION

State laws establish the procedures cor effecting annexations.
They also provide the standards which the Alaska Local Boundary
Commission (hereinafter the LBC or the Commission) must use in
making its decision on any petition for annexation. The
procedures, the selected annexation process, the standards for
annexation and the role of the L3C are summarized below.

A. 1. ALASKA LOCAL BOUNDARY COMMISSION

The LBC is the state body whose responsibilities include
reviewing and acting upon petitions for annexation and
municipal incorporation. The Commission must decide whether
each proposal meets the standards for the respective action.

While the Department of Community and Regional Affairs
(hereinafter the Department) provides technical and
administrative support to the LBC, the commission is completely
independent of the Department and ail other state agencies, it
is not required to abide by the recommendations made 1in this
report.

The LBC consists of five members appointed by the Governor.
One member is appointed from each of the four judicial
districts of the state, the fifth member 1is appointed at
large. commission members serve without compensation. The
present members are:

C.B. BSTTISWORTH, CHAIR, SERVING AT LARGE
JOSEPHINE ANDERSON, 1ST JUDICIAL DISTRICT
BEN NAGEAK, 2ND JUDICIAL DISTRICT
LAMAR COTTEN, 3RD JUDICIAL DISTRICT
SHELLEY DUGAN, VICE CHAIR, 4TH JUDICIAL DISTRICT

A. 2. STANDARDS FOR ANNEXATION OF CONTIGUOUS TERRITORY

State law requires that certain standards be met before an area
may be annexed to a borough. To .approve annexation of
contiguous territory, the LBC must determine that the borough
is "capable of extending and willing to extend services to the
annexed area . . . if possible, areawide and non-areawide
borough services shall be extended to the annexed area
immediately” (19 AAC 10.200).

Additionally, the Commission must be satisfied that the action
meets one or more of the following eight standards (19 AAC
10.190(a)) to the extent that annexation is warranted:

1. The contiguous territory 1is totally surrounded by
the borough®"3 boundaries.
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The 1land in the territory 1is wholly owned by the
borough.

The territory 1is 1in need of municipal services
which the borough <can provide more efficiently
than another municipality or the state.

There 1is a reasonable likelihood that growth and
development will occur within the territory and
that annexation of the territory wiii enable the
borough to plan for and control that development.

The health, welfare, or safety of residents of
the borough is endangered by conditions existing
or developing in the territory and annexation
will enable the borough to remove or relieve the
conditions.

The extension into the territory of borough
services or facilities 1is necessary t enable the
borough to provide adequate service to borough
residents and it is 1impossible or impractical for
the Dborough to extend the facilities or services
unless the territory 1is within the borough®s
boundaries.

Residents or property owners within the territory
receive or may be reasonably expected to receive,
directly or indirectly the benefits 01 borough
government without commensurate property tax
contributions, whether borough services are
rendered or received inside or outside the
territory.

8. The annexation is otherwise necessary to
accomplish a valid public purpose.
Further, the law requires that the LBC must find that the post
annexation boundaries of the borough would conform
substantially to all of the standards set in Jlaw for the
formation of" boroughs (19 AAC 10.220 and AS 29.05.031). These

consist of:

1.

The population must be * interrelated and
integrated as to its social, cultural, and
economic activities.

The population must be large and stable enough to
support borough government.

The boundaries must conform generally to natural
geography and must 1include all areas necessary
for full development of municipal services.



4. The economy of the aCéad must 1include the human

and  financial resources capable of providing
municipal services.

5. The land, water and air transportation facilities
allow the communication and exchange necessary
for the development of integrated borough
government.

A. 3. available procedures

State law (AS 29.060.040 and 19 AAC 10.450 - 19 AAC 10.790)
outlines the processes by which municipal boundaries may be

altered. For annexations of contiguous territory, a borough
has five available procedures. They are:

Local Action/Election - The LBC first approves a petition for
annexation. Registered voters vresidingwithin the territory
proposed for annexation then vote on the question. Owners of
property within the area proposed for annexation who are not
residents of the area are not entitled to vote. individuals
residing within the existing boundaries of the borough are also
prohibited from voting on this matter. Annexation 1is effected

by majority approval of those voting on the prooosed action
[AS 29.06.040(c)(1)]-

Local Action/Municipally Owned Property - The municipality
which owns all or tKe property within an area 1initiates
annexation by passage of an ordinance. The annexation is

effective upon approval by the LBC [AS 29.06.040(c)(2)].

Local Action/i1Q0% Of Voters and property Owners - All
inciv: duals- wno own"property (inciudi~ng~ non-residents) as well
as all registered voters (including those who do not own
properry) who reside within the area, petition the municipal
government for annexation. The municipality adopts an
ordinance authorizing the annexation which becomes effective
upon approval by the LBC [AS 29.06.040(c)(3)].

step Annexation - The LBC approves an annexation petition. The
registered"voters of the area proposed for annexation vote on
rhe question. IT passed by a majority of the voters who vote
on the issue, the proposed action 1is vreviewed by the state
legislature .in the same manner provided below. This method of
annexation IS to be used when services are to be gradually
extended to the annexed area over a period not to exceed five
years [AS 44.47.567(b)(2)].

Legislative Review - This requires appcovai of the petition by
trie U5C ana subsequent tacit approval of the petition by the
Alaska State Legislature (AS 29.06.040(b)],



Section B.
LEGISLATIVE REVIEW METHOD OF ANNEXATION

INTRODUCTION

In accordance witn 19 AAC 10.600, the LBC may consider ail
methods of annexation to utilize the most appropriate for each
petition. The Department believes that the* lecis.-.at:ve review

method proposed by the petitioner 1is the most appropriate ~for
the subject proposal.

B. 1. LEGISLATIVE REVIEW AS THE MOST APPROPRIATE

As demonstrated below, alternative methods of annexation are
unavailable. Therefore, the legislative review method is
determined to be the most appropriate process.

Local Action/Election - This process 1is not available because
there are no voters in the territory proposed for annexation.

Local Action/Municipally Owned Property - This process is
unavailable"” since the Kodiak Is.iand Borough does not own the
territory proposed for annexation.

Local Action/100% of Voters and property Owners - This process
is not available because property owners have not petitioned
the Borough for annexation (there are no resident voters).

Step Annexation - This process 1is reserved for annexations
which anticipate graduai extension of municipal services to the
area over a period not greater than five years. This process
requires the approval of voters in the area. Since there are
no voters, the process is unavailable.

B. 2. LEGISLATIVE REVIEW PROCESS

Petitions for Ilegislative review annexations are processed in
accordance with AS 29.06.040 ar.d 19 AAC 10.185-220" and 19 AAC

10.450-620. The process is summarized as follows.
1. A petition with supporting brief 1is submitted to
the Department.
2. The form and content of the petition are reviewed

by the Department to determine whether they are
substantially proper and correct.

3. IT the form ana content of the petition are found
to be substantially proper and correct,
submission of the petition is publicly noticed by
the petitioner,

4 . The Department prepares a report and
recommendation to the LBC on the proposed
annexation.



The earliest that the proposed annexation

is March,

The LBC conducts a pub.lic.ly noticed hearing in oc
near the territory proposed for annexation¥* This
requirement may also be fulfilled by the LBC
conducting a hearing via teleconference.

Within 90 days of the public hearing, the LBC
renders a decision to accept or reject the
petition or to accept the petition but amend the
boundaries of the territory.

If approved by the Commission, and in compliance
with the Federal Voting Rights Act”, the
annexation proposal is submitted to the U.S.
Department of Justice for tacit approval.

A recommendation for the annexation 1is submitted
to the state Legislature within ten days of the
beginning of the next regular legislative session.
IT not specifically rejected by a majority of the
members of the House and Senate within 45 days of
submission, the annexation 1is approved.

1989.

could be accomplished



f Section c.
COMPETING PETITIONS

INTRODUCTION

In August/ 1988/ regulations went into effect which provide
standards for the LBC to consider and act upon concurrent but

separate petitions for local boundary changes. The current
annexation petition is being submitted to the LBC for
concurrent consideration with a petition for borough
incorporation fron the Lake and Peninsula School District. The

latter includes within 1its proposed boundaries a oortion of the

territory proposed for annexation by  the Kodiak island
Borough. This chapter provides a profile of the petition for

borough incorporation as well as the shared regulatory
standards to be applied to these petitions.
C. 1. LAKE AND PENINSULA PETITION FOR INCORPORATION

The Lake and Peninsula region has petitioned the Local Boundary

Commission for incorporation as a home rule borough
encompassing approximately 26,675 square miles of land and
2,075 square miles of water. The boundaries of the area
essentially conform to the boundaries of the Lake and Peninsula
School District. This region consists of the Lake liiamna and

Alaska Peninsula areas between the boundaries of the Kenai
Peninsula Borough on the north and the Aleutians East 3ocough
on the south. The area 1is home to 1,469 persons residing in
sixteen small communities. Also under consideration with the
proposed incorporation 1is a request by the Levelock Village
Council for inclusion of that community and surrounding
territory within the boundaries of the proposed borough.

The notable aspect of this proposal 1is the fact that it is
requesting 1inclusion of a portion of the territory proposed for
annexation by the Kodiak Island Borough (see Exhibit A). This
"contested area" is that portion of the Alaska Peninsula whose
rivers drain into Sheiikof Strait or the Pacific Ocean from the
boundary of the Kenai Peninsula on the north to Cape Kumiik on
the south, and all adjacent waterways to the state ™ three nmile
jurisdictional limit. The area has no permanent residents
although reportedly there are approximately one dozen dwellings
of various types scattered throughout.-

C. 2. REGULATORY STANDARDS FOR COMPETING PETITIONS

In order for the Local Boundary Commission to concurrently
consider a petition which includes some or all of the area

under petition through another local boundary action, the
competing petition must be received by the Department within 90
days after the date of receipt of an earlier petition that

embraces some or ail of the same territory (19 AAC 10.835(h)).
In this case, a petition for borough 1incorporation from the



Lak* and Peninsula School District which includes a significant
portion or the land area proposedfor annexation by the Kodiak
Island 3orough was received by the Department on

November 10, 1938. The Department received the petition for
annexation by the Kodiak 1island Borough on October 14, 1988.

In consideringcompeting petitions concurrently, the
Commission, in accordance with 19 AAC 10 .835(d), will give
precedence to the petition that, in the judgment of the
Commission, serves the best interest of the state. In

determining the best interest”® of the state, the Commission 1is
bound to consider, but is not limited to the following factors:

1. an existing or prospective municipality"s ability
to better serve the territory embraced by the
competing petitions;

2. the extent to which approval of a petition would
affect the financial viability of the existing or
prospective municipalities that have filed
competing petitions; and

3. the extent to which each competing petition
satisfies the standards required . . . for the

action proposed by the competing petitions.



Section d.
ANNEXATION PROCEEDINGS/BACKGROUND INFORMATION

INTRODUCTION

Thuce ace ,a number of activities which have pceceded the

ocepacation of this report. These events are briefly profiled
in this section of the report as well as the rationale for the
proposal.

0. 1. PROCEEDINGS TO DATE

On May 5, 1938, the Assembly of the Kodiak Island Borough
adopted Resolution No.. 88-33-R authorizing the submission of
the petition now before the LBC. On October 14, 1988, the
Department received the petition. Following a review of the
petition on October 16, the Department notified the
petitioner®s representative that the form and content of the

petition were found to be in substantial compliance with
applicable laws and regulations.

The petitioner published notice of the filing ofthe petition
in the Anchorage Daily News on October 27; the Kodiak Daily
Mirror onOctober 2f and November 2, and inthe Borough Post,
the 3ristol Bay Times and theAleutian Eagle.

The LBC has scheduled a series of hearings on this matter and
on the simultaneous proposed incorporation of the Lake and
Peninsula Borough. These meetings will be held in the
following 1iocations on the noted days;

Kodiak December 2, 1988
Iliamna/Newhalen December 3, 1988

(An effort will be made to connect the following sites to the
Iliamna/Newhaien .hearing via teleconference; Ilgiugig, Leveiock,
Kokhanok, Nondalton, Pedro Bay, Port Alsworth)

Port Heiden December 3, .1988

(An effort will be made to connect the following sites to this
hearing via teleconference: Egegik, Pilot Point).

Chignik Bay December 4, 1988

(An effort will be made to connect the following sites to this
hearing via teleconference: Chignik Lagoon, Chignik Lake,
Ivanof Bay, perryvilie)

Following the hearings, the LBC may conduct a decisional
session to act on the petitions. The meeting will be conducted
in Anchorage on December 4, 1988

Notice of the hearings was published 1in The Bocough Post on

November 11, 18 and 25; The Kodiak Daily Mirror on"November 15,
16 and 17; the Anchorage Daily News on November 16, 17 and 18.



Notice was also published in the Alaska Administrative
journal. In addition, a copy of the notice was nailed “to ail
parties as required by .law and at .least sixty-five others who
the Department believes may be interested in this matter.

D. 2. REASONS FOR ANNEXATION

The petition indicates two pcimary reasons for the proposed
annexation. The Tfirst is to provide the Kodiak Island Borough
with the jurisdictional control to address problems created by
floating processors in the area proposed for annexation. These
problems include solid waste disposal, loss of vraw fish tax
revenue and reduced on-shore fish processing. The second
reason, according to the petitioner, 1is to provide the Borough
with the ability to effectively influence state and federal
policy and regulatory decisions over the same area.



Section E.
AREA PROFILE

INTRODUCTION

This section of the report establishes the "setting"” for the
proposed annexation. The following 1is a brief description of
the territory proposed for annexation and the area proposing
annexation.

2. 1. AREA PROPOSED FOR ANNEXATION

The area proposed for annexation comprises 12,330 square miles

(see Exhioit A - map of territory proposed for annexation).
Of this area, there are an estimated 2,130 square miles of land
and approximately 10,700 square miles of water. All land areas
are within State jJurisdiction. However, approximately 9,014
square miles of waterways are beyond the State®s three mile
limit.

The land area consists of all those lands on the Alaska
Peninsula which drain into Sheiikof Strait and/or the Pacific
Ocean extending from the Kenail Peninsulaboundary on the north
to cape Kumlik on the south. It further includes Sutwik
island, the Semidi Islands group as well as Chirikof Island.
Waterways generally consist of ail of Sheiikof Strait from the
Kenai peninsula Borough boundaryon the north to that water
area three geographical miles south of Sutwik |Island, the
Semidi Islands and Chirikof Island,

The following are the outstanding <characteristics of
territory proposed for annexation.

Significant size. In relative terms, the
magnitude of the proposed expansion is large.
The territory currently embraced by the Kodiak
island Borough boundaries contains 9r565 square
miies. Annexation of the entire area as proposed
by the petitioner would more than double the
existing size of the Borough.

Koniag Lands. A portion of the area proposed for
annexation 1is within the boundaries of the Koniag
Corporation and an undetermined number of

selected lands lie within the contested area.

Absence of residents.. According to the Kodiak
island Borough, the area proposed for annexation
is uninhabited.

Limited tax base for the KIB. The area Droposed
for annexation vrepresents approximately *1.2% of
the taxable real and personal property of the
KIB. It further offers relatively little revenue
from state shared taxes for Tfish processed within
the boundaries of the KIB.
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Competing Interests. Approximately 2,1J0 sauace
miies of onshore territory, Sutwik 1island® and
adjacent waterways within the proposed annexation
area are sought for inclusion within the proposed
Lake and peninsula Borough (see Exhibit A).

S. 2. KODIAK ISLAND BOROUGH

The Kodiak 1island Borough currently consists of all the islands
in the Kodiak Archipelago; from the Barren Islands on the
north, to the Trinity Islands on the south. The community of
Kodiak, located on the northeast end of Kodiak Island, is
approximately two-hundred fifty miles south of Anchorage.

The Borough contains Six cities and one unincorporated
community governed by an IRA Council. The populations of the
communities vrange from 102 in Kariuk to 6,686 in Kodiak.
Approximately 6,000 additional people reside in the "Kodiak

Urban Area”. The population of the Borough currently totals
14,375.

The economy of the borough 1is dominated by the commercial
fishing industry. There are 17 fish processing plants
operating 1in the borough with another 4 that are functional but
not currently working. The Borough states that virtually every
type of service needed by the fishing industry 1is available in
Kodiak. Approximately 80% of the fish processing work force 1is

comprised of year-round 1local residents andapproximately 95a
of the total service industry work force iscomprised of year
round borough residents.

The Kodiak 1island Borough 1is a second class borough which wam
incorporated on September 30, 1963. It currently operates witn
a mayor form of government and a seve, member assembly elected
at large, as noted previously, it levies an areawide real and

personal property tax at the rate of 4.5 mills. It levies "no
non-aceawide taxes. Bach service area levies additional taxes
for the provision of specific services. The KIB proposes no

service area for the territory proposed for annexation.



Section P.
APPLICATION OF COMPETING PETITION STANDARDS

INTRODUCTION

State statutes and administrative regulations of the Local
Boundary Commission establish one standard foe consideration of
competing petitions. This standard however is defined by at
least three factors. In this section of the report this
standard 1is clearly stated followed by a discussion of how each
factor 1is satisfied by the competing petitions. Each factor is
phrased as a question and printed in bold ietters.

STANDARD:

In considering competing petitions concurrently, the Commission
will give precedence to the petition that, 1in the jJjudgment of
the Commission, serves the best interest of the state.

The best 1interest of the state 1is determined by answers to the
following questions.

F 1. Which municipality is better able to serve the
territory embraced by the competing petitions?

Because the contested area is uninhabited, the demand for
services is limited. The KIB observes the need for two
services in the area. These are solid waste collection and

disposal and land use planning, platting and regulation.

The KIB has noted that it currently provides solid waste

disposal for floating processors and fishermen of the area. It
further anticipates expansion of this service as the
requirements of MARPOL mandate an adequate number .of
receptacles at the Port of Kodiak for on-ian.d disposal of
garbage from fishing vessels. The KIB contends that it will

bear the cost of increased waste collection and disposal since
Kodiak 1is the poet of call for vessels frequenting the waters
of the contested area. The Department observes however, that
the City of Kodiak, not the Kodiak Island Borough, will
actually bear the majority of the cost of whatever 1increase 1in
waste collection 1is required since it is the city who actually
provides this service to users of the harbor.

In terms of land use planning, the KIB claims that the area

will Dbenefit from its coastal management plan. However, there
is nothing to 1indicate that the proposed Lake and Peninsula
3orough would provide the planning and coastal management
services any less effectively than the KIB. Currently coastal
management is provided in the contested area by the Bristol Bay
Coastal Resource Service Area Board. The Lake and Peninsula
Borough petition states that planningpowecs will be assumed

immediately upon incorporation and the borough will enforce the
coastal management plan at that time. As borough governments



kib p.lan and the uaks and Peninsula p.ian wi.*i be 1identical.

Thus, the KIB appears to offer the contested area no advantage
in either the number of services to be provided nor the extent
to which required services will be rendered. Thus, the

Department concludes that both entities are equally able to
serve the area.

ok To. what extent would the financial viability of either
municipality be affected 1if the contested area were included
within the boundaries of the other municipality?

As noted previously, the area offers relatively [little to
e.ther municipality 1in raw fish tax returns. The Alaska
Department of Fish and Game as well as the petitioner have
indicated that Tfish processing may occur on floating processors
(there are no shorebased processors 1in the contested area) but
it wouid be limited to bottomfish catcher/processors. Any raw
fish tax revenues from this activi / would be relatively
insignificant since the bottomfish stock have been extensively
harvested and there is very little activity at this point.

The area offers somewhat more value in relative taxable

property. It would represent approximately 1.2% of the total
of the Kodiak Island Borough. It would represent more value to
the Lake and peninsula Borough at 15.9% of 1its total property
value. Thus, in relative terms, the contested area appears to

be more valuable to the Lake and Peninsula Borough.

The potential tax from sales of fish in the contested area does
appear to be relatively more significant to the proposed
borough than to the existing borough, currently the KIB levies

a 4.5° mill areawide property tax and no sales tax. The
proposed Lake and Peninsula Borough will 1levy a 1% sales and
use tax. Although the tax structure of the proposed borough is

unknown at this time, presumably the tax will be levied at the
point of fish sale as currently implemented by at least one
other borough 1in the state. The Alaska Department of Fish and
Game in Kodiak has reported that the 1988 value of salmon
caught for the mainland of the Kodiak Management Area (from
Cape Douglas to cape Kilokak) was $13,938,400. The following
table reflects the species, pounds, price and value of salmon
caught in this area during this season:

Pounds Price
Species Caught Per Pound Value
King Salmon 64,000 1.25 80,000
Red Salmon 2,000,000 2.55 $ 5,100,000
Coho salmon 420,000 $1.50 630,000
Pink Saimon 6,612,000 .70 4,628,400
Chums 3,500,000 $1.00

TOTAL 12,596,000



Noting that thiswas an unusually large catch (30% - 50% higher
than the average poundagefor thearea) with record prices, the
Department has conservatively estimated the value of salmon 1in
the area at $6,000,000. Since the KIB levies no sales tax,
these fish offer no sales tax revenues to the KIB. However,
since the Lake and Peninsula Borough will levy a 1% sales and
use tax, these salmon alone represent a potential $60,000 to
the new Borough. Putting this figure into relative
perspective, this 1is 8.8% of the total local revenues Tfor the
Lake and Peninsula Borough. On the other hand, the potential
property tax revenues from the territory represent only 1.2% of
the total local revenues to be generated by the KI3. Thus, to
the Lake and Peninsula Borough, the loss of sales and use tax
revenue is far more significant than to the Kodiak 1island
Borough.

While the Department considers neither government infeasible if
the contested arearemains outside the respective
jurisdictional boundaries of either one, the area is
significantly more valuable to the Lake and Peninsula Borough
in terms of taxable property and fish sales than it is to the
KI13. Therefore, the Department concludes that the Lake and
Peninsula Borough®s argument 1is definitely more persuasive and
meritorious than the KIB 1in this regard.

F. 3. To what extent does the annexation petition from the
Kis and the borough incorporation petition from the Lake and
Peninsula region best meet the standards for their respective
actions.?

The Department has determined that the borough incorporation
petition from the Lake and Peninsula region meets the standards
for borough incorporation to a degree which warrants inclusion
of the contested area within the boundaries of the Lake and
Peninsula Borough. Under separate cover, the Department has
analysed and concluded that the Lake and Peninsula Borough
incorporation meets all standards for this action (see report
titled Reoort and Recommendation to the Local Boundary
Commission on the Petition for Incorporation of a Lake and
Peninsula Borough). Under cover of this report, the
Department, establishes that the Kodiak Island Borough, 1in the
absence of a competing petition, would sufficiently meet the
stancarcs £or annexation to the degree necessary to recommend
the action.



