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again qualify for flex-rating since it is the only change in the prev ious 12 m onths and the change 
is less than 10%.

Com pany B
Kate C h a n g e Effective Date F lex -ra ting
1.4% 5/15/2000
5.9% 8/1/2001 Yes
18.2% 1/1/2003 No
10.1% 10/1/2003 No
-0.10% 5/15/2004 Yes
-0.30% 12/15/2004 Yes

Had the flex-rating m ethod been available when these filings were made, the August 2001 rate 
change would have qualified to be filed under the flex-rating provisions. Neither the January 
2003 filing nor the October 2003 filing would qualify for flex-rating as the changes are greater 
than 10%. The M ay 2004 filing would qualify for flex-rating since the combined rate change in 
the 12 m onths between May 15, 2003 and May 15, 2004 is 9.99%. The Decem ber 2004 filing 
w ould also qualify for flex-rating since the 2004 filings have a com bined impact o f  
-0.4%  which is within the flex band.

Com pany C
j R a te  C h a n g e Effective Date F lex-rating

8.0% 8/24/2000
I 8.3% 2/4/2002 Yes
1 2.7% 7/22/2002 No

5.4% 2/24/2003 Yes

I lad the flex-rating method been available when these filings were made, the February 2002 
filing would have qualified for flex-rating. 'J he July 2002 would not qualify for flex-rating since 
the total rate change over the 12 months between July 22. 2001 and July 22. 2002 is 11.2%. The 
February 2003 rate change would qualifx for ilex-rating since the com bined rate change between 
February 24, 2002 and February 24. 2003 is 8.2%.

HviiwowiU'm Rule ( kanyy History

Com pany A
Rate C h a n g e Effective Date Elex-niting
2.4% 5/22/2000

: 15.0% 1 21 2002 No
0.2",, t 22 2002 No

Had the flex-rating method been available when these filings were made, the January 2002 filing 
would not qualify for flex-rating, since the change is greater than 10%. The July 2002 filing also 
would not qualify fui flex-tating since the combined late change lot the 12-month period from 
July 22, 2001 to July 22, 2002 is 2 2 .1" i,



Company B
R ate  C h a n g e Effective Date F lex -ra ting
-0.6% 4/15/2000
-6.4% 6/15/2001 Yes
12.3% 6/15/2002 Yes
13.2% 10/1/2003 N o

Had ihe flex-rating m ethod been available when these filings w ere m ade, the Ju ly  2001 filing 
would qualify for flex-rating. The June 2002 filing would qualify for flex-rating since the 
combined rate change over the 12-month period from June 15. 2001 to June 15. 2002 is 5.1%. 
The October 2003 filing would not qualify for flex-rating since the com bined  rate change from 
October 1. 2002  to October 1, 2003 is 13.2%.

Company C
R ate  C h an g e Effective Date F lex -ra ting
3.0%. 7/6/2000
3.0% 8/30/2001 Yes
10.4% 3/5/2003 No

Had the flex-rating method been available when these filings were m ade, the August 2001 filing 
would qualify for flex-rating since it is less than 10% and the only  filing in the 12 months prior 
to August 30, 2001. The 2003 filing would not qualify for flex-rating since the change is greater 
than 10%.

Commercial Lines

For the commercial lines, filings submitted by Insurance Services Office. Inc. are considered to 
be representative o f the rate changes for individual companies. Please note however, under IIB 
210 filings submitted by a rating organization are not eligible for fl.x-rating.

General Liability Rale Change Histon
R ate  C h an g e Effective Dale I le x - ra t in g
-5.7% 12/1/1999
-6.2% 10/1/2000 No
4.5% 10/1/2001 ^  CS

-4.4%, 10 1 2004 Yes

1 lad ihe f lex-ra tingm ethod been available when these filings wetc made, the IM o b e r  2000 filing 
would not qualify for flex-rating since tnc combine rate change between < M o h c r  1. l ')99 and 
( M ohcr I, 2(KH) is - 1 1.5%. Both the 2001 ami 2004 filings would qualify  lor Ilex-rating since 
they are the only  changes within the 12-month period prior to the effective dates and both ate 
less than • -10%.
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C o m m e r c i a l  A  i t o  R a t e  C h a n g e  H i s t o r y

R ate  C h a n g e Effective Date F lex-ra ting
4.2% 9/1/2001
2.5% 10/1/2003 Yes
1.2% 10/1/2005 Yes

Had the flex-rating method been available when these filings were made, both the 2003 and 2005 
filings would qualify for flex-rating since the changes are less than 10% and they are the only 
changes in the 12-month period proceeding the effective date.

Commercial Property Rale Change Histoiy
Rate C h an g e Effective Date F lex-ra ting
-2.5% 11/1/2001
-9.8% 11/1/2002 Yes
-8.0% 2/1/2004 Yes
-4.1% 2/1/2005 Yes

Had the flex-rating m ethod been available when tlie.se filings were made, the 2002. 2004 and 
2005 f l in g s  would qualify for flex-rating since there is only one filing in a 12-month period and 
the changes each fall with the flex band.

Filing Review Time

To demonstrate the length o f  time that it takes a filing to be approved we looked at rale filings 
that were closed during February 2005. There were a total o f  77 rate filings that were closed 
with an average time o f 40  days.

N u m b e r  of Davs to Close N u m b e r  of Filings
Less than 15 davs 21
15 davs 16
10-30 davs 9
31-49 davs 7
50-100 15
More than 100 9

Thank you for the opportunity to address the issues that were asked at the hearing. If you need 
additional information, please let me know.



Summary of Othei Statu Flex-Rating Laws

State Flex Range Lines of Business Comments

Alabama +/-10%

Commercial property and casually insurance 
excluding workers compensation, medical 
malpractice and other lines with proposed rate 
increases of 10% or more

Rate filings subject to the Ilex range arc file and use. 
Rale filings outside the flex range are prior approval. 
Personal lines rates are prior approval.

Kentucky +/-25% Personal and commercial lines of business.

The flex band applies to any classification of risks in any 
rating territory within a 12-month period. Rates outside 
the flex band are prior approval.

Louisiana +/-10% Personal and commercial lines of business.

Only one rate increase per classification in any 12-month 
period, A reduction in rates for a classification may be 
approved at any time. Flex rale filings become effective 
not less than thirty days after date of filing. Rale filings 
outside the flex range are prior approval.

Now Jersey ♦ /-7%;+/-5% Personal auto and homeowners respectively.

This is a limited rate filing prior approval process for 
minor rate changes that requires limited supporting 
information and a decision within 30-45 days.

Oklahoma +MS% Workers compensation

Oregon

Specified commercial liability lines such as 
products liability, medical malpractice, liquor 
law, child care, and a few others.

Oregon is generally file and use with tho exception of rale 
changes exceeding tire +/-15% for the specified lines. 
Rates for the specified lines falling outside this band are 
prior approval.

South Carolina »/-7% Personal auto, fire, homeowners

Filings within the (lex band become effective without prior 
approval provided no more than one rate increase for 
auto and no more than 2 rate increases for property, with 
the second rate increase subject to prior approval, may 
bo implemented during any 12-month period. Rates 
outside the ( I j x  band are prior approval. Department 
position is iliat tho maximum percentage change is 25% 
In any one policyholder.



Sectional Analysis for Amendments to HB216

Section Statute Change Purpose or Effect
1 21.09.110(b) Amend Remove the word “approval” and replace it 

with “filing” as all forms and rates will no 
longer require approval. However, filings are 
still required.

2 21.39.040(a) Am end Add “ loss cost adjustm ent” to the required list 
o f  types o f  rates that must be filed. Does not 
add new filing requirem ents but clarifies a new 
type o f  filing that did not exist w hen  this statute 
was originally enacted.

3 21.39.040(d) Amend New language is added lo reference that this 
section applies to Section 5 and Section 9 and 
similar language is proposed to be deleted from 
these sections to eliminate redundancy. 
Language stating w hen  a filing is open for 
public inspection has been deleted as this is 
addressed in the prior approval, flex-rating and 
file and use sections.

4 21.39.040(g) Am end Delete the word “cxtrahuzardous” as this 
concept can be incorporated in the word 
“ unusual". Allow special filings for rates that 
are lower than the filed rate in addition to rates 
that are higher. Clarifies that p rior  approval or 
file and use filing m ethods apply 'o  these 
filings.

5 21.39.041(a) Am end Add mortgage guaranty to list o f  prior approval 
filings. Replace “chapter" with "title" for 
consistency.

5 21.39.041(c) I Am end Replace "chapter" with “ title'” for consistency.
5 21.39.041(d) Am end Delete duplicate requirem ent for supporting 

information as this language appears in Section 
3. Replace “ may deem " with “shall consider” 
as deem is not term inulouv generally  used.

5 21.39.041(f) Amend Replace “chapter” with “ title” for consistency.
7 21.39.070(b) Repeal Removes the requirement that a d e \  iation tiling 

remain in effect for one year for consistency 
with 21.39.210 that allows m ore than one tiling 
in a 12 month period.

y 21.39.210(a) Am end j Add mortgage guaranty  to list o f  prior approval 
filinus for consistency with Section 5.

y 21.39.210(c) 
and (d)

Am end Replace "chapter" witli “ tide" for consistency.

9 21.39.220(d) Am end Replace “ chapter” with "title" for consistency.
y 21.39.220(c) A m end Replace "Kite" with "filing" for consistency.



9 21.39.220(f) Amend Delete duplicate requirem ent for supporting 
information as this language appears in Section 
3.

9 21.39.220(g) Amend Add language to clarify when a filing becomes 
open for public inspection.

9 21.39.220(h) Amend Replace “chapter” with “title” for consistency.
12 21.42.123(a) Amend Clarify that a filing must be disapproved by 

order only when the disapproval occurs after the 
review period or the after the filing has been 
previously disapproved.

12 21.42.123(b) Amend Clarify that a filing m ust com ply  with the title 
not just with the filing process,

12 21.42.125(c) Amend Replace “materially false or m isleading” 
certificate with “ incomplete or inaccurate” 
certificate to describe when an insurer m ay  no 
longer be able to submit form filings under file 
and use procedures.



Less m e ie r &  W i n t e r s

MICHAEL L. LESSMEIER 
GREGORY W. LESSMEIER 
SHELDON E. WINTERS

LAW YERS - LLC

V in t a g e  B us iness P a r k  
3000 V in t a g e B o u l e v a r d  

Su it e  100 
J u n e a u , A l a s k a 99S01

TELEPHONE: ;907) 79G-4999 
FACSIMILE: (907) 79G-4998 

e-mail: l-w@gcl.nol

Via Hand Delivery March ]'7, 2005

The Honorable Tom Anderson. Chair
Members of the House Labor &. Commerce Committee
State Capitol Room 408
Juneau, Alaska 99801

Rc: State Farm’s Support lor HB 2J6

Dear Representative Anderson:

On behalf of State Farm Insurance, we would like to express support for HB 216.

Currently, insurers must obtain “prior approval” from the Division of Insurance before 
adjusting rates upward or downward and before making products and product enhancements 
available to customers. Such “prior approval” systems were first instituted in the early 
1900’s as a way to make sure insurers charged enough to avoid insolvency, but they were not 
intended lo help with insurance affordability. A 2001 Brookings Institute study perhaps best 
summarizes the problems with antiquated “prior approval” systems in today's modern market 
place. The study made the following conclusions about prior approval rate regulation:

1. Prior approval had little or no long-term effect on reducing overall price levels;
2. Prior approval tended to make coverage less available in the voluntary market;
3. Prior approval tended to create larger residual markets;
•1. Prior approval tended to increase cost volatility for insurers and price volatility

for consumers; and
5. Prior approval tended to increase subsidization of residual market insurance by 

those insureds in the voluntary market.

1 listory in other states indicates clearly that both the Alaska insurance industry and 
insurance consumers will benefit by modernization of Alaska’s regulatory system to allow 
rate flexibility and a use and file system lor policy forms and endorsements. 1 IB 216 does 
that, whiie at the same time preserving the Insurance Director’s authority to regulate rates 
and forms.

mailto:l-w@gcl.nol


Honorable Torn Anderson 
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L e s s m e ie r &  W in t e r s
LAWYERS - LLC

In conclusion, HB 216 will reduce entry barriers for insurers to do business in Alaska, 
encouiage competition among insurers, allow insurers to respond more quickly to market 
conditions to the benefit of consumers and allow the Division of Insurance employees to 
spend their valuable time on activities that will better serve the insurance buying public such 
as regulation of solvency, market conduct and consumer complaints. Based on experience 
in other states, insurance availability should improve in the near term and insurance 
affordability may improve in the longer term. We thank you for your support of this bill.

Sincerely,

LESSMEIER & WINTERS 
Lobbyists For State Farm

By: L J  ______
Sheldon E. Winters

SEW/caf
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INSURANCE FROM PROGRESSIVE

March 16, 2005

To: A laska State House o f Representatives

I am writing to strongly encourage you to pass House Bill 216.

There is common acceptance by all observers that the current insurance regulatory system in 
Alaska needs to be reformed. Progressive Casualty Insurance Company and its affiliated and 
subsidiary companies (Progressive) agrees that insurance regulatory reform is necessary and in 
the best interest of all stakeholders. We believe that K'B 216 is a huge step forward and will:

• Encourage competition, availability, and innovation in product design;
• Eliminate mulliple layers of regulation;
• Facilitate the use of pricing and underwriting practices that are fair and actuarially 

supported;
• Frovide speec to market so that forms and rates for new and existing products can be used 

within reasonable time frames;
• Eliminate outdated regulatory requirements that no longer serve valid regulatory objectives;
• Provide flexibility that allows insurers to innovate and compete effectively against new rivals 

in the rapidly converging financial services industry;
• Be administered by regulators who are professional, knowledgeable about the industry, and 

capable of effectively balancing the interests of consumers and insurers; and
• Provide regulation that is consistent, sensible, reliable, and in accordance with law.

A  regulatory system with these attributes will foster competition arid make reasonably and 
accurately priced nsurance available lo more consumers. It will also encourage capital 
investment and promote a healthy insurance market. This can only benefit consumers.

HB 216 fosters open competition, and in doing so, we believe establishes the optimal approach 
to rate regulation ;rom both the consumer and industry point of view. Fostering competition 
curtails excess profits and improves insurance availability. Free market forces should be 
allowed to operate to assure the most efficient flow of services to the insurance-consuming 
public. Open competition rating laws, such as HB 216, are the embodiment of this philosophy.

If I can be of any assistance, or answer any questions pertaining to our support of this bill, 
please do not hesitate to call me directly at 916-864-6175.

Thank you for supporting HB 216.

Sincerely,

Marcus Linden
Progressive Insurance
Agency Auto Product Manager Alaska



4-p?c'v*<rrProgressive Insurance supports HB 216 and strongly encourages you lo(f>ass «-•_✓ 
House Bill 216. ^

Ci'/fTm • [/£ iJ z  ̂ ‘bz. •f/'f't. 'f'-* '
We believe Fio n a s represents a win for consumers, regulators, and industry.

Consumers will benefit from this bill because it will stimulate further 
competition among insurance companies. Competition will be heightened for 
two reasons. One, we believe non-present carriers will see the passage of 
this bill as a sign that the State of Alaska and the Alaska DOI are serious 
about attracting new carriers. HB 216 makes it less burdensome for 
carriers to file their rates and maintain a program. States with a small 
market, such as Alaska, need to make it easier, not harder, for companies 
to do business, otherwise it just isn't worth it to carriers. VWh-the
arnwal nf now rnrriprc cir«_cUoiws S"H«k*«iyrtoWef

heightened because insurance carriers will feel more comfortable being 
aggressive with lower premiums. In the current environment, lowering rates 
is perceived to be a risky move because raising rates^if orfes costs rise, 
might take longer than is desired, resulting in unprofitability. The more 
financially sound strategy is to maintain, rather than lower rates. The 
flex band is designed to allow carriers some wiggleroom with respect to 
pricing, aisvstsddeulyUisS-rtfiey-cnn
/TKiy^̂ mctd^a f̂la7rrttJrrvfllc»StptJUity r̂T̂ ptv(Ii(^bcri?'t>iJty'ta-thW

Clearly consumers win if they have more choices and there is 
heightened competition among those choices.

This bill is a win for the DOI as well. Less time will be spent reviewing 
insurers' filings for a small rate change. Resources can be re-deployed 
more efficiently to rate and program changes. More time can be sper.t 
on other insurance issues of importance to Alaskans.

Finally, we like Ihe bill because it reduces our administrative cost to 
conduct business in the state and allows us to more easily bring new 
products and services to Alaska. When we prioritize new programs to be 
rolled out in the US, the most heavily regulated states get put at the 
bottom of the list, if they make the list at all. This means consumers in 
Alaska are not benefitting from new innovations that could very well be 
saving them hundreds o( dollars a year_on car insurance. With the passage 
of this bill we hope to bring our productrtn Alaska up to pa' with other 
states. We believe this will generate growth for us as innovation helps us 
out perform our competitors and is one of the keys to our success.

Thank you for your time in hearing testimony on this bill. We support HB 
216 and ask you f^ ym ir p.upporl. £T ('<>'

Sincerely, i

Marcus Linden i / ' ' \ l
Agency Product Manaqer AK '■J ^  ,x „ . J

1DD29 Disk Drive I  ‘ J
Rancho Cordova, CA 95670 
916-864-6175
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Shapinj; Ihe fu ture o f American Insurance

Property Casun’ty Insurers 
A ssociation  o f Am erica

March 17, 2005

To:

From:

The Honorable Tom Anderson, Chair
Members of the House Labor and Commerce Committee

Samuel Sorich, Vice President

Re: PCI’s Support for HB 216

The Property Casualty Insurance Association of America (PCI) is an association of property/casualty 
insurance companies. There are nearly 200 PCI member companies writing insurance in Alaska. PCI 
members include Allstate, Progressive, Liberty Northwest, and GEICO.

PCI supports HB 216. Director Hall and her staff deserve to be commended for their regulatory 
efforts. However, current statutes force them to process and review every change in rates and forms, no 
matter how minor and no matter how well justified, before Ihe change can be put into effect. This system 
burdens the Division staff and distracts them from other regulatory priorities. The system also has inherent 
delays which force consumers to wait for new ra’ ng pirns and products.

Alaska’s current regulatory system discourages insurers from innovating on rates and products, 
because any such changes face an often times lengthy review process. When the rates and products are 
finally improve .̂, “ 'ey may no longer relate to market conditions and consumer needs.

HB 216 addresses these problems. The bill preserves Ihe Insurance Director's authority to regulate 
rales and forms but allows a degree of rate flexibility and offers an alternative lo the current system of strict 
regulatory prior approval of policy lorms. We believe that HB 216 will create a more dynamic, more 
competitively-oriented insurance market in Alaska. The compelilion on rales and forms that HB 216 will 
encourage win benefit Alaska insurance consumers.

H3 216 was developed over the past nine months by an industry-wide drafting group. The group 
included’some PCI members and several other insurance companies and associations, including State Farm 
Insurance Company and the American Insurance Association which also support HB 216.

S.ncerelv.

Samuel Sorich 
vheo President



Testimony o f  John George representing Properly Casualty Insurance Association o f  
America. 3/21 /05

This bill is a result o f  nine months o f  discussions am ong insurance com panies, agents, the 
Director ol' Insurance and her staff. We have reached agreement on needed statutory 
changes which  will significantly increase competition, provide public protection and 
improve the efficiency o f  the Division o f  Insurance.

11B216 has three basic purposes. First the bill will create an environment where insurers 
compete more v igorously on insurance rates and products. HB21u will encourage 
insurers who currently write insurance in Alaska to stay, will encourage com panies with 
minimal writings to expand their book o f  business and will attract new  insurers to Alaska. 
More competition is good for the public and a spreading o f  coverages am ong more 
carriers lessens our dependence on any one company. 11B216 follows a national trend to 
a m ore com petition  oriented system for regulation o f  insurance which has show n benefits 
to consumers w here  similar regulatory modernization has occurred. And finally 1IB216 
allows the Division o f  Insurance more efficiently allocate their resources to provide better 
consumer protection.

Discussions began using model legislation adopted by the National Conference o f  
Insurance Legislators. Some o f  those ideas were incorporated som e were discarded, hut 
the current bill is consistent with the NCOIL model goal o f  regulatory modernization.
The bill requires initial rates to be filed and approved by the Division o f  Insurance with 
subsequent filings within a narrow rate band lo be filed and used without prior approval. 
This Ilex rating system allows companies to react quickly to market conditions with out 
waiting m onths seeking prior approvals. The hill contains a certification process whereby 
companies certify that their filing meets statutory requirements. The Division o f  
Insurance retains the authority to regulate, and apply sanctions on com panies that fail to 
meet the required standards.

The hill as presently drafted has a few technical problems and some items need minor 
adjustments to accomplish the intended goals. The Director o f  Insurance and industry 
spokesmen are still working on language Ibr several changes and we are confident that 
we w ill reach agreem ent on those issues. W e bad hoped to have a com m ittee substitute 
bill ready for todays hearing  but it is not ready yet.

I believe the D irector o f  Insurance is on line today and I think it might be appropriate lo 
get her com m ents  on the bill and reserve testimony on the technical aspects o f  the hill 
until we have a com m ittee substitute bill ready for consideration.

The final hill will truly he a cooperative effort supported by industry and regulators 
which will benefit the insurance buying public.



'  IW Y} jv - Property Casua lly  Insurers 
' . V.'.-.Ti -  Association o f Am erica
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A N  A N A L Y S I S  O F  
I N S U R A N C E  R A T E  R E V I S I O N S  U N D E R  F L E X - R A T I N G  S Y S T E M S  

I n t r o d u c t io n
A flex-rating system enables insurance companies to implement rate changes within a percentage 
band without approval from the regulator, but it ensures that larger changes must still undergo 
regulatory review before going into effect. Even small changes may still L disapproved if’ they 
do not meet the statutory requirements o f  being “ not inadequate, excessive, or unfairly 
discriminatory.”

This type of system allows insurers the flexibility to respond to com petitive market conditions 
and adjust certain rates more quickly in accordance with the changing loss experience. It has the 
ability to stabilize the market by smoothing any fluctuations in the rate adjustments. Flexible 
rate revisions under this mechanism are not as volatile as rales that require prior approval. By 
reducing any sharp gyrations in the rale level, the system is beneficial to insurance consumers as 
price continuity is maintained. Flex-rating provides a reasonable plan that lessens regulatory 
burdens for both insurers and regulators without compromising consum er protection, and 
consumers benefit from a market environment characterized by healthy com petitive lorces and 
flexibility.

While lawmakers and regulators may recognize the benefits o f  Ilex-rating, there is some 
hesitancy to convert a less competitive rating law to a more llexible system. Understandably, 
they are concerned that insurance companies will seize upon the opportunity to implement rate 
changes very close to the threshold, knowing that these rates will not need regulatory approval

This paper provides evidence showing that the scenario described above is not the case. A 
significant number of rate changes in Ilex-rating systems arc in fact reductions. One reason for 
rate decreases under a Ilex-rating system is that insurers are allowed the flexibility to respond to 
competitive market conditions and determine appropriate rate level changes more quickly. If a 
competitive market exists, then this system, by definition, will allow some rates lo change more 
quickly in accordance with the changing loss experience.

Flexible rate revisions are not as volatile as tales that require prior approval. Since companies 
are able ‘ , ” ‘ losses more accurately under a flex system, they feel more comfortable
in reducing rates if  warranted because they realize they can increase them later il needed. This is 
uot always the ease under a prior a p p ro v J  system, since com panies face an additional 
underwriting risk due to the time lag involved with the delays in the review process. What 
typically occurs in stales with prior approval laws is that companies are hesitant to lower rates 
because they experience regulatory delays when subsequent increases arc needed.

Because premiums are able to more accurately reflect projected losses under Ilex-rating 
system, actual loss ratios (i.e., losses relative to premiums) are more likely to match targeted loss

© Prop e r ly  C a su a lty  In su rers  A s s o c ia t io n  o f  A m e r ic a
March 1,2(105
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ratios and favorable underwriting returns are produced. Com panies are able to respond to 
changing loss experience m ore quickly under flex-rating than under prior approval and they can 
implement certain rate increases or decreases with all necessary flexibility, further strengthening 
the competitive system. As a result, policyholders see lower increases in their rates and 
sometimes even cost savings.

Congress could intervene in the regulation of the insurance business unless il is persuaded that 
greater regulatory m odernization at the state level is occurring. M eetings and hearings in recent 
years have focused on flaws in the ci|r,~*nt state regulatory system, including the drag that 
supervised or administered rating laws have on consum er choice and industry competition and 
efficiency. Flex-based rates make it possible for insurers to com pete more vigorously and 
swiftly on price, and Congressional leaders calling for more m odernized insurance regulation 
have cited “speed-to-m arket” and competition-based pricing as crucial elements in regulatory 
modernization.

Effective consumer protection that focuses on local needs is the hallmark o f state insurance 
regulation because local and regional markets and the needs o f  consum ers in those markets are 
belter understood within the state framework. Modernization o f  insurance rates is a key element 
to preserving stale regulation o f  insurance, and state legislators can play a key role in making 
sure that modernization is implemented quickly and efficiently. Stale regulators arc on time and 
on target to accomplish changes needed to modernize the system o f insurance regulation in the 
United States. The PCI rem ains committed to working with them to enhance  and improve the 
state regulatory system to foster a healthy and competitive insurance marketplace.

Flex-rating is a very logical and sound next step toward regulatory m odernization, as free market 
forces would operate to a greater extent to assure the most efficient flow ol set vices to the public.
It makes little sense for insurance companies to take advantage ol the flexible non-rcgulatory
approval feature by im plem enting rate increases near the threshold, as they would simply lose
business by encouraging their policyholders to go lo other insurers. W hat does make sense is 
that a Ilex-rating approach would:
• allow insurers to better predict their losses, resulting in lower loss ratios;
• create lower rate increases and even decreases, to the benefit ol consum ers; and
• attract more insurers to en ter  the market, improving the level o f  com petition in the state.

P e r s o n a l  A u to  K a t e  a n d  L o s s  C o s t  A c tiv i ty
This section discusses rating activity in the various states that have Ilex-rating laws. Currently, 
the following five states have auto insurance flex-rating systems in place:

Kentucky - effective July 15, 1988, Ilex band o f  25 percent 
Louisiana -  effective January 1, 2004, Ilex band o f  10 percent 
Pennsylvania - e f f e c t iv e  February 19, 1998, Ilex band ol 10 percent 
Rhode Island -  effective July 7, 2004, Ilex band of 5 percent 
South Carolina -  effective Match I, 1999, Ilex baud o f 7 percent

Property Casualty Insurers Association of America
March 1.2U05
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In addition, some rating activity is provided for New York, a state that had a lle”-rating law 
beginning on June 30, 1995. The law, however, sunset in August 2 00 1 .1

In each example, personal auto rale changes made in these states were not right at the upper 
limit. Insurance companies arc not arbitrarily filing rate increases near the threshold, knowing 
they can get the maxim um  revision without insurance department approval. They do not treat 
the size of the flex band lightly, but instead make prudent rating decisions according to the 
changing loss trends and the competitive environment.

Rate Activity in South Carolina
By far, South Carolina appears to have received the greatest am ount o f  attention with respect to 
the adoption o f its auto llex-band law in 1999." In a letter dated M arch 22, 2004, Dean Kruger, 
property and casualty ch ief at the South Carolina Department o f  Insurance, asserts, "The 
assumption used under the prior approval law was that requiring insurers to lower requested rate 
increases saves money for consumers. If such an assumption were accurate, then premiums 
should have increased during the implementation (of flex-rating). In fact, they dropped and this 
indicates that the competitive marketplace is the more effective in controlling rate levels. The 
key is to increase the number o f market participants and a regulatory approach that causes 
insurers to not enter our marketplace has a cost to the consumer."

Included in Mr. Kruger’s letter is an exhibit o f  m ajor personal auto insurers and their rate activity 
since the flex system began (see Table 1). Revisions arc no changes, decreases or increase'’ 
beyond the 7 percent threshold that would require regulatory approval. Six o f  the 34 rate 
activities shown in the table were decreases and seven were increases above the threshold; the 
remaining 21, including “no change” , tire generally well below the m axim um  limit. Clearly, 
companies are not trying lo lake advantage o f the new system by implem enting rate increases at 
levels near the Ilex band. Another observation is the fact that rate changes were not 
automatically made each year, as seen for three insurers (Allstate, State Faun  Fire and Casualty, 
and South Carolina Farm Bureau).

T ab le  1
M a jo r  P e rso n a l  Auto  In s u re r s  in South  C a ro l in a  

R a te  Level Activity  Linder F lex -R ating  (B and  = 7 % )
1999 2000 2001 2002 2003

Allstate Insurance Co. 0.0% 1.5% 3.6% No Chance 1.6%
State Farm Mutual Auto -0.3% 0.9% 5.9% 5.S% -0.5%
Nationwide -1.8% 4.7% 4.3%' 3.9% 1.8%
State Farm Fire and Casualty No Change -4.8% 10.2% 11.6% 3.9%
GE1CO -10.3% 6.0% 9.9% 3.5% 1.9%
Allstate Indemnity Co. New Program 5.0% 11 .o%> 12.75% 12.0%
South Carolina Farm Bureau -4.53% No Change 6.94% 0.01589% 7.26';;-
Source: South Carolina Department o f Insurance

1 li is not kno' liether the flex-band system will be reinstated by the New York General Assembly. 
Most likely, the spotlight has been on South Carolina due to the significant improvements flex-rating 
had oil its residual market problem and the large increase in auto insurers entering ihe state.

Properly  C a su a lty  Insurers A s s o c ia t io n  o f  A m e r ic a
Mai eh 1,2005
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Rate Activity in New York
Like South Carolina, New York had a flex hand of 7 percent for personal auto insurance. 
Although New Y ork’s flex-rating law sunset in 2001, information is presented on rate changes 
that took place in this state while the system was in effect and after the law sunset (see Table 2, 
compiled by the Progressive Group). These changes reflect rating activity conducted by 10 
insurance groups representing more than 70 percent (71.5%) o f  the market.

As previously shown, insurers do not view flex-rating as an opportunity  to raise their rates as 
much as possible. In fact, six insurers implemented rate changes substantially lower than the 7 
percent band (Liberty Mutual, Metropolitan, Nationwide, New York Central, and Travelers all 
had small increases, while Slate Farm lowered its rates by 2.5%). One insurer (GE1CO) had a 
rate change near the limit during flex, but filed the lowest change after the law sunset. These 
small increases resulted in G E lC O ’s having the second lowest overall rate increase (8.5%>) both 
during and after flex-rating (the lowest is Nationwide, with a com bined 6.0% increase during and 
after flex). Three insurers (Allstate, 8.5%; AIG. 17.9%; and Progressive, 18.1%) had rate 
changes greater than the 7 percent band during flex-rating and needed regulatory review and 
confirmation before they were able lo put their rates into effect.

The average increase am ong the 10 groups presented was 5.3 percent during flex-rating, less than 
half the average o f  11.0 percent after the law reverted to prior approval. Clearly, New York 
drivers on average were better o ff  during the flex-rating penod  than the prior approval period 
because their insurance rales did not go up as much. This is especially  true for policyholders o f  
seven o f  the 10 insurers (Allstate, Liberty Mutual, Metropolitan, Nationwide, New York Central, 
State Farm and Travelers).

T ab le  2  v
N ew  Y o rk  P erson a l  A u to  Kate C h an g e  H is to ry  , 
P re -  a n d  Post-F Icx-R aling  Sunset (B and  = 7 % )  ..

R a te  C hange R a te  C hange
In su re r  G ro u p D u rin g  F lex-R ating A f te r  F lex-Rating  Sunset

Allstate Insurance 8.5% 11.6%
American International Group 17.9% 15.5%
GEICO/Bcrkshirc Hathaway 6.5% 1.9%
Liberty Mutual Insurance Group 0.0% 5.9%
Metropolitan Group 1.8% 11.3%
Nationwide Corporation 1.6% 4.3%
New York Central Mutual 4.0% 9.3%
Progressive Group 18.1% 15.0%
State Farm -2.5% 21.8%
Travelcrs/Citigroup 2.5% 8.7%
Average 5.3% 11.0%
Source: Progressive via Martin & Company

Property Casualty Insurers Association of America
March 1. 2005
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Rate Activity in Other States with Flex-Rating
In addition to South Carolina and New York, other stales with ilex-rating systems have seen 
activity that should further case concerns regarding any alleged rating opportunities. Information 
on these particular activities has been extracted from various newspaper articles and is presented 
in Table 3, along with the date o f  the article, the state affected and the company filing for the 
change. As before, all of the changes indicated arc quite a bit lower than the established 
maximum beyond which insurance department approval is required, once again demonstrating 
that insurers are not trying lo take advantage o f  the more competitive system.

.. Tnhlc 3 
R a te  Activity of M a jo r  In s u re r s  

In  S ta tes  W ith  F lex -R atin g  Law s
Date of 
Article S ta te  (Band)

M a jo r  In su rance  
C om pany A ction  (line o fhu s in ess)

6/22/03 Kentucky (25%) Kentucky Farm Bureau
6,6% increase in 2002 (auto); 

10.0% increase in 2002 (homeowners)

6/22/03 Kentucky (25%) State Farm
6.7% increase (homeowners); 

0 .5% increase (auto)
6/08/04 Kentucky (25%) State Farm 5.3% decrease (auto)
1/23/04 Louisiana (10%) USAA Group 2.2% decrease (auto)
3/04/04 Louisiana (10%) Farmers 6.8%  increase (auto)
1/21/05 Louisiana (10%) State Farm 2.1% decrease (auto)
1/04/04 Pennsylvania (10%) Hrio 7% increase (auto)

8/09/04 Pennsylvania (10%) Allstate
2.5% increase in Philadelphia; 

6.8% in rest o f  slate (auto)
6/12/04 Texas (30%)* State Farm 2.2% decrease (auto)
6/12/04 Texas (30%)* USAA 8.6% decrease (auto)
* Texas has since converted to a llle-and-tisc rating system, effective Decem ber 1. 2004.
Sources: Kentucky -  I he Courier-Journal (Undsvillc), June 22, 2003 and June 8, 200-1;

Louisiana -  The Raton Rouge Advocate, January 23, 200-1. M arch 4 ,2 0 0 4 ,  and January 
21. 2005; Pennsylvania Erie Timt's-News, January 4, 2004 and The Philadelphia 
Inquirer, August 9, 2004; and Texas -  San Antonio Fxprcss-Ncws, June 12. 2(K>f

The 2.1 percent reduction made by State harm Mutual Automobile Insurance Company in 
Louisiana (effective February IS, 2005) affects about one-third o f  the state’s drivers. This 
decrease meant annual savings of $19.3 million for these motorists, or an average of nearly $20 
per policyholder. T his is the lirst time in almost five years that Slate Farm has reduced its rates. 
According to the sta te 's  insurance commissioner, J. Robert NVooley. auto insurance rates have 
benefited from the Ilex-hand rating system. ‘‘Insurers aren 't  as reluctant lo reduce rates when 
business is good because they know they can also raise rates without incurring a political battle " 
C’ominissionei Wooley also remarked that smaller auto insurers in the stale filed lor rate 
reductions as well, while others raised their rales by smaller percentages than in the p.isi lew 
years.'

1 Source: th e  Union Rtingc Advocate, January 21, 2005

Property Casually Insurers Association of America
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ISO Advisory I.oss Cost Changes in States with Flex-llating
Another source connected lo rating activity is the Insurance Services Office, Inc. (ISO), an 
organization that makes advisory prospective loss cost filings for companies that use their 
services. Based on aggregated data submitted by participating insurers, these loss costs are 
adjusted for development and trending to assist companies in creating their own independent 
rates. It is believed that rale changes made by companies using ISO advisory loss costs are not 
too different from these recommended changes.

Presented in Table 4 are recent advisory loss cost revisions for personal auto insurance for the 
five states that now have flex-rating systems. These figures are taken from ISO circulars made 
available to PCI.

T a b le d  : . A d '  
In su ra n c e  Services Office, Inc.

Personal A u to  A dvisory  Loss Cost Level Activity 
O n  C o m b in ed  T ota l L im its

S ta te  
(c(T. d a te ; K en tucky Louisiann P en n sy lv an ia

R hode
Is land

South
C aro lin a

Flex-B and) (7/15/88; 25% ) (1/1/04; 10%) (2/19/98; 10% ) (7/9/04; 5 % ) (3/1/99; 7 % )
2000 -4.4% N/A -8.0% N/A -18.5%
2001 No change N/A -3.7% N/A No change
2002 +7.8%' N/A +7.0% N/A No change

2004 + 1.5% No Change -I.S%+
+8.4%

(-0.8%**) + 1.5%
Notes:
I ) All time periods are through the 4 th quarter, except for 2002, which i.;!!; ough the 2,ul quarter.

Information for 2003 is not available at PCI.
2) N/A = not applicable (i.e., Ilex-rating has not taken effect yet)
* A decrease o f  -1.8%  was disapproved in Pennsylvania.
' ’ A decrease o f -0 .8%  for basic limits is scheduled for implementation or approved effective 2 : 1

quarter o f  2005 in Rhode island.
Source: ISO Chief executive Circulars

I he loss cost revisions made bv ISO were either substantially lower than the maximum limit 
allowed in the Ilex baud 01 were actually higher than the threshold (such as the 8.4','< increase in 
Rhode Is land». the latter requiring prior approval by the regulator. None o f  these changes were 
only slightly lower than the threshold, thus taking advantage o f  the system as some may think. 
In fact, ball o f  the changes shown in Table -J are implemented decreases. This is especially true 
in Peiiiisyhania, where three o f  the advisory loss cost changes recommended by ISO since 20(10 
are reductions. Another notable one is the 18.5 percent decrease made by ISO, shortly after llex- 
taling was adopted in South Carolina

Propeity ('usually Insurers Association of America
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O t h e r  P o s i t iv e  E f fe c ts  o f  F le x -R a t in g  S y s te m s
Although the primary purpose o f this report is to show that rate changes are not influenced by the 
maxim um  level o f  the Ilex band, there are several other positive changes resulting from a flex- 
rating law that deserve mention. These are shown for South Carolina and New York.

South Carolina
In South Carolina, the positive effects from flex-rating are as follows:
• The number of auto insurers grew dramatically when South Carolina adopted the new flex- 

rating law (sec Figure 1 for the trend). During 1997 and 1998, there were 83 companies 
writing auto insurance in this state. When the new law went into effect in 1999, the number 
soared to 136, a two-thirds increase. The number o f  insurers continued to rise, peaking at 
150 in 2001. This quantity has remained fairly constant over the last three years.4

Figure I 
South  C arolina  

The NiiiiiIkt of A uto In su ran ce  C om p an ies  
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in F I T « l \  ■
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J

u s  u s

1 907 I ' m  1000 2000 2 0 0 1  2002 2003

S n i i r iv :  N A IC

• South Carolina motorists paid an average ol 4.4 percent, or $34 , less lor auto insurance in 
2000 (one full year alter its flex-rating law began) com pared  to 1998 ($732.53 in 2000 vs. 
$766.23 in 1998).' lliis post-flex premium dropped to the same level seen three years 
earlier, in I*>97.

• During the four-year period before flex rating (1995 -  190S), the state 's average personal 
auto loss ratio was 80.6 percent of premiums After Ilex-rating (2000 - 2003), it tell nearly 
12 percentage points, down to 6X 7 percent Again, because rates can now he adjusted more 
quickly to reflect changing losses, the loss ratios are more in line with those projected. This 
resulted in the decline in average premium for die s ta le 's  drivers.

• Smute National Assignation ol Insurance tnnumssioncr.x
'  Source: National Association ol Insurance I 'omnnssioners. Shih .•Wvo/ilv  l:\jir in litia o  <S f'i< iminii\ 

fa r  I 'm o n a l  Aufu/fiatui' InMirurn r
1 Source: National Association of Insurance Coiniiiissioiicis

Property Casually Itiwro ‘ssoeiation o] America
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• Prior to Hex-rating, the personal auto residual market in South Carolina was extremely 
problematic. The proportion of drivers in this group was one o f  the highest in the nation, 
representing between 29 percent to 38 percent o f  (lie s ta le’s entire insured population before 
the law was changed. This is in comparison to an average countrywide penetration of about 
2 to 3 percent. After the 1999 change in rating law, South Carolina’s residual market 
population dropped down to 8 percent during the year and is now less than 1 percent of the 
insured population. In contrast, its voluntary market grew about 75 percent, from a 
population of 1.6 million insured cars in 1996 to 2.8 million insured cars in 2002.7 'I'tie 
largest increases in the voluntary market took place over the last three years after the 
conversion to (lex-rating (see Figure 2), showing that the competitive market here is indeed 
working now.

f igu re  2 
South Carolina 

Positive MTeeLs o f Flex-Rating 
Trench in  YohinUry and Residual Market

(Million L isu ivdC ars)  (IVrivnll

5(1

■Id

I iVolnntnrv Kesitkial

S im l iv : \ l l ’.SO

New York
Like South Carolina, one positive outcome of a conversion lo ilcx-iating from prior approval is 
the growth in the num ber o f  personal auto writers in New York. Liguie 3 illustrates iliis trend 
from 1993 to 2003. When Ilex-rating went into effect in 1995, there was an increase o f 7 percent 
m the num ber o f  insurers (230 insurers in 1995 compared to 215 the previous year), Ihe level 
continued to grow, accelerating to 276 insurers live years later. However, the New York Ilex 
rating law sunset in 2001, and what resulted after its dissolution was an immediate reduction in 
auto insurers. The num ber o f writers dropped steadily a l te r  Ilex-rating was removed. Iroin a 
high of 270 writers prior to the sunset down to 2(>2 writcis now.

' Nihji lc: Automobile Insurance I ’Ions Sei vice O ltke

Property Casually Insurers Association of America
March l,2C'*5
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f igure3
T ren d  in  N ew  York Personal A u to  Insurers  

A fter H ex-R atin g  W ent in to  Effect 
and A fter  F le.\-R ating S u u se!

1973 1994 1995 1990 1997 1998 1999 20110 2001 2002 2007

Sun rev: NAIL

Another observed benefit is that the average personal auto prem ium  lor New York slowed down 
after its new system was implemented. Figure 4 illustrates the change in average premium 
between New York for a consistent period o f  time before and a lter  its Ilex-rating plan went into 
effect. T h e  periods selected are 1989 -  1994 before flex and 1996 -  2001 after Ilex. Prior to 
Hex, the average premium rose 28.8 percent from 1989 to 1994. During the same length o f  time, 
hut post enactment o f  its new rating law (1996 -  2001), the prem ium  experienced only a 2.4 
percent increase.8 This is because certain rates were allowed to change more rapidly to more 
accurately reflect the trends in loss experience, resulting in less volatile iate revisions than under 
a prior approval system.

Souiee: National Association o f Insurance Commissioners. Stoir Avt niffi lw/u lulttiih s A /Vrmi/i/m 
for l\ rsoiutl Automotive tnsuiunvv

Pmpcily C’asualiy Insurers Association of America
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F igu re 4 
N ew  Y ork

Five-Y ear Personal A u to  P rem iu m  G row th  
Itcfore and A lter  F lex -R a tin g

Ilcfore Flex 
(J9X9-1994)

Alter Flex 
(1996-2001)

Source: NAIC

The reduced change in average premium growth for New York after flex-rating took place is 
supported by the fact that the loss ratio also went down. T h e  loss ratio declined after the change 
in law because more filings were approved more rapidly under this system, permitting the losses 
relative to the premiums to be closer to what was projected. Having an actual loss ratio closer to 
the projected amount means a greater likelihood for anticipated profitability results and less need 
for future rate increases for customers.

The following illustration shows the average personal auto loss ratios before and alter New 
Y ork 's  Hex-rating effective date. Again, the periods exam ined, before Ilex and alter Ilex, arc 
respectively 19 8 9 -  1994 and 19 %  -  2 0 0 1'* (see Figure 5).

" Sotucc: National Association ol Insurance Commissioueis, U e / io r i  on Profitubility by Hue and hv Stole. 
NAIC u s e s  a simple arithmetic average tu generate mean I >ss ratios over time,

IVopeity Casualty Insurers Association of America
March 1, 2U05
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Figure 5 
N ew  York  

A verage Personal A u lo  Loss R atios 
B efore and A fter F lex-R atin g
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During the period prior to New York’s Hex-rating law, the average loss ratio was 0.720 (i.e., 
72.0% of earned premiums). Alter the new law went into effect, the loss ratio  for the same 
length of time dropped to 67.4 percent, a reduction o f  nearly 5 points. This decline in loss ratio 
stemmed from insurers’ being able to adjust their rates on a more timely basis to more accurately 
reflect losses under Hex-rating. And lower loss ratios mean lower premium increases.

Comparison o f  Average Premiums By Rating Law
Rate regulatory systems generally fall into two categories: “ prior approval" and “open 
competition” (or “competitive rating”). Competitive rating is the more efficient method o f  
setting insurance rales because il is self-adjusting. Insurers are belter able lo respond to current 
loss trends and greater innovation is encouraged. Open com petition creates an environment that 
permits a more responsive and substantial expansion o f  coverage availability. If insurers set 
rates loo high or too low, the market adjusts to drive rales to the competitive level. In addition, 
innovation will he stimulated, thus making a wider variety o f  product, price and service 
combinations available to consumers.

Rate levels are also found to be lower in competitive rating stales than in states with prior 
approval laws. Presented in Table 5 are the 2002 average personal auto premiums, separated 
between groups of non-competitive prior approval states (including slate-made and bureau- 
made), flex-rating and open competition states that fell under these categories during that year.

lie fore Hex 

(1989-1904)

A f te r Hex 

(1996-2001)

NA IC

P lu p e i ly  C a su a lty  Insurers A s so c ia t io n  o f  A m e r ic a
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T a b le  5
A v erage  Person a l  A u to  In su ra n c e  P r e m iu m s  -  2002 

____________ C o m p ar iso n  o f  R a ting  L aw s_____________

■i =

G ro u p  o f  S ta tes  by 
T y pe  o f R a ting  Law

Prior Approval (incl. State- and Bureau-Made)
Flex-Rating

A n n u a l  
A v e ra g e  P re m iu m

$940.63
$862.00

Open Competition $826.01
Prior Approval: AL, AK, C/1, DE, GA, HI, LA, MA, MS, NE, NV. NJ, NM, NY, NC, ND, OK, TN, 

WA, aiul WV 
Flex-Rating: KY, PA, SC, TX
Open Competition: AZ, AR, CO, DC, FL, ID, IL, IN, IA, KS, ME, MD, Ml. MN, MO, MT, NH, OH, 

OR, RI, SD, UT, VT, VA, Wl, and WY 
Connecticut is not included in any group because its liability rates are subject to prior approval 
and its physical damage rates are subject lo open competition.___________________________________

Source: PCI, based on data compiled by the National Association o f  Insurance Commissioners

As a group, the states with non-compciitive prior approval laws and state- and bureau-made rates 
have a higher average personal auto premium than states with more competitive rating laws. The 
auto premium is 9 percent higher than flex-rating states ($940.63 vs. $862.00) and 14 percent 
higher than open competition states ($940.63 vs. $826.01). O f  course, it must be noted that other 
factors contribute to the level o f  premiums as well, the most important being the amount o f  
insured losses that occur. This comparison nevertheless shows that in states where insurers are 
allowed to operate more competitively, their customers have more affordable insurance.

S tu d i e s  D is c u s s in g  th e  B ene f i ts  oi O p e n  C o m p e t i t i o n
'I he subject o f  insurance rate regulation has been one of great interest over the last thirty years 
Regulators and other governmental bodies, insurers, academicians, and economists all have 
conducted in-depth research to examine the different regulatory approaches. They conclude that 
an open competition rating law provides more benefits to both insurers and the public than does a 
non-competitive prior approval law. Findings from several studies or cases are cited below:

• “A review o f the particular alternatives (to the competitive rating law), especially a return to
prior approval, indicates that these problems would be made worse, not better, by the

i. ■ I ” 10alternative approaches.

• "If  consumers in competitive rate states fare as well or better than they did in ‘non­
com petitive’ rate states, there appeals to be no empirical economic justification for the
regulation o f automobile insurance rates by regulatory authorities, especially when

111 Source: Stale of New York Insurance Depailiiicnt. Ihe  Open R uling  lutw  and  Property 1 lability 
InM ihince: Alt Evaluation oj Insurance Price Regulation. 1 ‘>77

I’ro p e iiv  C a s u a lly  Insurers A s so c ia t io n  o f A m e r ic a
March 1.2 6 0 5
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• ‘‘.. .prior approval regulation of rates entails direct and indirect costs and serves no useful 
purpose in modern, competitively structured insurance markets. Rather, the insurance- 
buying public would benefit from deregulation o f  ra tes ."12

• Justice Black stated that the philosophy o f a less regulated m arket.. . .
“rests on the premise that the unrestrained interactions o f  com petitive forces will 
yield the best allocation o f our economic resources, and lowest prices, the highest 
quality and the greatest material progress, while at the same time providing an 
environment conducive to the preservation o f our democratic, political and social 
institutions.” 1'

considering the costs of regulating rates.” 11

The Property Casually Insurers Association o f  America (PCI) is a trade association consisting o f  
more than 1,000 insurers o f  all sizes ami types, and representing 38 percent o f  the total 
prapcrlWcasualls insurance business and IX percent o f the personal auto business in the nation.

11 Source. Witt. Robert C. and Miller, Ilarrv. P si's Review. Vol. SJ, No. .S’. Dee. 1980. "Is Auto 
Insurance Rate Regulation Necessary'’r

12 Harrington, Scott li. Alii-Brookings Joint ( ‘enter for Regulatory Studies; Insurance Deregulation and  
the Public Interest. 2000

"  Northern Pacific R Co. r.\ U nited Slates 35b U.S. I ( PJ5S)
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FISCAL  NOTE

2005 L E G IS L A T IV E  SESSION Bill Version: HB217
(H) Publish Date: -1/26/05

STATE OF ALASKA Fiscal Note Number: J______

Revision Date/T im e (Note if correction):_________________________  _ Dept. A ffected:___________________________
Title Full & True Value of Taxable______________________ RDU Comm Assist & Ec Dev (405)
________________Municipa l Properly_______________________________ Component Community Advocacy_______
Sponsor Harris____________________________________________ _____________________________
Requester House Community & Regional Affa irs_____________ Component No. 2703

Expenditures/Revenues_____________________________ (Thousands of Dollars)_____________
Note: Amounts do not include inflation unless otherw ise noted below.
OPERATING EXPENDITURES FY 200G FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

Persona! Services 
Travel 
Contractua l 
Supplies 
Equipment 
Land & Structures 
Grants & C laims 
M iscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAP ITA L EXPENDITURES

ICHANGE IN REVENUES ( )

FUND S O U R C E _____________________________________________(Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mer tal Health
O ther (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

E s tim a te o f any cu rre n t yea r (FY2005) c o s t: 0 0
Check th is box (X) if fu n d in g  fo r- th is b ill is in c lu d e d in the G ove rn o r 's FY 200G budge t p ro p o sa l: 

POSITIONS
Full-time
Part-time
Temporary

ANA LYS IS : (Attach a scpaioto tunic il n ecess ity )

This legislation affects the full value determination with respect to two different scenarios. First, it clarifies 
that if an area is detached from a municipality, the full arid true value of the municipality, from which the 
area detached, will exclude the value that existed for the two years preceding Ihe detachment. This is 
necessary due to existing statutes which, require local contribution for schools based upon the value 
determined "as of January 1 of Ihe second preceding fiscal year." In other words, the full value determined 
ttiis year (2005) would not be used for a municipality's local education requirement for two more years 
(2007). Therefore, when ar. area is detached, it should not be ttiis year's value that is used, but the value 
as of two years ago. Ttiis po-tion of the legislation has no fiscal impact to the division.

Prepared by: M ichael Black, Director  Phono 007.2G94578
D ivis ion Community Advocacy D a tu /T im o -1/13/05 3.08 PM

Approved by: Edgar Blatchford, Comm issioner_______________________________  Date -1/13/2006
Agency Commerce. Community, and Econom ic Development___________

lilt ..--oil V.'XiVM Cl.-L'l Page 1 of 2



FISCAL NOTE #1

ANALYSIS CONTINUATION

Second, this legislation requires that the full value determination within an area that is a sunool district, 
exclude the value o; properly assessed under AS 43.56, if the municipality does riot levv property lax. 
Property taxed under AS 43,56 refers to oil and gas property (such as the TAPS pipeline nd pump 
stations along the pipeline). This property is assessed by Ihe Department ol Revenue, which levies a 20 
mill tax against the property. A municipality that levies a tax under AS 29.45 may also levy the same rate 
of tax against the pipeline that it levies against local property (such as residences, offices and all other 
property.) The total of all property (AS 29.45 property and AS 43.56 property) is included in the full value 
determination and consequently, the entire amount is used in the calculation for the local contribution to 
education. If an area does nol levy a local properly lax, thiu area would receive no direct tax revenue from 
the oil and gas properly, while the the division would be required to include that value in the full value 
deieimination. The inclusion of AS 43.5G property values could compel a municipality to levy a property 
lax in order lo obtain enough revenue that the extra value will require (or the local education contribution. 
By excluding this value in the first place, if a local tax is not levied, a municipality is not required to raise 
substantially more revenues to cover this additional valuation. It also allows the state to retain the tax 
revenue generated from the state 20 mill property tax.

There is no fiscal impact to this division by the passage of this legislation. However, without this 
legislation, it is possible state vpnue will decline in the future if boroughs do form along the TAP's 
pipeline corridor and are force ... >to levying a property tax rather than another form of revenue generation 
such as a local sales tax.

STATE OF ALASKA BILL NO. HB 217__________
2005 LEGISLATIVE SESSION

Page 2 of 2



Alaska State Legislature
Session: (Jw i-M ny l 
Si,iic C .ip iio l, Room 268 
Juneau. AK 99801-11X2 
(907) 465-4859 
Fax (907)465-3799

Interim (June-DecI 
716 Wcsi -lili Avenue. Suite 3(H) 

Anchorage, AK 99501 -2 133 
(907)269-0129 

Fax (907)269-0128

John Harris
S p e a k e r  o f  t h e  H o u s e

Sponsor Statement 
H B  2 1 7  - D e t e r m i n a t i o n  o f  f u l l  a n d  t r u e  v a l u e  o f  t a x a b l e  m u n i c i p a l  
p r o p e r t y  f o r  t h e  p u r p o s e s  o f  c a l c u l a t i n g  f u n d i n g  f o r  e d u c a t i o n  a n d  

c e r t a i n  o t h e r  p r o g r a m s

U n d ercu rren t  law, organized cities that are school districts and boroughs are required to 
make financial contributions in support o f  their schools. Those contributions are based on 
the value of the taxable property within the borough boundaries. These  municipalities are 
required to contribute the equivalent o f  a 4-mill tax on the full and true value o f  all 
taxable property within their municipal boundaries.

The full and true value o f a municipality includes values o f  all taxable real and personal 
property, which includes properties such as, oil and gas properties, residential and 
commercial property, farms and  recreational property.

I IB 217 does not force municipalities into levying a property tax to generate local 
revenue for school contribution by including the value o f  oil and gas properties in the full 
value determination. It excludes the value for oil and gas unless the municipality chooses 
to levy a property tax. This accom plishes two f ' in g s .  First, it allows the municipality lo 
choose the method o f raising revenues. Without the high value of oil and gas, a 
municipality may chose o ther m ethods o f  raising revenues, such as a sales tax. Second, it 
allows the state to keep the 20 mills levied against all oil and gas property. If a 
m unicipality is forced to levy a property tax, the tax levied against the oil and gas 
properly is deducted from the revenues the State o f  Alaska should receive, This is a win- 
win situation for both the municipalities and the state.



C o m m e n t s  o n  H B  2 1 7  
F u l l  a n d  T r u e  V a l u e  o f  T a x a b l e  M u n i c i p a l  P r o p e r t y  

Sieve Van Sant, State Assessor 
Alaska Department o f  Comm erce

This legislation affects the full value determination with respect to two different scenarios. First, 
it clarifies that if an area is detached from a municipality, the full and true value o f the 
municipality, from which the area detached, will exclude the value that existed  for the two years 
preceding the detachment. This is necessary due to existing statutes which, require local 
contribution for schools based upon the value determ ined “as o f  January  I o f  the second 
preceding fiscal year.” In other words, the full value determined this year (2005J would not be 
used for a municipality’s local education requirement for two more years (2007). Therefore, 
when an area is detached, it should not be this y ear’s value that is used, but the value as o f  two 
years ago. This portion o f the legislation has no fiscal impact to o ar  Division.

Second, this legislation requires that the full value determination within an area that is a school 
district, exclude the value o f  property assessed under AS 43.56, if the m unicipality  does not levy 
a property tax. Property taxed under AS 43.56 refers to oil and gas property  (such as the TAPS 
pipeline and pum p stations along the pipeline). This property is assessed by the Department of 
Revenue, which levies a 20 mill tax against the property. A municipality that levies a tax under 
AS 29.45 may also levy the same rate of tax against the pipeline that it levies against local 
property (such as residences, offices and all other property.) The total of all properly (AS 29.45 
property and AS 43.56 property) is included in the full value determination and consequently, the 
entire amount is used in the calculation for the local contribution to education. However, this 
approach does not make much sense if an area does not levy a local property tax. This area 
would receive no direct tax revenue from the oil and gas property, however, we are required to 
include that value in the full value determination. The inclusion o f AS 43 .56  property values 
almost forces a municipality to levy a property tax in order to obtain enough revenue that the 
extra value will require for the local education contribution. By excluding this value in the first 
place, if a local lax is not levied, a municipality is not required to raise substantially more 
revenues to cover this additional valuation. It also allows the state to retain the tax revenue 
generated from the slate 20 mill property tax.

There is no fiscal impact to this Division by the passage o f  this legislation. However, without 
this legislation, it is possible state revenue will decline in the future if boroughs do form along 
the T A P ’s pipeline corridor and are forced into levying a property tax rather than another form of 
revenue generation such as a local sales tax.
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C i t y  o f  D e l t a  J m i c t i o n

P.O. Box 229. D*#a Junction. Alaska 99737 
Fh 907*15-4656 Fax 907*95-4375 
www.ct.dalks-JuncHon.ak.ut 
dty*cLd»lfa-juncHoa.ok.ut

W e l c o m e  t o  t h e  

F r i e n d l y  F r o n t i e r

March 8 ,2005

Representative John Harris 
State Capitol 
Juneau, Alaska 99801 Via Fax# (907) 465-3799

Dear Representative Harris,

This letter serves as a request for assistance with legislation concerning local contributions for educational 
services. As you know, the issue o f  a  possible borough in the Delta region is currently under review. One issue

property covered by A.S. 43.56 (oil and gas properties). As you arc aware, any tax on oil and property is not 
added to the existing state lax, but instead simply deducted from the amount the state receives.

According to the state, in the Delta region there is approximately $217 million worth o f  oil and gas properties and

would need to al least raise $1.4 million for educational services out o f  which $800 000 would come from the 
state’s coffers.

Regardless o f  when a borough is organized in the region, the residents will seek as many options ns possible to 
raise revenues. In light o f  the substantial value o f  the TAPS property within the Delta region, the residents may 
be unnecessarily forced to impose a property tax that in effect takes funds from the state o f  Alaska.

A better approach that benefits both the state and local residents would be an arrangement in which i f  a 
municipality with A.S. 43.56 properties chooses to not raise revenues through a property tax, that it must pay a 
four mill equivalency on only non-oil and gas properties. Such Language could read as follows:

...la m a k J ig  the d e te rm in a t io n  for a m o i lc lp a l i ty  th a t  la a school d is tr ic t  o r  fo r  a cltv th a t  b  within a 
b o r q u r t  » c k w t  d i s t r i c t  the  xascsacd value o f  p ro p e r ty  taxable  a i d e r  AS 43-56 shall  be e ic lu d e d  I[js 
m aalc lp a l  t a i  Is no t levied u n d e r  AS 29.45.080 ia th a t  ichool d is tric t.

Your help on these matters is greatly appreciated.

o f  concern is the requirement that a borough pay a four-mill equivalency o f  the value o f  all property including

somewhere close to another $150 million worth o f  residential and commercial property. This means a borough

Sincerely,

Thomas “Roy” Gilbertson 
Muyor

Cc: PeteFcllmon Via Fax# (907) 895-5017

http://www.ct.dalks-JuncHon.ak.ut


March 29. 2005

Rep. John Harris 
State Capitol Room 20S 
Juneau, AK 99801-1182

RE: HB 217

Dear Representative Harris,

This letter serves as a request for assistance with 1113 217 concerning local contributions 
for educational services. As you know, the issue of a possible borough in the Delta 
region is currently under review. One issue o f concern is the requirement that a borough 
pay a four m ill equivalency of the value o f all property including property covered by 
A.S. 43.56 (oil and gas properties). Any local tax on oil and gas property is not added to 
the existing state tax, but instead is deducted from the amount the state receives.

I IB 217 would not require a borough to contribute four mills of the value of A.S. 43.56 
properties if such a borough does not institute a property tax system.

Regardless o f when a borough is organized in the region, the Della residents seek as 
many options as possible to raise revenues. In light o f the substantial value o f the TAPS 
property within the Delta region, the residents may be unnecessarily forced lo impose a 
property tax tha t1 1 effect takes funds from the state o f Alaska. Again. IIB 217 would 
allow fora logical and cost saving option that would benefit both the state and local 
izovernment.

Your help on these matters is greatly appreciated.

Smcerelv,

.ion



U ppe r Tanana B o ro u g h V a lu a tio n S um m a ry Page

Est. 50% complete as ot 1-1-2005

75 Wiles ® S1.9 million per rnllo plus 1 pump station (9) al S52 million (P.S. 10 zero SS)

Education-Local Funding Requirement
Total Upper Tanana Basin  Borough (S577,162,500) 

_Local Contribution Requirement_____________________________S2,308,650
(TOK A rea)  Alaska Gateway REAA 

Tok  C o m m e rc ia l S 10,652 ,900
Delta/Greely R E A A  w/o p ipeline 

Local Contribution Requirement
(S307,078,000) 

S1.228,312
T ok R e s id e n t ia l  
P e r s o n a l  P r o p e r ty

S
s

40 ,331 ,900
7,648 ,700

Delta/Greely R E A A  with p ipe line 
Local Contribution Requirement

(S501,578,000) 
$2,006,312

Sub-Total (T ok  A rea )  Alaska Gateway REAA $ 58,633,500

Chickcn/Mentasta/Tanacross
Northway/Tetlin

s 4,951,000 A la ska  Gateway R E A A  w/o V illages 
Lcjcal Contribution Requirement

(S58.633.500)

$234,534

Eagle s 12,000,000 A laska  Gatew ay R E A A  w/o V illages A Eng le (S75.584.500)

Total (T ok  A rea )  Alaska Gateway REAA $ 75,584,500 Local Contribution Requirement S302.338

Total Value of Proposed S 577,162,500
Upper Tanana Basin Model Borough

Valuations Estimates 
(DELTA A rea) Delta/Greely REAA 

Delta C o m m e ic i a l  S 24 ,483 ,300
Delta R e s id e n t ia l  S 131 ,514 ,100
P e r s o n a l  P r o p e r ty __________________________________________S______ 26,080 ,600

Sub-Total Delta/Greely (Area)REAA $ 182,078,000

Pogo Mine S 125,000,000
AS 43.56 Prop. S 194,500,000

Total Delta/Greely (Area) REAA $ 501,578,000



Local Boundary Commission Report to the First Session of the Twenty-Fourth Alaska State Legislature

4 . E l im in a t e  t h e  N e c e s s i t y  
T h a t  B o r o u g h s  E n c o m p a s s i n g  
t h e  T r a n s - A l a s k a  O il  P i p e l i n e  
M u s t  I m p o s e  P r o p e r t y  T a x e s .

Under current law, organized boroughs 
are required to make financial contri­
butions in support of their schools. The 
contributions are based on the value 
of taxable property within the borough. 
Each borough must con tribu te the 
equivalent of a 4-m ill tax on the full 
and true value o f taxable property 
w ith in the borough foo t to exceed 
45 percent of the educational "basic 
need" for the borough school distric t).

The full and true value o f a borough 
includes all oil and gas exploration, de­
velopment, and transportation prop­
erty within the borough assessed by 
the Department of Revenue (DOR) 
under AS 43.56. The State of Alaska 
levies a 20-mill 
property tax on 
the value of that 
p ro p e r ty  and 
cred its the oil 
companies fo r 
taxes paid to a 
borough or city.

Given the cur­
rent law, unor­
ganized regions 
encompassing 
s ig n if ic a n t oil 
and gas explo­
ration, develop­
m en t, and 
tra n spo rta tio n

properties would, upon borough incor­
poration, be faced with the prospect 
of substantial local contributions when 
calculating the ir 4-m ill tax in support 
of schools. Consequently, the areas 
would likely have no practical alterna­
tive means of generating the required 
local contribution except through the 
levy of property taxes. The practical 
necessity of levying a property tax 
under such circumstances is a disin­
centive for borough formation because 
residents of unorganized areas gen­
erally seem to least prefer a property 
tax than any other type of local tax 
imposed on the general population. 
Four of the sixteen organized boroughs 
in Alaska do not levy property taxes.

The benefit to the State from the 
higher contributions resulting from the 
inclusion of the value of the oil and

Page 126 Jan u a ry  2005



Local Boundary Commission Report to the First Session of the Twenty-Fourth Alaska State Legislature

gas property, of course, would be di­
rectly offset by reductions in State 
revenues from the State's 20-m ill a d  
v a l o r e m  property tax on the property 
in question. Thus, the amendment 
proposed here would have no fiscal 
impact on the State.

In reality, the State would likely be 
better off from a fiscal standpoint by 
such an exemption so long as local 
government property taxes were not 
levied on any oil and gas property 
within the borough. Doing so would 
insulate the State's 20-m ill property 
tax from all fiscal impacts relating to 
a new borough, not ju s t those associ­
ated with the borough's required local 
contribution for schools.

Such a provision would reduce impedi­
ments to borough formation in the Up­
per Tanana Basin, Copper River Basin, 
Yukon-Koyukuk region, and the Yukon 
Flats region. The LBC emphasizes that 
t h \ option would not preclude a bor­
ough government from levying prop­
erty taxes in a region with substantial 
oil and gas properties. It simply would 
not make it a practical requirement.

In 2001, the Alaska Senate adopted 
Senate Bill No. 4S (CS for Senate Bill 
No. 48(FIN) am), which included the 
identical provision recommerded here. 
Because of other provisions in the bill, 
however, the legislation was not ap­
proved by the House. Section 2 of

Senate Bill No. 48 provided as follows 
(underlined bold text reflects the ad­
ditional language):

AS 14.17.510(a) is amended to 
read:

(a) To determine the amount 
of required local con tribu tion 
under AS 14.17.410(b)(2) and 
to aid the department and the 
legislature in planning, the De­
pa rtm en t of Commun ity and 
Economic Development, in con­
sultation with the assessor for 
each district in a city or borough, 
shall determ ine the full and true 
value of the taxable real and 
personal property in each dis­
tric t in a city or borough. If there 
is no local assessor or current 
local assessment fo r a city or 
borough school district, then the 
Department of Community and 
Economic Deve lopm ent shall 
make the determ ination of full 
and true value from information 
available. In making the deter­
m ina tion , the Departm en t of 
Community and Economic De­
velopment shall be guided by 
AS 29.45.110. H ow eve r, the 
fu ll and tru e va lue o f ta xa b le 
rea l and pe rsona l p ro p e rty in 
any area de tached sha ll be 
exc luded from  th e d e te rm i- 
natian_Q .f th e fu l l a n c L tru e  
v a lu e  o f th e  m u n ic ip a l i t y
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from  w h ich th e p ro p e r ty was 
de ta ched fo r th e .tw o .y e a rs 
im m e d ia te ly  p re ce d in g th e 
e ffe c t iv e  da te p f th e d e ta ch t 
m e n t . . A lso , in m a k ii i f l - th e  
d e te rm in a t io n  fo r a m u n ic i­
p a lity  th a t is a schoo l d is tr ic t 
o r fo r a c ity  th a t is w ith in  a 
b o ro ugh schoo l d is tr ic ts t he 
assessed va lu e o f p ro p e r ty  
ta xa b le unde r AS 43 ,56 sha ll 
be e x c lu d e d i f a m u n ic ip a l 
ta x  is n o t le v ie d  u n d e r 
AS 29.45.Q8Q in th a t schoo l 
d is tr ic t . The determ ination of 
full and true value shall be made 
by October 1 and sent by certi­
fied m a il, re tu rn rece ip t re ­
quested, on or before that date 
to the president of the school 
board in each city or borough 
school district. Duplicate cop­
ies shall be sent to the commis­
sioner. The governing body of 
a city or borough that is a school 
d istric t may obtain judicia l re­
view of the determ ination. The 
superior court may modify the 
de te rm ina tion o f the Depart­
ment o f Community and Eco­
nomic Development only upon 
a finding of abuse of discretion 
or upon a finding that there is 
no substantial evidence to sup­
port the determ ination.

5 .  E x t e n d  M u n ic ip a l  L a n d  
G r a n t s  f o r  A n n e x a t i o n s  a n d  
C o n s id e r  I n c r e a s e s  in  E n t i t l e ­
m e n t s .

Under current law, a borough incor­
porated after July 1, 1978, is entitled 
to ten percent of the vacant, unappro­
priated, unreserved state lands within 
its boundaries. To encourage borough 
annexations, it is suggested tha t the 
same grants be given for any area 
annexed to an existing borough.

The Alaska Municipal League endorses 
m unic ipa l land en tit lem en ts as a 
means to promote annexation to bor­
oughs. The League's formal position 
on the matter is set out below:

The League supports legislative 
changes to en titlem en t lands 
provisions to encourage existing 
municipa lities to provide ser­
vices to portions of the unorga­
n ized bo rough th ro u g h 
annexation.

Alaska Municipal League, 2 0 0 5  P o l i c y  

S t a t e m e n t , Part II1-E-3.

The prospect of increasing land entitle­
ments to existing and future boroughs 
should also be explored as fu rthe r in­
centive for the extension of borough 
government.

Page 128 January 2005



550 W est  S ev en th  A venue, Suite 1770 • A nchorage , AK 99501 
Telephone: 907-269-4560 • Fax: 907-269-4539

APR 1 8 2005

April 15, 2005

The Honorable Bill Thomas 
Co-Chair
Community and Regional Affairs Committee 
Alaska State House of Representatives 
Alaska State Capitol, Room 428 
Juneau, Alaska 99801-1182

The Honorable Kurt Olson 
Co-Chair
Community and Regional Affairs Committee 
Alaska State House of Representatives 
Alaska State Capitol, Room 110 
Juneau, Alaska 99801-1182

Re: House Bill Number 217

Dear Representatives Thomas and Olson:

This is lo advise you that the Local Boundary Commission has, by unanimous vote, endorsed 
House Bill 217, "An Act relating to the determination of full and true value of taxable municipal 
properly for purposes of calculating funding for education and certain other programs."

The objectives of House Bill 217 coincide with recommendations presented by the Commission 
to the Legislature as ways in which the State can create incentives for voluntary incorporation of 
boroughs, Details of the Commission's views on this particular issue are expressed on pages 
126 -  128 of the Report o f the Alaska Local Boundary Commission to the First Session o f the 
Twenty-Fourth Alaska State Legislature. To facilitate matters, a copy of those pages is 
enclosed.

Please accept this letter and the enclosure as written testimony on the bill.

pages 126 - 128, LBC 2005 report to the Legislature
\

cc/eno: Members of the Local Boundary Commission
Edgar Blntchford, Commissioner. Department of Commerce, Community, and 

Economic Development

Sincerely,

Darroll Hargraves 
Chair

Enclosure:

Mombors Darroll Hargraves, Chair. Georgianna Zimmorte, First Judicial DiMncl; 
Robert Harchorok, Second Judicial District, Bob Micks, Third Judicial District 

Tony Nnkazawn. Fourth Judicial District
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4 . E l im in a t e  t h e  N e c e s s i t y  
T h a t  B o r o u g h s  E n c o m p a s s i n g  
t h e  T r a n s - A l a s k a  O il P i p e l i n e  
M u s t  I m p o s e  P r o p e r t y  T a x e s .

Under current law, organized boroughs 
are required to make financial contri­
butions in support of their schools. The 
contributions are based on the value 
of taxable property within the borough. 
Each borough must contribu te the 
equivalent of a 4-m ill tax on the full 
and true value o f taxable property 
w ith in the borough (no t to exceed 
45 percent of the educational "basic 
need" for the borough school district).

The full and true value of a borough 
includes all oil and gas exploration, de­
velopment, and transportation prop­
erty within the borough assessed by 
the Department of Revenue (DOR) 
under AS 43.56. The State of Alaska 
levies a 20-m ill 
property tax on 
the value of that 
p ro p e r ty and 
cred its the oil 
companies fo r 
taxes paid to a 
borough or city.

Given the cur­
rent law, unor­
ganized regions 
encompassing 
s ig n if ic a n t oil 
and gas explo­
ration, develop­
m en t, and 
tran spo rta tio n

properties would, upon borough incor­
poration, be faced with the prospect 
of substantial local contributions when 
calculating the ir 4-m ill tax in support 
of schools. Consequently, the areas 
would likely have no practical alterna­
tive means of generating the required 
local contribution except through the 
levy of property taxes. The practical 
necessity of levying a property tax 
under such circumstances is a disin­
centive for borough formation because 
residents of unorganized areas gen­
erally seem to least prefer a property 
tax than any other type o f local tax 
imposed on the general population. 
Four of the sixteen organized boroughs 
in Alaska do not levy property taxes.

The benefit to the State from the 
higher contributions resulting from the 
inclusion of the value of the oil and

Trans-Alaska Pipeline
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gas property, of course, would be di­
rectly offset by reductions in State 
revenues from the State's 20-m ill a d  
v a l o r e m  property tax on the property 
in question. Thus, the amendment 
proposed here would have no fiscal 
impact on the State.

In reality, the State would likely be 
better off from a fiscal standpoint by 
such an exemption so long as local 
government property taxes were not 
levied on any oil and gas property 
within the borough. Doing so would 
insulate the State's 20-m ill property 
tax from all fiscal impacts relating to 
a new borough, not ju s t those associ­
ated with the borough's required local 
contribution for schools.

Such a provision would reduce impedi­
ments to borough formation in the Up­
per Tanana Basin, Copper River Basin, 
Yukon-Koyukuk region, and the Yukon 
Flats region. The LBC emphasizes that 
this option would not preclude a bor­
ough government from levying prop­
erty taxes in a region with substantial 
oil and gas properties. I t simply would 
not make it a practical requirement.

In 2001, the Alaska Senate adopted 
Senate Bill Mo. 48 (CS for Senate Bill 
Mo. 48(FIN) am), which included the 
identical provision recommended here. 
Because of other provisions in the bill, 
however, the legislation was not ap­
proved by the House. Section 2 of

Senate Bill Mo. 48 provided as follows 
(underlined bold tex t reflects the ad­
ditional language):

AS 14.17.510(a) is amended to 
read:

(a) To determine the amount 
of required local con tribu tion 
unbar AS 14.17.410(b)(2) and 
to aid the department and the 
legislature in planning, the De­
pa rtm en t o f Commun ity and 
Economic Development, in con­
sultation with the assessor for 
each district in a city or borough, 
shall determ ine the full and true 
value o f the taxable real and 
personal property in each dis­
trict in a city or borough. I f there 
is no local assessor or current 
local assessment for a city or 
borough school district, then the 
Department o f Community and 
Economic Deve lopm ent shall 
make the determ ination of full 
and true value from information 
available. In making the deter­
m ina tion , the Departm en t o f 
Community and Economic De­
velopment shall be guided by 
AS 29.45.110. HQW .even.thfi 
fu ll and tru e  va lue o f ta xa b le 
real and persona l p ro p e r ty in 
any area de tached sha ll be 
exc luded from .th e . d e te rm i­
n a tio n , p f th e - fu l l .a n d  t rue 
v a lu e  o f th e  m u n ic ip a l i t y

Jan u a ry  2005 Page 127



Local Boundary Commission Report to the First Session of the Twenty-Fourth Alaska State Legislature

from  w h ich th e p rope rtv :w as 
de tached fo r th e tw o  years 
i m m e d ia te ly p re ce d in g th e 
e ffe c t iv e da te o f th e_delach- 
m en t. A lso , in m ak in g .the 
d e te rm in a t io n  fo r a m un ic i- 
p.ality_th at. is_a. schoo ld i s tr ic t 
o r fo r a c ity  th a t is w ith in  a 
bo ro ugh. schoo l d is t r ic t , th e 
assessed va lu e o f p ro p e r ty
ta x a b le u nde r AS .43,56 sha ll 
be exc lu de d i f a m un ic ip a l 
ta x _ is _ _ Q Q t. le v ie d  u n d e r 
AS-_25L45.ifl.8fl..in_that schoo l 
d is tr ic t . The determ ination of 
full and true value shall be made 
by October 1 and sent by certi­
fied mail, re tu rn rece ip t re ­
quested, on or before that date 
to the president o f the school 
board in each city or borough 
school district. Duplicate cop­
ies shall be sent to the commis­
sioner. The governing body of 
a city or borough tha t is a school 
d istric t may obtain judicial re­
view of the determ ination. The 
superior court may modify the 
dete rm ina tion o f the Depart­
ment of Community and Eco­
nomic Development only upon 
a finding o f abuse of discretion 
or upon a finding that ihere is 
no substantial evidence to sup­
port the determ ination.

5 . E x t e n d  M u n ic ip a l  L a n d  
G r a n t s  f o r  A n n e x a t i o n s  a n d  
C o n s id e r  I n c r e a s e s  in  E n t i t l e ­
m e n t s .

Under current law, a borough incor­
porated afte r July 1, 1978, is entitled 
to ten percent of the vacant, unappro­
priated, unreserved state lands within 
its boundaries. To encourage borough 
annexations, it is suggested that the 
same grants be given for any area 
annexed to an existing borough.

The Alaska Municipal League endorses 
m unic ipa l land en titlem en ts as a 
means to promote annexation to bor­
oughs. The League's formal position 
on the m atte r is set out below:

The League supports legislative 
changes to en titlem en t lands 
provisions to encourage existing 
municipa lities to provide ser­
vices to portions o f the unorga­
n ized bo rough th ro u g h 
annexation.

Alaska Municipal League, 2 0 0 5  P o l i c y  

S t a t e m e n t , Part III-E -3 .

The prospect of increasing land entitle­
ments to existing and future boroughs 
should also be explored as fu rthe r in­
centive for the extension of borough 
government.

Page 128 Ja n u a ry  2005







DATE: 5/6/05 FURTHER:

DATE TURNED 
IN TO OFFICE

SENATE FINANCE COMMITTEE RbHORT

REPORTED OUT
FEB 0 2 2006

SENATE FINANCE COMMITTEE

? - a M 3 0 0 l o

Finance Committee considered HOUSE BILL NO. 217(title am)

HB 217 FULL & TRUE VALUE OF TAXABLE MUNI PROP.
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IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-FOURTH LEGISLATURE - SECOND SESSION

BY T H E  SEN A TE FIN A N C E C O M M IT T E E

O ffered:
R eferred:

Sponsor(s): R E PR ESEN TA TIV E HARRIS

SENA TE CS FOR HOUSE BILL NO. 217(FIN)

A B IL L 

FOR AN ACT ENT ITLED 

An Act relating to the determination o f fu ll and true value of taxable municipal 

property fo r purposes o f provid ing planning assistance to the Department o f Education 

and Early Development and the legislature, calculating funding for education, 

calculating school d istric t partic ipating shares fo r school construction grants, and 

calculating tax resource equalization payments and excluding from that determ ination 

the value o f property in certain areas detached from a municipality and the value of 

certain property involved w ith oil and gas that is not taxed by a munic ipa lity ."

BE IT ENACTED BY TH E LEG ISLATURE OF THE S TA TE OF ALASKA :

9 

Id 

11 

12 

13

* Section 1. AS I *1.17.510(a) is amended to read:

(a) To determine the amount o f required local contribution under 

AS 14.17.410(b)(2) and to aid the department and the legislature in planning, the 

Department o f Commerce. Conununilx. and Economic Development, in consultation 

with the assessor for each district in a city or borough, shall determine the ltdl and true

-I*
iVi 'to Text Vnd ft l :m - t i [DELETED TEXT UMCKETED!

SC’S IIP 2l7(FIN)
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value o f the taxable real and personal property in each district in a city or borough. I f 

there is no local assessor or current local assessment for a city or borough school 

district, then the Department o f Commerce, Community, and Economic Development 

shall make the determination o f full and true value [FROM INFORMATION 

AV A II ABLE. IN MAKING THE DETERMINATION, THE DEPARTMENT OF 

COMMERCE. COMMUNITY. AND ECONOMIC DEVELOPMENT SMALL BE] 

guided by AS 29.45.110 and based on a determination of fu ll and true value made 

bv the state assessor at least even' two years using the best information available, 

including on-sitc inspections made by the state assessor in each of those districts 

at least once every four years. For purposes o f this subsection, the fu ll and true 

value o f taxable real and personal property in any area detached shall be 

excluded from the determination of the fu ll and true value of the municipality 

from which the property was detached for the two vcars immediately preceding 

the effective date o f the detachment. Also, in making the determ ination for a 

munic ipa lity that is a .school district, or for a citv that is w ith in a borough school 

d istric t, the assessed value of property taxable under AS 43.56 shall be excluded 

if a tax is not levied under AS 29.45.0iS0 bv the municipality that is the school 

d is tric t. The determination o f full and true value shall be made by October 1 and sent 

by certified mail, return receipt requested, on or before that date to the president o f the 

school board in each citv or borough school district. Duplicate copies shall be sent to 

the commissioner. The governing body o f a city or borough that is a school district 1 

ma> obtain judicial review' o f the determination. The superior court may modify the 

determination o f the Department o f Commerce. Community, and Economic 

Development only upon a Ending o f abuse o f discretion or upon a finding that there is 

ro substantial evidence to support the determination.

’S UK 217(1-IN) -2-
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F I S C A L  N O T E

STATE OF ALASKA
2006 LEGISLATIVE SESSION

R ev is io n  D a te /T im e (Note if correction): 
Title Full & True Value of Taxable

Fiscal Note Number: 
Bill Version:
() Publish Date:

REPORTED OUT
FEB 0 2 2006

SENATE FINANCE COMMITTEE

SCS HB217(FIN)

Commerce

Municipal Property

Dept Affected
; Dr
'Component Community Advocacy

Comm Assist & Ec Div (405)

Sponsor
Requester

Harris
Senate Finance Component No. 2703

E x p e n d i tu re s /R e v e n u e s (T hou sands  o f Do llars)

OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

84 0 84.0 84 0 84 0 84 0 84 0
85 8 5 85 85 85 85
25 2.5 2.5 25 25 25
1 0 1.0 1.0 1.0 1.0 1.0
25

TOTAL OPERATING 98.5 96.0 96.0 96.0 96.0 96.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES (

1002 Federal Receipts
1003 GF Match 
1034 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify 7ype-Do not abbreviate)

98 5 960 95.0 96 0 96 0 95.0

TOTAL 98.5 96.0 96.0 96.0 9C.3 96.0

E s t im a te  of a n y  c u r re n t  y e a r  (FY200G) c o s t :  0 0
Mark th i s  box  (X) if funding  for th is  bill is inc luded  In tho G o v e rn o r 's  FY 2C07 b u d g e t  p ro posa l :  

POSITIONS
Full-time 1 1 1 1 1 1
Part-time
Temporary

ANALYSIS: (Attach a  separate pnqe if necesiarvl

The legislation amends AS 14.17 510 to require the state assessor to visit each school district in which there 
is no local assessor to make a full and true value (FTV) determination once every two years and then update 
the FTV determination database It also requires on-site inspections in each of those districts at least once 
every four years Travel would be required to all remote organized cities and boroughs to accomplish this. 
Travel would also be required for proposed borough formations and value estimates for those areas One 
new assistant state assessor position would be required to implement these provisions

Prepared by Michael Black Director____________________________________ Phone 007 269 4578
Division Community A d v o c a c y  DalcTTimo 1/31(06 3 17 PM
Approved by Wiliam C Noll Commissioner______________________________ Palo 1/31/2006______
Agency Commerce. Community and Economic Development____________
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John Harris
Speake r o f (lie House

SPONSOR STATEMENT

House Hill 217 (title am):  “ An Act relating lo the de te rm ina t ion  of lull 
and  t rue  value of taxable municipal p roper ty  for  purposes  of providing 
planning assistance to the D epar tm ent  of  Educat ion  and  Early  
Development and  the legislature,  calculating funding for  education,  
calculating school district part ic ipating  shares  for school construction 
grants ,  and  calculat ing tax resource equalizat ion paym ents  and  
excluding from that de te rm ina t ion  the value of p roper ty  in cer ta in  a reas  
detached from a municipality  and  the value of cer ta in  p ro p e r ly  involved 
with the oil and  gas that is not taxed by a municipali ty ."

I luliT  a m e n t  la w .  o r g a n i z e d  c i t i e s  tha t  a r e  s c h o o l  d i s t r i c t s  a n d  b o r o u g h s  a re  i c t j u i i c d  to  
m a k e  I m a n c ia l  c o n t r i b u t i o n s  in s u p p o i t  o l th e i r  s c h o o l s .  T h o se  c o n t r i b u t i o n s  a re  b a s e d  o n  
th e  v a lu e  o l the  t a x a b le  p r o p e r ty  w i th in  th e  b o r o u g h  b o u n d a r i e s ,  l l i e s e  m u n i c i p a l i t i e s  a ie  
ie q u i r e d  lo  c o n t r i b u t e  th e  e q u i v a l e n t  o l a I m i l l  tax  o n  th e  lu l l  a n d  t i n e  v a lu e  o l all 
t a x a b le  p r o p e l ty  w i th in  th e i r  m u n ic ip a l  b o u n d a r ie s .

I lie lu ll a n d  t ru e  \ a l u e  o l  a m u n ic ip a l i t y  in c lu d e s  v a lu e s  o l a ll t a x a b l e  rea l  a n d  p v i s n i u l  
p r o p e r ly ,  w h ic h  i n c lu d e s  p ro p e r t i e s  s u c h  as ,  m l  a n d  g a s  p r o p e r t i e s ,  r e s u le n i i a l  a n d  
c o m m e i e i a l  p r o p e r ly ,  l a r m s  a n d  r e c i e a t i o n a l  p ro p e r ty .

l i l t  J 1 7 i lo e s  m u  lo r e e  m u n i c i p a l i t i e s  in to  l e v y in g  a p r o p e r ty  tax  to  g e n e i a t e  lo c a l  
iv x v n u e  to i s c h o o l  c o n i i i b u i i o n  In  in c lu d in g  th e  v a lu e  o t  o d  a n d  g a s  p r o p e r t i e s  in th e  lu l l  
v a lu e  d e t e r m i n a t i o n ,  ll e x c l u d e s  th e  v a lu e  foi o il  a n d  g a s  u n le s s  th e  m u n ic ip a l i t y  c h o o s e s  
lo  le v y  a p io p c i tv  t.ix I h is  a c c o m p l i s h e s  tw o  th i n g s  |-‘i i s i .  u a l l o w s  th e  m t im e ip a h t y  to  
c h o o s e  th e  m e t h o d  o l l a i s m g  r e v e n u e s .  W i th o u t  th e  h ig h  v a lu e  o l  o il  a n d  g a s ,  a 
m u n ic ip a l i t y  m a y  v h o s e  o lh e i  m e t h o d s  o l r .u s in g  l e v e n u e s ,  su c h  a s  a s a l e s  lax . S e c o n d ,  il 
a l l o w s  th e  s ta le  to  k e e p  th e  J i!  m i l l s  l e v ie d  a g a in s t  all o il  a m i  g a s  p i o p c i t v .  II a 
m u n ic ip a l i t y  is l o i c e d  to  l e w  a p ro p e r ty  ta x .  th e  tax le v ie d  a g a in s t  th e  o i l  a n d  g a s  
p ro p e r ty  is i l e i lu c te d  t i o m  tin* r e v e n u e s  ih e  S ia le  o |  A la s k a  s h o u l d  r e c e i v e  I h is  is a w in  
w hi s i tu a t io n  lo i b o th  th e  m u n i c i p a l i t i e s  a n d  th e  s ta te

V\wall (.lilil Mu\)
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Comments on HB 217 
Full and True Value of  Taxable Municipal Property 

Steve Van Sant. State Assessor 
Alaska Department of Commerce

This legislation affects the full value determination with respect to two different scenarios, First, 
it clarifies that if an area is detached from a municipality, the full and true value o f the 
municipality, from which the area detached, w ill exclude the value that existed for the two years 
preceding the detachment. This is necessary due to existing statutes which, require local 
contribution for schools based upon the value determined “ as of January I o f the second 
preceding fiscal year." In other words, the full value determined this year (2005) would not be 
used for a municipality’s local education requirement for two more years (2007). Therefore, 
when an area is detached, it should not be this year's value that is used, but the value as o f tut) 
years ago. This portion o f the legislation has no fiscal impact to our Division.

Second, this legislation requires that the full value determination within an area that is a school 
district, exclude the value ot property assessed under AS 43.56, if the municipality does not levy 
a property tax, Property taxed under AS 43.56 refers to oil and gas property (such as the TAPS 
pipeline and pump stations along the pipeline). This property is assessed by the Department of 
Revenue, which levies a 20 m ill tax against the property, A municipality that levies a tax under 
AS 29.45 may also levy the same rate of tax against the pipeline that it levies against local 
property (such as residences, offices and all other property.) I'lie total o f all property (AS 29.45 
property and AS 43.56 property) is included in the full value determination and consequently, the 
entire amount is used in the calculation for the local contribution to education. However, this 
approach does not make much sense if an area does not levy a local property tax. This area 
would receive no direct tax revenue from the oil and gas property, however, we arc required to 
include that value in the full value determination. The inclusion o f AS 43.56 property values 
almost forces a municipality to levy a property tax in order to obtain enough revenue that Ihe 
extra value w ill require for the local education contribution. By excluding this value m the lust 
place, it a local tax is not levied, a municipality is not required to raise substantially more 
revenues to cover this additional valuation. It also allows the state to retain the tax revenue 
generated from the state 20 m ill property tax.

There is no fiscal impact lo this Division by the passage of this legislation. However, without 
this legislation, it is possible state revenue w ill decline in the future if boroughs do form a lo n g  
the TAP's pipeline corridor and are forced into levying a property lax rather than another form o f 
revenue generation such as a local sales tax.
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April 15, 2005

The Honorable Bill Thomas 
Co-Chair
Community and Regional Affairs Committee 
Alaska State House of Representatives 
Alaska State Capitol, Room 428 
Juneau, Alaska 99801-1182

The Honorable Kurt Olson 
Co-Chair
Community and Regional Affairs Committee 
Alaska Stale House of Representatives 
Alaska State Capitol. Room 110 
Juneau, Alaska 99801-1182

Re: House Bill Number 217

Dear Representatives Thomas ar J Olson:

This is to advise you that the Local Boundary Commission has, by unanimous vote, endorsed 
House Bill 217, "An Act relating to the determination of full and true value of taxable municipal 
property for purposes of calculating funding for education and ceoain oilier programs."

The objectives of House Bill 217 coincide with recommendations presented by the Commission 
to the Legislature as ways in which the Stale can create incentives for voluntary incorporation of 
boroughs. Details of the Comm ssion's views on this particular issue are expressed on pages 
126 - 128 of the Report o f the Alaska Local Boundary Commission to the First Session of the 
Twenty-Fourth Alaska State Legislature. To facilitate matters, a copy of those pages is 
enclosed.

Please accept this letter and the enclosure as written testimony on Ihe bill

pages 126 128, LBC 2005 report to the Legislature

cc/enc: Members of the Local Boundary Commission
Fdgor Blatchford, Commissioner. Department of Commerce. Community, and 

Economic Development

Sincerely,

Darroll Hargraves 
Chair

Enclosure:

Membors D.trfnil li.it'jt.Ki", Chiln. Goutqunn.i /'mmeilii, Th-.I JiicIii ',il Dr,in I 
Holmrl IMfdmmk. Six otul Juilu ml Ottlm I Uoli II,, kv JImM Jii Ik ml Or.tn I 

Tufty N.ik.i.Mrt t Tmiflli Jut1ici.il Dlilntl
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4 .  E l i m i n a t e  t h e  N e c e s s i t y  

T h a t  B o r o u g h s  E n c o m p a s s i n g  

t h e  T r a n s - A l a s k a  O i l  P i p e l i n e  

M u s t  I m p o s e  P r o p e r t y  T a x e s .

Undercurrent law, organized boroughs 
are required to make financial contri­
butions in support of their schools. The 
contributions are based on the value 
of taxable property within the borough. 
Each borough must con tribu te the 
equivalent of a 4-m ill tax on the full 
and true value o f taxable property 
w ith in the borough (no t to exceed 
45 percent of the educational "basic 
need" for the borough school district).

The full and true value of a borough 
includes all oil and gas exploration, de­
velopment, and transportation prop­
erty within the borough assessed by 
the Department of Revenue (DOR) 
under AS 43.56. The State of Alaska 
levies a 20-m ill 
property tax on 
the value of that 
p ro p e rty and 
cred its the oil 
companies fo r 
taxes paid to a 
borough or city.

Given the cu r­
rent law, unor­
ganized regions 
encompassing 
s ig n if ic an t oil 
and gas explo­
ration develop­
m en t, and 
transpo rta tio n

properties would, upon borough incor­
poration, be faced with the prospect 
of substantial local contributions when 
calculating their 4-m ill tax in support 
of schools. Consequently, the areas 
would likely have no practical alte rna­
tive means of generating the required 
local contribution except through the 
levy of property taxes. The practical 
necessity of levying a property tax 
under such circumstances is a disin­
centive for borough formation because 
residents of unorganized areas gen­
erally seem to least prefer a property 
tax than any other type of local tax 
imposed on the general population. 
Four of the sixteen organized boroughs 
in Alaska do not levy property taxes.

The benefit to the S ta te from the 
higher contributions resulting from the 
inclusion of the value of the oil and

PilfJC l? fi Linu.iry ZOOS
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gas property, of course, would be di­
rectly offset by reductions in State 
revenues from the State's 20-m ill a d  
v a l o r e m  property tax on the property 
in question. Thus, the amendment 
proposed here would have no fiscal 
impact on the State.

In reality, the State would likely be 
better off from a fiscal standpoint by 
such an exemption so long as local 
government property taxes were not 
levied on any oil and gas property 
within the borough. Doing so would 
insulate the State's 20-m ill property 
tax from all fiscal impacts relating to 
a new borough, not ju s t those associ­
ated with the borough's required local 
contribution for schools.

Such a provision would reduce impedi­
ments to borough formation in the Up­
per Tanana Basin, Copper River Basin, 
Yukon-Koyukuk region, and the Yukon 
Flats region. The LBC emphasizes that 
this option would not preclude a bor­
ough government from levying prop­
erty taxes in a region w ith substantial 
oil anJ gas properties. It simply would 
not make it a practical requirement.

In 2001, the Alaska Senate adopted 
Senate Bill No. 48 (CS for Senate Bill 
No. 48(FIN) am), which included the 
identical provision recommended here. 
Because of o ther provisions in the bill, 
however, the legislation was not ap­
proved by the House. Section 2 of

Senate Bill No. 48 provided as follows 
(underlined bold text reflects the ad­
ditional language):

AS 14.17.510(a) is amended to 
read:

(a) To determ ine the amount 
of required local con tribu tion 
under AS 14.17 .410(b )(2 ) and 
to aid the department and the 
legislature in planning, the De­
pa rtm en t of C omm un ity and 
Economic Development, in con­
sultation w ith the assessor for 
each district in a city or borough, 
shall determ ine the full and true 
value of the taxab le real and 
persona! property in each dis­
trict in a city or borough. If there 
is no local assessor or current 
local assessment for a city or 
borough school district, then the 
Department of Community and 
Economic Deve lopm ent shall 
make the determ ination of full 
and true value from information 
available. In making the deter­
m ination, the Depa rtm en t of 
Community and Economic De­
velopment shall be guided by 
AS 29.45.110. H ow eve r, th e

anv area d e ta c hed sha ll k_e
tPCC luclcil_ fTO iii_ tlie_dcle iin i-
n a tio n o f th e f u ll ancl.-tr.U-g 
y_alj.te_pf ..the_m jj.D Ic ip a l i ty.
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from  w h ich the p ro p e rty was 
de tached fo r the iwo_y.eajr-£ 
im m e d ia te ly p re ce d in g the 
.e ffec tive da te o f th e de ta ch ­
m en t. A lso , in m ak ing the 
d e te rm in a t i on fo r a .m u n ic i-. 
pa litv  th a t is a schoo l d is tr ic t 
o r fo r a c ity  th a t is w ith in  a 
bo rough schoo l d is t r i c t  the 
assessed va lu e o f p ro p e r ty  
ta xab le unde r AS 4 3 .56 sha ll 
be e xc lu d e d if a m u n ic ip al 
ta x  is n o t le v ie d  u n d e r 
AS 29 .4 5 .0 80 in th a t schoo l 
d is tr ic t . The determ ination of 
full and true value shall be Iriade 
by October 1 and sent by certi­
fied mail, re tu rn rece ip t re ­
quested, on or before that date 
to the president of the school 
board in each city or borough 
school district. Duplicate cop­
ies shall be sent to the commis­
sioner. The governing body of 
a city or borough that is a school 
district may obtain judicial re­
view ol the determ ination. The 
superior court may modify the 
dete rm ina tion of the Depart­
ment ol Community and Eco­
nomic Development only upon 
a finding of abuse of discretion 
or upon a finding that there is 
no substantial evidence to sup- 
port the determ ination.

5 .  E x t e n d  M u n i c i p a l  L a n d  

G r a n t s  f o r  A n n e x a t i o n s  a n d  

C o n s i d e r  I n c r e a s e s  i n  E n t i t l e ­

m e n t s .

Under current law, a borough incor­
porated after July 1, 1978, is entitled 
to ten percent of the vacant, unappro­
priated, unreserved state lands within 
its boundaries. To encourage borough 
annexations, it is suggested tha t the 
same grants be given fo r any area 
annexed to an existing borough.

The Alaska Municipal League endorses 
munic ipa l land en tit lem en ts as a 
means to promote annexation to bor­
oughs. The League's formal position 
on the matter is set out below:

Tne League supports legislative 
changes to en titlem en t lands 
provisions to encourage existing 
municipa lities to provide ser­
vices to portions of the unorga­
n ized bo ro ugh th ro u g h 
annexation.

Alaska Municipal League, 2 0 0 5  P o l i c y  

S t a t e m e n t , Part Ill-E -3 .

The prospect of increasing land entitle ­
ments to existing and future boroughs 
should also be explored as fu rthe r in­
centive for the extension of borough 
government.



P.O. Sox 229, Delta Junction, Alaska 99737 
Ph 907-895-4656 Fax 907-895-4375 
www.ci.dclta-Junction.ak.us 
city@ci.delta-junction.ak.us

W e l c o m e  t o  t h e  

F r i e n d l y  F r o n t i e r

Jan u a ry  13. 20(H)

Representative John Harris 
State Capitol Room 208 
Juneau. AK 99801-1182 em ail: IVte P ellm a tif t 'le u is .sla le .ak .iis

RL: 1113 217

Dear Representative Harris,

The Deltana Borough Charter Commission worked lor nearly two years with the Della area 
community to produce a Deltana Borough Petition that was presented to the Local Boundary 
Commission on 1/03/06 with over 250 signatures of local sponsors.

Besides the drafting o f a proposed Home Rule Charter, the Petition is required to include 
numerous other elements including a three-year estimate of income and expenses to demonstrate 
financial stability o f the proposed new borough.

There are two large taxable entities in the proposed borough: I he l ’ogo Ciold Mine and the 
Trans Alaska oil Pipeline. They are o f such proportionately large value to the overall value of all 
other taxable property in the borough as to potentially force an area-wide property tax be enacted 
to meet the local school funding obligation under state law.

The Charter Commission's Petition is based upon local funding w ithout the necessity of a 
borough property tax. By avoiding a borough properly tax, the Stale of Alaska w ill be able to 
ictain about SSOO.OOO in annual TAPS revenue that would otherwise have to be relinquished by 
the State to the borough.

fw o of the assumptions necessary to the financial analysis in the filed Petition are the enactment 
into law of I IB 217, and negotiation ol a Payment In Lieu ol I axes Agreement (P lLT i with the 
Pogo Gold Mine.

I he Pogo PILT agreement was linah/ed by the ( Tty and l eek Pogo oi November 15. 2<)ii5 and 
leek Pogo has made the fust payment to the City under that Agreement. (The borough Petition 
dissolves the City upon Deltana Borough formation and all ( 'ity assets aeciuc to the Borough.) 
The Pogo PILT agreement provides sulficient funding with which to pay Ihe annual local school 
funding amount that the Pogo property \alue mandates under state law.

I Inder state statute the Stale receives annually 20 mills ol the value ol the TAPS minus any local 
government property tax tale. The Slate thus pays to the local government w hatever the local 
property tax rate on the TAPS would be. In the absence *>1 a local propci I y tax. the State gels to
retain Go full TAPS 20 mills.

http://www.ci.dclta-Junction.ak.us
mailto:city@ci.delta-junction.ak.us


HB 217 provides flex ib ility to the proposed borough and allows the Slate to retain hundreds of 
thousands of dollars a year, by nol forcing the borough to count the value o f TAPS in its local 
school contribution if there is no local property tax. The Pogo PILT Agreement allows the Pogo 
mine taxable value to continue to be counted toward the local school contribution amount, and 
provides the dollars with which to pay the local contribution without a property tax.

I strongly urge passage o f I IB 217 by the Senate to allow this flex ib ility to meet local conditions 
and to enable the slate to retain all of the TAPS dollars il receives from the Della area.

Sincerely,

Pete 1 Iallgrcn 
City Administrator



March 29, 2005

Rep John Harris 
State Capitol Room 208 
Juneau, AK 99801-1182

RE: HB 217

Dear Representative 1 larris.

This letter serves as a request for assistance with HB 217 concerning local contributions 
for educational services. As you know, the issue o f a possible borough in the Delta 
region is currently under review. One issue o f concern is the requirement that a borough 
pay a four mill equivalency o f the value o f all property including property covered by 
A S 43.56 (oil and gas properties). Any local lax on oil and gas property is not added to 
the existing state tax, but instead is deducted from the amount the state receives.

IIB 217 would not require a borough to contribute four mills o f the value o f A.S. 43.56 
properties i f  such a borough docs nol institute a property tax system,

Regardless o f when a borough is organized in the region, the Delta residents seek as 
many options as possible to raise revenues. In light o f the substantial value o f the TAPS 
property w i'h in the Delta region, the residents may be unnecessarily forced to impose a 
property tax that in effect takes funds from the state o f Alaska. Again, HB 217 would 
allow for a logical and cost saving option that would benefit both the state and local 
government

Your help on these matters is greatly appreciated.

Sinccrel \

Mike Schultz, Chairperson 
Deltana Borough Commission
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property covered by A .S . 43 .56  (oil and gas properties). As you arc aware, any tax on  oil and property  is not 
added to the ex isting  state tax, but instead sim ply deducted from  the  am ount the state receives.

According to the state , in the  D elta region there is approxim ately $217 m illion w orth o f  o il and gas properties and 
som ewhere close to  ano ther $150 m illion worth o f  residential and com m ercial property. T his m eans a borough 
would need to a t least ra ise  S 1.4 m illion for educational services ou t o f  w hich $800,000 w ould com e from the 
sta te 's coffers.

Regardless o f  w hen a  borough is organized in the region, the residents will seek as m any options as possible to 
raise revenues. In ligh t o f  the substantial value o f  the TA PS property  w ithin the D elta  region, the residents may 
be unnecessarily forced  to  im pose a property tax that in effect takes funds from the slate  o f  A laska.

A better approach tha t benefits both the state and local residents w ould  be an arrangem ent in w hich  i f  a 
m unicipality w ith A .S . 43 .56  properties chooses to not raise revenues through a p roperty  tax, that it m ust pay i 
four mill equivalency on only  non-oil and gas properties. Such language could read as follows:

,..in m ak ing  the d e te rm in a t io n  fo r  a  m u n ic ip a li ty  th a t  ;s  a school d is t r ic t  o r  fo r  a  c i ty  th a t  b  w ith in  a 
borough  achool d i s t r i c t ,  th e  m e s s e d  va lue  o f  p ro p e r ty  tax ab le  u n d e r  AS 43.56 sha l l  be exc luded  i f  a 
p m a ld p a l  t a i  U » o t  lev ied  u n d e r  AS 29.45.080 in th a t  school d is tr ic t .

Y our help on these m atters is greatly appreciated.

Sincerely,

AO. Box 229, Dotta Junction, Alaska 99737 
fh 907-693-4656 Fox 907-695-4375 
www.cl.doffa-Junclion.ak.us 
cJfy9cl.dotta-juncHon.ak.us

W e l c o m e  t o  t h e  

e n d l v  F r o n t i e r

March 8, 2005

Representative John  H arris 
State Capitol 
Juneau, A laska 99801 Via Fax# (907) 465-3799

D ear Representative H arris,

T his letter serves as a request fo r assistance w ith  legislation concern ing  local contributions for educational 
services. As you know , the  issue o f  a possible borough in the D elta region is currently  under review . O ne issue 
o f  concern is the  requ irem en t that a borough pay a four-mill equivalency o f  the value o f  all p roperty  including

Thomas “Roy” Gilbertson 
Mayor

Cc: Pete Fcllmon Via Fax# (907) 895-5017

http://www.cl.doffa-Junclion.ak.us


Summary of Proposed Deltana Borough 

Background

The Delta Borough area has roughly 5,000 residents. There is one local 
government-City of Delta Junction-with about 900 residents. City services 
include library, recreation, landfill, airport, road maintenance, cemetery and 
volunteer Fire/EMS/Ambulance. The Delta-Greely REAA provides educational 
services. Platting and planning in the area outside the city are conducted by the 
state of Alaska. There are no local taxes.

Internal

Growth-Population and Employment

1. Build up of Ft. Greely-Placement of Missile System at site
2. Construction and eventual operation of Pogo Mine by Teck-Pogo
3. Increase in Slavic population

External

1. State Administration/Local Boundary Commission Action
a. Model Borough Boundaries for the unorganized borough include the 

Delta area with the Alaska Gateway RtAA (Tok).
b. Recent analysis of areas that minimally met the LBC incorporation 

standards included Delta/Tok area

2. Legislative efforts to mandate borough formation (SJR 12).

3. Interest by Fairbanks North Star Borough to annex adjacent area including 
Teck-Pogo mining district.

City Response

1. City appointed a Deltana Borough Charter Commission of nine
members with the task of writing a charter and incorporation petition 
and submitting it to the LBC to allow for a vote on borough 
incorporation. Members represented different local interest groups 
and geographic areas in the region. Most members reside outside of 
the city boundaries.



Deltana Borough Charter Commission

1. Commission developed a charter and petition that entails the following
key points.

a. The new borough will be a unified homerule borough in which 
there shall only be one local government. The assets and liabilities 
of the City of Delta Junction will be assumed by the borough. The 
new borough will assume education and planning powers along 
with the current powers and services of the City of Delta Junction.

b. The boundaries shall be those of the Delta-Greely REAA.
c. Local revenues shall include a 3% fuel tax and 10% energy tax 

along with the Teck-Pogo PILT agreement
d. All Assembly and School Board seats shall be elected at large.
e. Assembly with the Mayor's concurrence call appoint a borough 

administrator.

Teck-Pogo Agreement

Listed below are the key points to the Teck-Pogo Agreement

1. Agreement would be with the City of Delta Junction and would be 
assumed by the borough upon borough formation.

2. 10 year term
3. If no borough is organized by 12.31.08, the agreement would terminate
4. Payment schedule by Teck-Pogo

a. 2005-$500,000 to City
b. 2006 $500,000 to City or Borough
c. 2007 $1,000,000 to City or Borough
d. If payments b and c are made subsequent to any negative public 

vote V i goes to City and V i retained by Teck-Pogo.
e. 2008 and each year after annual payment of $2 million or 10 mills 

on value of Teck-Pogo property, which ever is more.
f. Contribution by Teck-Pogo for bonded capital cost not exceed 

$350,000 annually. Payments by Teck-Pogo may go to 2020. Teck- 
Pogo contribution for G.O. Bonds requires local contribution as well

5. Ballot on revenue issue shall be designed as one vote. Entire package
has to be approved by voters.



Upper Tanana Gorough Valua tion Summary Page

Valuations Estimates
(DELTA Area) Delta/Greely REAA 

Delta C o m m e rc ia l  
Delta R e s id e n t ia l  
P e r s o n a l  P ro p e r ty

S
S
$

24 ,4 8 3 ,3 0 0
131,514 ,100
2 6 ,080 ,600

Sub-Total Delta/Greely (Area)REAA $ 1 8 2 , 0 7 8 , 0 0 0

Pogo Mine S 1 2 5 , 0 0 0 ,0 0 0 fist. 50% complete as ol 1 ■ 1 -2005

AS 43.56 Prop. S 1 9 4 , 5 0 0 , 0 0 0 75 Miles © $1.9 million per mile plus 1 pump station (9) al $52 million (P.S. 10 zero $$)

Total Delta/Greely (Area) REAA $ 501,573,000
Education-Local Funding Requirement

Total Upper Tanana Basin  Borough ($577,162,500)
Local Contribution Requirement S2,308,650

(TOK A rea)  Alaska Gateway REAA i Dolla/G reely R E A A  w/o p ipeline ($307,078,000)

Tok C o m m e rc ia l $ 10 ,652 ,900 Local Contribution Requirement $1,228,312

Tok R e s id e n t ia l $ 40 ,3 3 1 ,9 0 0  | Dolla/G reely R E A A  with p ipeline ($501,578,000)

P e r s o n a l  P ro p e r ty s 7 ,6 4 8 ,7 0 0 Local Contribution Requirement $2,006,312

Sub-Total (T ok  A rea) Alaska Gateway REAA $ 58,633,500

Chicken/Mentasta/Tanacross s 4 , 9 5 1 , 0 0 0 A laska  Gatew ay R E A A  w/o V illages ($58,633,500)

Northway/Tetlin Local Contribution Requirement $234,534

Eagle s 1 2 , 0 0 0 . 0 0 0 A la ska  Gatew ay HE A/* w/o V illages & Eag le ($75,504,500)

T tal (T o k  A rea)  Alaska Gateway REAA $ 75,584,500 Local Contribution Requirement $302,338

Total Value of Proposed 
Upper Tanana Basin Model Borough

$ 577,162,500
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Anchorage Daily News

Borough proposed in Delta area could help rebuild local schools
POGO: Largest portion of revenue expected to come from gold mine.

By TOM KIZZIA 
Anchorage Daily News
(Published: January 9, 2006)

The school district surrounding Delta Junction, south of Fairbanks, currently operates three schools at a cost of 
$6.1 million a year. The district's 5,000 residents don't have to pay a nickel for those schools because they live in 
the big swath of rural Alaska with no local governments and no local taxes.

Last week, however, a commission of area residents submitted a petition to the state that could bring those days 
to an end. Residents are proposing to create a new borough government that would contribute about $800,000 
to local education. The state now pays nearly all the cost of schools.

The so-called Deltana Borough would be the first new borough in Alaska since 1992. If approved by the state 
Local Boundary Commission, the proposal could be put to a vote as soon as next fall in the Delta-Fort Greely 
area.

To state politicians who complain that unorganized parts of the state have been getting a free ride, the effort in 
Delta is overdue.

Civic-mindedness is a factor, to be sure. But a guilty conscience over government handouts has never been one 
of the prime political motivators in Alaska. The idea of a new government for the area remains controversial 
locally, despite promises by backers that a new gold mine will pay most of the costs.

Advocates of the new borough say their chief selling point has been that they need to ward off worse alternatives 
-- particularly annexation of the area's new Pogo mine by the Fairbanks North Star Borough to the north.

"We would just become a cash generator for Fairbanks," said Mike Schultz, a Delta barley farmer who served as 
chairman of the local borough commission. "We wouldn’t even warrant a seat on their assembly."

Organizers also say certain legislators, led by Sen. Gary Wilkeri, R-Fairbanks, might follow up on past threats to 
create a new borough by state law. One stale map looked at combining the Delta- and Tok-area school districts 
in a single borough stretching to Canada, a proposal Delta residents generally oppose.

Questions surrounding Alaska's vast "unorganized borough" have dogged politicians since statehood. Eight 
percent of the state's population still lives in unorganized areas, according to state figures. State officials concede 
there are few incentives for forming new boroughs.

Despite this, some new boroughs have formed in recent years, including Yakutat in 1992, Denali in 1990, Lake 
and Peninsula in 1989, Aleutians East in 1987, and Northwest Arctic in 1986.

The motive is often defense of territory about to be picked off by encroaching boroughs, said Dan Bockhorst, 
director of the state Local Boundary Commission.

"The thinking of some is, 'Hey, we better get out in front of this,' " said Lamar Cotton, a state and borough 
government veteran who served as consultant to Delta Junction, which has spearheaded the effort. "They realize

hllp:'Av\\ w.;uln.com/iieu s/alaska/v-printer/story/7345204p-7257.>03e.html 1/9/21)06



adn.com | alaska : Borough proposed in Delta area could help rebuild local schools Page 2 o f 3

there's not a compelling argument why they should receive state services and not pay for them."

The opening of the Pogo mine, development of a national missile-defense system at Fort Greely and potential for 
constructing a gas pipeline have all created growth pressure and increased a desire for local planning and control, 
Cotten said.

Borough formation efforts in the Delta Junction area were rejected as poorly planned by the boundary 
commission in 1974 and 2000.

Local opposition remains strong, residents say, to zoning, to animal control and especially to new taxes. The new 
borough expects to have an operating budget of at least $1.2 million, on top of school funding.

"They say no taxes, but they just can't do it any other way," said Leston McNeil, a local retiree who has helped 
lead the opposition. "I'm anti-borough at this time. We don't have enough people to pay for it."

Organizers say they've got a way to avoid property taxes. They propose to raise the bulk of the money from 
Teck-Pogo, the mine developers, through a contractual payment in 'ieu of taxes. The Northwest Arctic Borough in 
the Kotzebue region has a similar funding arrangement with the Red Dog lead and zinc mine in its boundaries.

Under a 10-year PILT agreement already signed with the city of Delta Junction, Teck-Pogo's payments to the new 
borough would ramp up to $2 million a year by 2008 -- or more, if the value of the mine goes up. Teck-Pogo also 
agreed to pay up to $350,000 a year toward bonding costs for new schools and other construction, though a 
matching share would have to be raised by the borough.

Delta Junction, the only municipality in the area, has about 900 residents. The city would dissolve under the plan 
m favor of a unified home-rule borough.

McNeil, who tried unsuccessfully to get a local vote on the commission's first-draft proposal, said Teck-Pogo is 
helping promote the Deltana Borough because the company would face a much higher tax bill if the mine were 
annexed by Fairbanks.

In addition to the PILT, borough advocates propose to levy a 3 percent tax on fuel and a 10 percent tax on 
electricity.

There's a catch to this plan, however -- one that requires special help from the Legislature.

The new borough, encompassing the Delta/Greely Rural Education Attendance Area (roughly a 30-mile radius 
around Delta Junction), would be crossed by a piece of the trans-Alaska oil pipeline valued at several hundred 
million dollars. Under current lav/, that value has to be included when the stale calculates how much the 
borough's property is worth -- and how much it has to pay for schools.

Boroughs are required to pay the equivalent of 4 mills of their total assessed oroperly value toward education. 
Deltana organizers want to have the pipeline exempted, because the PILT payments from Teck-Pogo won't be 
enough to pay for schools under the larger property evaluation.

A bill doing just that, HB 217, passed the slate House last year and is now before the Senate.

Even Schultz, the commission chairman, predicted the borough vote would fail locally if a property tax was part 
of the deal.

There's also a neat bit: of political blackmail to provide the area with further incentive. Last year, Delta Junction 
faced a $1 million judgment to pay off a prison developer with whom the city partnered in an ill-fated effort to 
build a private prison at Fort Greely. The project collapsed after opponents won seats on the city council and the

hllp. uww.uiln.com/news ulaska v-prinlcr/slory/7345204p-7257363c.lmnl 1/9/2000
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city withdrew its support.

The Legislature gave the city a loan to pay its debt. Under a provision engineered by Wilken, the powerful Senate 
Finance Committee co-chairman, that loan will be forgiven if the area organizes as a borough.

With a local revenue source, a new borough assembly could choose to improve schools by funding more than tin.* 
minimum, said Delta/Greely superintendent Dan Beck. A new borough could also bond and build new schoo's 
without waiting in line for state funding, as rural schools in the unorganized area must. Tne area's high school is 
45 years old.

Deltana Borough organizers had to obtain nearly 200 signatures on their petition to put the formation idea before 
the state. Local Boundary Commission staff members will solicit comment and evaluate the borough's proposed 
charter, including its economic underpinnings. Then the five-member commission holds a public hearing and 
votes whether to approve the application. If the boundary commission gives it the go-ahead, the new borough 
must be approved by voters in the area.

Reporter Tom Kizzia can be reached at tkizziataadn.com or in Homer at 907-235-4244.
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P e t it io n e r s  f i le  lo r  D e lta -a re a  b o ro u g h  
By CHRIS KS IILKMAN 
S ta f f  W r i t e r

Tuesday, January 10, 2006 - A g roup  o f  residents in the D e lta  Ju n c t io n  area h op in g  to form  the stale's 
I7 ih  in co rpo ra ted  borough subm itted  fo rm a l p lans to the sta le last week.

S ta ff  fo r Ihe state's L o ca l B ounda ry  C o m m is s io n  sa id  the p roposed  D e ltana  B o rough  w ou ld  encom pass 
a lm ost 5,900 square m iles  o f  land, and I he pe tit ion  estim ates it w ou ld  in c lu d e  5.760 peop le  from  D elta  
Jun ction , L o n  G re e ly  and su rround ing  areas. The plan w il l need to be app roved  by sta le au thorities 
and. p o ss ib ly  as ea rly  as th is  fa ll,  by  voters w ith in  the area.

The nearby Pogo gold mine, which would ire included within the borders ol the new borough, would 
pay for a major part of education and the costs associated w ith running the new borough.

On a map. the borough's boundaries would be identical to the those ol the aiea's school district, the 
Delta-Greely Regional Education Attendance Area.

L'oimation of a boiough would allow residen's and their representatives m local government a chance
10 spend more money on education in llte >choo| district than the stale currently spends, said area 
schools'Superintendent Dan Beck.

Residents in and around Delta Junction have attempted to form a borough he I ore.

This try comes as a response to both in.erualand external pressures, said I.aniar ( 'olien, a consultant loi 
the city of Delta Junction.

C’otlen said the additions o f both the mine and a national missile defense system at I oil ( iicely haw the 
potential of .straining the community's schools and other serx ices. And legislators have discussed 
cncoiiiaging--or foiving-horough formation in umncoipoiaicd aieas. including I Vila Junction, wIik Ii 
has no local sales or property taxes and relic- heavily on the stale to fund education.

Cotien.a former member ol the Local Boundary Commission. said he did not know what would 
happen if voters decide not to foim a boiough But they could be lea\mg the decision to olheis it they 
do.

You inn a usk. given the tact that stale policy is evolving," ( 'otlen .said.

11 the boiough is created, the city ol I)elta Junction would dissolve and Us assets would become the 
property of the new borough.

Under an agreement w ith Teck-Pogo, the mine would provide at least S2 million annual!) to the new 
boiough. said Pete Ilallg icn. Della city administrator. It the i-lio it tails, the city w ill icccivc 
signilieantly less, and only through 200,X,

http://w w w .iiew s-m ine r.com /eda/a riie le /p rin l/0 ,167*1.11V > 71:72-1-1' 171:319 7 1 17,(11). lit m l I/I .V Jouo
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While the plan's supporters have also said the move could keep the area from being annexed by the 
laigcr Fairbanks North Star Borough, Mayor Jim Whitaker said his administration currently is not 
seriously considering a plan to annex the area.

If the petition's list of 259 signatures qualifies under stale rules, the state w ill move forward by posting 
Ihe proposal online and w ill begin accepting public comments, said Dan Boekhorst. a stall' member of 
the state's Local Boundary Commission.

Hoekhorst's office w ill then advise the commission, which w ill decide whether residents within the 
proposed borough can vote to form the Deltana Borough.

Chris Fshlcman can he reached at 459-7582 or eeshleman("hiewsminer.com .

littpV/wu w new v  miner.eom/ed.i/aiticle/prmt/0.1674.113* i 71-72-1 F 171-3197117.01) la ml 1/1 V Jut u,
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Harris pushes bill that could aid form ation of Delta 
area borough

FA IR B A N K S  (AP) -  H ouse  S p e a k e rJo h r Harris is push ing a proposal that would 
allow a new borough in ihe trans-A laska oil p ipe line  corridor to exclude Ihe value ol 
Ihe pipeline from s la le  ca lcu lations o l how much Ihe borough's properly is worth

Backers o l a now borough proposed around D e lla  Junc lion  say tho law  cou ld  help 
keep them Fom  needing a property tax.

The H ouse district of Harris. R-Vnldez, stretches into Della, a R ichardson H ighway 
community 98 m iles south of Fairbanks.

Tho s la le  u ses  a borough's total value lo  determ ine how much local governments 
must contribute toward K-12 education funding. Boroughs are  required to pay the 
equivalent of 4 m ills of Iheir total a sse ssed  property value toward education.

In Della, where a group Is drawing up p lans for a 
borough covering Ihe Delta/Greely Schoo l
D istrict boundaries, Ihe trans-A laska p ipe line is     '
worlh about S200 million T fie  p ipeline's
assessm ent would add lo  Ihe total value o l Ihe p roposed borough and Ihe In* 
(D ll.irs that residents would have lo pay

M e i fiiig that dem and in Ihe D e lla  area would require a property tax, sa id  Pu le  
11.1 /■ n, Delta city adm inistrator I lowovor. J I louse  B ill 217 passes, ihe area  
cou ' m cc l ils  m inimum cdu ca lio i contribution without levying a propoity lax. ho 
said

The H ouse Com m unity and Reg iona l A lla n s  Com m ittee on Tuesday forwarded Ihe 
m easure alter a brief d iscuss ion  The bill is lo  be  heard  next by Ihe H ouse  Fn ian  :o 
Commitloo.

M ike Schultz, chairm an ol Ihe com m iss ion  deve lop ing  a plan lor Ihe proposed 
Deltana Ik rough, sa id  most residents m the m en  would vo le  against tunning a 
bo iough if il meant paying properly lax

Because wo feel quite strongly that the community will nol accept n borough 
charter with a property l.rx, we have devised a lax structure that docs not include a 
pioporty lax.' he said

lo meet its education funding obligations and pay for government services, the 
borough would collect a 3 peiconl lax on fuel, a 10 percent tax on electricity and a 
? percent royally lax on gold from the Pogo Mine, Schultz said

Currently, lour of A laskar. 16 boroughs do not charge  a property tax and make Ihei 
money through other types o l lovior.. 1 ho Dena li Borough, for ox ample, lotion 
heavily on n bed lax

HU 2 1 /  would no! mean a d e c ic  r,e  in moituy Ihe M a le  r< veiv< s  burn Ihe buns

hn/i://liosted.ai>.or^/dYH(inii(/M >ney/A/AK S (iP  Id  I /ANA lU W O l/C // AKO I. / S I I I . •l/27/2tJ(
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A laska  pipeline. The s la te  would continue to c o lle d  Ihe 20-mill rate 0 1 1  pipeline 
properly that it now co llects in unorgan ized areas.

Information from: Fa irbanks Daily  News-M inor, http://www.ncwsminor.com

0 2 0 0 5  The A ssoc ia ted  Press. A ll rights reserved. Th is material may not be 
published, broadcast, rewritten or redistributed. Learn more about our Privacy 
Policy.
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The Full Value Determ ination

Steve Van Sant, Stale Assessor

The Office o f the State Assessor is required to annually compute a value on all taxable properly 
located 111 (J2 municipalities. This includes each borough, every first class and home rule city, and 
second class cities with a populat on over 750. This value is known as the Full Value Determination 
(FVD). The FVD is used by the Department o f Education for calculating the municipality's share of 
education, i.e., local contribution. In the past, state shared revenue has used the FVD in the calculation 
of the share o f the “ revenue pie” each municipality received.

Local assessors make .1 determination annually, o f the total assessed value of all property within then- 
municipal boundaries, which is subject to a property tax. Local assessments are required by statute to 
reflect 100% market value but due to the large number o f pn pcrties and the lack of an adequate 
number o f sales data, it is not possible to value all properties al this level. The Office o f the Stale 
Assessor requires a ratio study (a statistical analysis of assessed values compared to market data and 
/or individual market analysis.) to be conducted by each taxing municipality lo indicate the actual 
level o f assessment. This is augmented with other statistical data to depict the equity between and 
among property groups. The statistical calculation level of assessment is used to ascertain the overall 
percentage of market value represented by the assessed values. When the level of assessment is 
determined, the actual assessed value of the municipality is adjusted to reflect 100',7, as requiied by 
statute.

The assessed values also represent only property that is subject to a property lax within the 
municipality. Local property taxes within municipalities diHer around the state. In Fairbanks, for 
example, personal property has been exempted from property taxes; therefore, the assessor does not 
place any value on the local assessment roll for this property. I lowevcr, the value of personal property 
must be included the full value. The full value "equali/es” the values in all municipalities by 
measuiing the local "wealth" using the total taxable value as the measuring stick In ordei to compare 
"apples to apples", the lu ll value ('I each municipality should reflect the same value levels as all other 
municipalities.

Taxable property is the cumulative value o f all property within the jurisdiction which is. by statute, 
subject to a property tax. This means that the taxable value excludes ;my mandatory exemptions found 
in AS 2*J.-I5.0T). Therefore, all churches, schools, charitable and cemetery property are not included 
m the FVD. as well as the value <SI5(iK> for senior citi/ens and disabled veteians which participate m 
the homeowners piogram. Any property which is requiied to be excluded from local taxation by 
statute is also excluded from the F V I)

However, pmpeity which a municipality may, tit its ion, exempt I rum luxation tindei AN 2‘k I s.11.50 
(optional exemptions) is considered "taxable property under state statutes and is a menxuiemenl ol the 
jurisdictions property wealth, and. therefore, is included 111 the FVl >. I his pmpcrty could be taxed by 
the jurisdiction, but they have chosen not to tax it. ( 'onsequently. the value ol peisonal pmpeity w itliiu 
Fairbanks is estimated by ihe Oltice ol the State Assessor and included in the FA D A municipality 
which has exempted properly under AS 2‘>.-|5.05() (optional exemptions) w ill have it added back mio 
its FVD. F01 example, a municipality which has exempted motoi vehicles limn a property tax and 
opted into the state collection system lor the vehicle registration tax see the value ol motor vehicles 
added into their FVD because w nhoiil that value, it docs not accurately icllect the "total value" ol the 
municipality.

because of the issues listed above, it is rare il a mun cipahly \  local assessed value and the lu ll value 
deleimmaiion are the same.
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Explanation of 4  mill Equivalency (Local Contribution for Education) 

For the Proposed Deltana Borough

What is a mill?

Tax rates are usually expressed as tax dollars per $100, mills 
per dollar, or lax dollars per $1,000 of assessed value. A one 
mill tax equates to $1 in tax, for each S1,000 of value (.001). 
Therefore:

Every one million dollars in FULL VALUE equates to $4,000 
required for locally required education contribution (based 
upon a 4 mill equivalency, .004)________________________________

How do you calculate a mill?

One Dollar Divided by 
$1 1000

Times 4 
Full Value mills

$1,000 0.004
$100,000 0.004

$1,000,000 0.004
$100,000,000 0.004

Equals = One Mill 
0.001 

Equals local 
Contribution

$4
$400

$4,000
$400,000

Proposed Deltana Borough

Valuations Estimates Full Value
Times 4 
mills

Equals local 
Contribution

(DELTA Area) Delta/Greely REAA Mandatory
Delta Commercial $ 24,483,300 Area Value Estimate 4 mills Education
Delta Residential $ 131,514,100 Contribution
Personal Property $ 26,080,600 Delta $182,078,000 0.004 $728,312

Sub-Total Delta/Greely (Area)REAA $ 182,078,000 Pogo $125,000,00U 0.004 $500,000
Sub-Total $307,078,000 $1,228,312

Pogo Mine S 125,000,001)
AS 43.55 Ptop. c 15)4,500.000 Pipeline $194,500,000 0.004 $778,000

Total Delta/Greely (Area) REAA $ 501,578,000 Total $501,578,000 0.004 $2,006,312

I),■ liana L o c a l  C o n lr ih n t io n  l ix / t f a im li tm

Office of the State .twessor 
1907) 261-460S ir!.1/21106



Required Local Contribution for Schools 
Residents Elected Alternatiave Method ol Payment - Not by Property Tax

! I
Boroughs
Aleutian
East Denali

Lake & 
Peninsula

NorlhwestA
rctic

FY95 $354,556 $290,290 $273,430 $1,229,936
FY96 $356,423 $301,901 $273,430 $1,168,962
FY97 $355,181 $301,901 $273,430 $1,107,314
FY98 $370,183 $463,285 $272,532 $1,052,284
FY99 $365,761 $459,758 $268,776 $1,484,493
FYOO $376,092 $464,754 $270,788 $1,484,493
FY01 $387,694 $490,981 $276,964 51,524,744
FY02 $388,183 $486,572 $276,124 $1,524,744
FY03 $374,238 $551,645 $278,976 $1,524,744
FY04 $371,742 $551,138 $255,003 $1,526,769
FY05 $384,290 $564,194 S247.911 $1,526,651
FY06 $384,290 S564.194 $247,911 $1,526,651
FY07

—  .--t----------—

1 l i
' ' First Class Cities

Galena Hoonah Hydaburg Kake St Mary's Tanana
FY95 $77,535 $92,511 $22,746 $68,925 $17,753 $44,884
FY96 S79.335 $96,718 $23,129 S69.261 $18,134 $44,931
FY97 $72,544 $96,424 $23,121 $70,703 $18,174 S23.772
FY98 S70.828 $96,804 $23,593 $69,645 $17,795 $23,600
FY99 570,412 $98,904 $23,809 $69,431 $17,993 S23.286
FYOO $70,516 $100,527 $32,692 $69,947 $17,974 $23,156
FY01 $71,933 $101,288 $32,892 $72,257 $18,002 $23,336
FY02 $72,0r4 $100,240 $32,566 $70,572 $18,072 S23.085
FY03 $71,954 $125,616 $33,386 $71,262 S18.446 $22,840
FY04 S72.361 S124.301 $32,980 S72.538 $17,869 S22.973
FY05 $73,143 $122,834 S32.726 $74,734 $18,789 $22,692
FY06 $73,143 $122,834 $32,726 $74,734 $18,789 S22.692

Proparod by Gary Wilken's Ollico
1 1 4 [ 0 ^



R e q u i r e d  L o c a l  C o n t r i b u t i o n  f o r  S c h o o l s
R e s i d e n t s  o f  S i x  F i r s t  C l a s s  C i t i e s  E l e c t e d  A l t e r n a t i v e  M e t h o d  o f  P a y m e n t  - N o t  b y  P r o p e r t y  Tax
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TABLE 1

2005 Municipalities: Class, Populations and Tax Types
Municipality Type o f Municipality Population Property  1 

Tax I
Sales
Tax

Special
Tax

Adak Second C lass City 69 No 3% No
Akhiok Second C lass City 56 No* NR NR
Aklak Second C lass City 367 No NR NR
Akutan Second C lass City 771 No NR NR
Alakonuk Second C lass City 667 No 4% No
Aloknagik Second C lass City 219 No 5% 5% Bed Tax

Aleutians East Boiough Second C lass Borough 2,629 No No 2% Raw Fish Tax
Allakakot Second C lass City 90 No NR NR
Ambler Second C lass City 274 No 3% No
Anakluvuk P a ss Socond C lass City 300 No- NR NR
Municipality o( Anchoraga Unified Homo Rulo 277,498 Yes No 8% Ocd T« & Car Hen!*;'15** Tobacco Ta/Aircraft put)

Anderson Second C lass City 344 No No 8% Utility Tax
Arigoon Socond C lass City 481 No 3% 3% Bod Tax
Artiak Socond C lass City 532 No 2% No
Anvik Socond C lass City 101 No No No
Atka Socond C lass City 92 No No 2% Raw Fish T a x /10% Bod Tax
Atqasuk Second C lass City 218 No* No No
Barrow First C lass City 4,351 No* NR NR
Bethel Second C lass City 5.888 No 5% 3% Bed/5% Alcohotf5% GamingfMVRT
Betties Second C lass City 31 No No 5.02/gal. Fuel Transfer Tax
Brovig Mission Second C lass City 319 No 3% No
Bristol Bay Borough Second C lass Borough 1,096 Yes No 3% Raw Fish Tax/10% Bod Tax
Buckland Second C lass City 437 No 6% No
Chtfom ak Socond C lass City 439 No 2% 2% Raw Fish Tax
Chcvak Second C lass City 899 No NR NR
Chignik Second C lass City 92 No No 1%sa!rnon lax/1% olhor seafood
Chuathbaluk Second C lass City 105 No NR NR
Clarks Point Second C lass City 62 No NR NR
Coffman Covo je io n d  C lass City 177 No No No
Cntd Bay Second C lass City 89 No No 10% Bed Tax/$.04/gal. Fuel Tax
Cordova Homo Rulo City 2,298 Yes 6% 6% Bed Tax/6% Vohicle Ronlal Tax
Craig Fust C lass City 1,127 Yos 5% 6% Liquor Fax
Deermg Second C lass City 145 No 3% No
Delta Junction Second C lass City 984 No No No
Denali Borough Homo Rulo Borougfi 1,842 No No Sov Tax SoVyil grvl S 05 ten-cool. Bed Ion 7%
Dillingham First C lass City 2.422 Yos 6% 10% OoJ Tax /10% Liquor Tax/6% Gamma
Diomede Socond C lass City 141 No 3% No
Eaglo Socond C lass City 115 Yos No No
Eek Socond C lass City 292 No 2% No
Egogik Second C lass City 76 No No 2% Raw Fish Tax
Ekwck Socond C lass City 127 No ffR NR
Ehrn Second C lass City 318 No 2% No
Emmonak Socond C lass City 762 No NR NR
Fanbanks Homo Rulo City 29,954 Yos No 6% God Tax/6% Alcohol tax/ 8 .. Tobacco lax
Fairbanks North Star Borough Second C lass Borough 84,979 Yos No 8% Bod Tax/ 5% A/cchol Tax/ 8% Tobacco 1a<
False P a ss Socond C lass City 62 No 3% 6% Bod Tax
Fort Yukon Second C lass City 594 No 3% No
Gaionn First C lass City 717 No NR NR
Garnboll Socond C lass City 648 No 3% No
Golovin Socond C lass City ICC No NR NR
Goodnuws Bay Second Clasn City 2 3 . No k.% No
Grayling Socond C lass City 152 No NR NR
Gustavi i Socond C lass City 73 No 2% 4% d Tnx
Malnns Borough'* Homo Hutu Borough 2 245 Yos 5.5% 4% Bod Tax
Holy Cross Second C lass City 206 No No No
Homer First C lass City 5.3J2 Yos 4 50% No
Note MurvcipAl population! .im from (Me SU?e Deprutmeot 0! Ln»>or

•Ind.caloi tMrtt City dots no! levy property tin. but Uoroogh *n which C>ty 1* locntod <lo«!
M Tfi« City of Md mo« arnJ Ih« Hu oat Uofuu^fi ConftoiuJiitari in 200? into il lirwj o HoMto Hu*a GOvbrniMi'it



2005 Municipalities: Class, Populations and Tax Types - continued

TABLE 1

M unicipality |Tv 10 o l M unicipality Population Property
Tax

Salos
Tax

Special
Tax

Hoonah First C lass City 841 No 5% No
Hoopor Bay Socond C lass City 1,124 No 4% No
Houston Socond C lass City 1,368 Ye? 2% No
Hughes Second C lass Cily 72 No No No
Huslia Second C lass City 269 No No No
Hydaburg First C lass City 349 No 4% No
Juneau , Cily & Borough ol Unified Home Rulo 30,966 Yos 5% 7% Bod Tax/ 3% Liquor Tax/ 5.30/pack Tobacco Tx
Kachomak Second C lass Cily 475 Yos No No
<ako First C lass City 663 No 5% Fisheries Business Tax
<aktovik Scconc, Claes City 284 No' No No
Kallag Second C lass City 211 No No No
Kasaan Second C lass Cily 60 No No No
Kenal Homo Rulo City 6,809 Yos 3% No
Konai Peninsula Borough Second C lass Borough 50,980 Yos 2% No
Ketchikan Homo Rulo Cily 7,691 Yos 3.50% 6% Bod Tax
Kelchikan Gateway Borough Second C lass Borough 13,030 Yos 2.5% 4% Bod Tax
Kiana Second C lass Cily 394 No 2% No
King Cove First C lass City 723 No 4% 2% Fishonos Tax/Business impact lox-flot rato
Kivatina Socond C lass City 388 No 2% No
Klawock First C lass City B48 No 5.50% 6% Bod Tax
Kobuk Socond C lass City 128 No NR NR
Kodiak Home Rule City 6,199 Yos 6% 5% Bod Tax
Kodiak Island Borough Socond C lass Borough 13,466 Yes No 10.25 mill Severance Tax/5% B ud Tax
Kollik Socond C lass City 588 No 3% No
Kotzebue Second C lass Cily 3,130 No 6% 6% Bed T ax /6% Alcohol Tax
Koyuk Socond C lass City 348 No NR NR
Koyukuk Second C lass City 109 No No No
Kupreanol Socond C lass City 38 No No No
Kwelhluk Socond C lass Cily 695 No 5% Nc
Lake & Peninsula Borough Homo Rulo Borough 1,603 No No 2% Raw Fish Tax/Guido Foos'6% Bod Tax
Larsen Bay Second C lass City 96 No’ 3% No
Lower Kalskag Second C lass Cily 262 No NR NR
Manokotak Socond C lass City 405 No 2% No
Marshall Second C lass City 338 No 4% No
M atanuska-Susitna Borough Socond C lass Borough 70,148 Yos No 5% Bed Tax
McGrath Socond C lass City 367 No No 10% Bed Tax
Mokoryuk Socond C lass City 198 No 2% No
Moiiak.vig Federal Law 1,370 No No No
Mountain Village Second C lass City 769 No 3% No
Napakiak Second C lass City 360 No NR NR
Napaskiak Socond C lass City 436 No No No
Nonana Homo Rule Cily 394 Yos 4% No
Now Stuyahok Second C lass City 477 No NR NR
Nowhalon Socond C lass City 183 No 2% Tho City does not coltoct its tax
Nightmute Socond C lass City 232 No 2% No
Nikolai Socond C lass City 121 No NR NR
Nome First C lass City 3,473 Yes 5% 4% Bod Tax
Nnndatton Second C lass City 206 No NR NR
Noorvik Second C lass City 609 No 3% No
North Polo Homo Rulo City 1.532 Yos 3% No
North Slope Borough He te Rulo Borougli 7,104 Yus No No
Northwest Arctic Borough Home Rulo Borough 7,300 No No No
Nuiqsut Socond C lass City 43d No’ No Nu
Nolo: Municipal populations bio trorn llio Slalo Doparlmont ol Labor 
• Indicates that Cily doos not lovy propoity lax, Pul Borough In which City Ir. locator! door,



TABLE 1
2005 Municipalities: Class, Populations and Tax Types - continued

M unicipality Typo of M unicipality Population Proporty S alas jSpeclal
Tax Tax |  Tax

Nulato Socond C lass City
Nunam Iqua (Sholdon Point) Socond C lass Cily 
Nunapltchuk Socond C lass City
Old Harbor Socond C lass City
Ouzinkio Socond C lass City
Palmer Homo Rulo Cily

320
172
527
196
187

5.197

No
No
No

No-
No*
Yos

NR
4%
3%
3%
3%
3%

NR
No
No
No
No
No

Pollcan First C lass City 118 Yos 4% 10% Bod Tax
Petersburg Homo Rulo City 3.123 Yos 6% 4% Bod Tax
Pilot Point Second C lass City 75 No NR NR
Pilot Station Second C lass City 559 No 4% No
Platinum Socond C lass City 39 No NR NR
Point Hope Socond C lass City 726 No* 3% No
Port Alexander Sei and C lass City 69 No 4% 6% Bod Tax
Port Hoidon Socond C lass City 90 No NR •iR
Port Hons Socond C lass Cily 238 No- No No
Quinlwgak Socond C lass City 012 No 3% No
Ruby Socond C lass City 190 No NR NR
Russian Mission Second C lass City 331 No NR NR
St. Goorgo Socond C lass City 137 No NR NR
St. Mary's First C lass Cily 539 No 3% No
St. Michaol Socond C lass Cily 109 No NR NR
Saint Paul Socond C lass City 494 No 3% 3% Raw Fish Tax
Sand Point First Class City J08 No 3% 7% Bud Tax/2% Raw Fish Tax
Savoonga Socond Ci ,ss City 710 No 3% No
Sax man Socond C lass City 391 No- 3.5% No
Scammon Bay Socond C lass City 486 No 2% No
Selawik Socond C lass Cily 829 No s r e No
Soldovia First C lass City 426 Yos 2%/4.5% No
Soward Homo Rulo City 2,543 You 1% 4% Bed Tax
SI agoluk Socond C lass City 132 No f.T NR
Shaktnolik Socond C lass City 209 No NR NR
Shishmarof Socond C lass City 591 No 2% No
Shungnak Socond C lass City 264 No 2% No
Sitka, City 1 Borough if Unified Homo Rulo 8,805 Yos 5%rs% 6% Bod Tax/ 5.02/gal Fuel Tax
Skagway First C lass Cily 870 Yus 4% 8% Bed Tax
Soldotna First C lass City 3.767 Yos 3% No
Stobbins Second C lass City 586 No 3% No
Tanana First C lass City 304 No 2% No
Toiler Second C lass City 241 No 3% No
Tonakoo Springs Socond C lass City 105 No 2% 3% Bod Tax/1% Fuel Tax
Thorno Bay Second C lass City 497 No *% No
Togiak Socond C lass City 805 No iV. 2% Raw Fish Tax
Toksook Bay Second C lass City 561 No 2% No
Unaiahtoot Socond C lass City 728 No 3% 5% Bod Tax/5% Alcohol Tax
Unalaska First C lass City 4,366 Yos 3% 2% Raw Fish Tax/ 5% Bod Tax
Uppor Kolskag Socond C lass City 263 No NR NR
Valdoz Homo Rule City 3.749 Yos No 6% Bod Tax
Wflinwright Socond C lass City 531 No- No No
W ales Socond C lass City 152 No NR NR
Wasilla First C lass Crly 6,109 Yos 2.5% No
Wlntn Mountain Second C lass City 213 No 1v# No
Whittier Socond C lass City 172 Vos 3% 3% Pascon jo r Trans Tox/3% Fuel Tax
Wuingoll Home Rulo City 2,023 Yos 7% $4 por night Bod Tax
Ynkutat, City & Borough of Homo Rulo Borough 680 Yos 4% 1% Raw Fish Tnx/8% Bed S Car Rontal T•
Netx Municjp.il rxipuiAlieni ere from lh» Plain Papartnmnt nt labor
’leiticalvi mat City doai nol lovy |,io|i«rly tax, but Borough m which City ia locelod hoo»
2Q Municipalities (reporting) Invy a Gonun1 Sntos Tax -  R ates range from 1 % to 7.'.
107 MunlClnalllint (roporlino) Invy mlhnr n General Solos T e n . Special Tn* (bed tax, fish in/, e t c ) or a  combination ot the two 
32 Municipalities (cities 4  boroughs) lovy a  property tux 33 Municipalities did not otnvldo a  ronort this veer
32 Boroughs A ,JJ cities within boroughs, lovy n (iroporly tan
33 Cllies In Itio Knorganirod Borough lovy a property tax



S E N A T E  C O M M IT T E E  R E P O R  I

DATE: 5/3/05 FURTHER:

DATE TURNED ^  .

IN TO OFFICE:_______ \ Q  <T

Community and Regional Affairs Committee considered HOUSE BILL NO. 217(title am)

HB 217 FULL & TRUE VALUE OF TAXABLE MUNI PROP.

"An Act relating to the determination of full and true value of taxable municipal property for purposes of 
providing planning assistance to the Department of Education and Early Development and the legislature, 
calculating funding *or education, calculating school district participating shares for school construction 
grants, and calculating tax resource equalization payments and excluding from that determination the value 
of property in certain areas detached from a municipality and the value of certain property involved with oil 
and gas that is not taxed by a municipality."

and recommends:

[ ] be replaced with_______ CS   (_)

[ ] adopt p rev ious_______  C S _____________________________ (_________ )

[ ] attached amendment(s)

[ ] adopt Letter of Intent oy ________________________  Committee

[ ] further referral to __________________   Committee

NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):

CS Senate Bill:
[ ] Same Title 
f ] New Title

SCS House Bill;
[ ] Same Title 
[ ] Technical Title 

Change 
[ ] New Title w/ 

SCR it______

Department Date Fiscal Indet. Zero FN#

[ ] APPROPRIATION - no fisca l note


