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April 26, 1978

Representative Lisa Rudd, Chair

House Community and Regional Affairs Committee
Pouch V

Juneau, Alaska 99811

Dear Representative Rudd:

On Wednesday, April 19, the Board of Directors of the Alaska
Municipal League voted unanimously, by telephone, 1in support
of the concept embodied in HB 843. However, there was no
support for its passage this year.

It was felt there were too many variables which would require
further study by the municipalities to determine the long
term effect. It would be our hope that the time between now
and the next session will provide us ample opportunity to get
behind a bill like HB 843.

On this same subject, I am attaching a copy of a notice sent
to all our members after conversations with Annette Smith.

Thank you for this opportunity to comment.

Regards,

cc: Board of Directors
Legislative Committee
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APRIL 26, 1978

BULLETIN # 78-31

TO: ALL MUNICIPAL MEMBERS

RE: HB 843
Representative Lisa Rudd, Chairman of the House CRA Committee
will be holding a workshop on HB 843, Monday, May 8, at 9:00 am

in the Governor®s Conference Room.

The purpose of the workshop will be to open discussion on the
bill so that more understanding can be had in addition to the
pros and cons.

Everyone is welcome. If you have any questions, please feel
free to call.

Jim Rolle
Executive Director
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April 5, 1978

The Honorable Lisa Rudd, Chair

House Community and Regional
Affairs Committee

Pouch V

Juneau, Alaska 99811

Dear Representative Rudd:
Re: HB 843

You have asked for our opinion concerning the ways in which a Municipality
may unduly benefit from the proposed revenue sharing bill (HB 843). The
Department analysis of the bill (contained in the 14 March 1978 letter

to you) explains very briefly some of the problem areas of the bill. In
addition to that letter, Local Government Specialist Bruce Aronson of

the Department offers the following comments concerning the ways in

which municipalities may manipulate the proposed statute to their own

best interest.

1. Enterprise activities (utilities, small boat harbors, etc.)
should not be included in the formula. In other words, any sales and/or
property taxes levied to support enterprise activities should be excluded
from the tax rates. If this is not done, the tax rates might be unfairly
inflated, and utility fees would be reduced. The State of Alaska would,
in effect, support an activity that should be self-supporting.

2. Since the categories of roads, ice roads, and health services
and facilities are retained in the legislation, it hardly seems appropriate
to include any locally generated taxes, used to fund these services,
under Ch. 88 of the bill. A gross example of this type of situation
would be a single purpose service area created for road maintenance
being eligible under Ch. 88 of the bill for the basic local tax effort
formula funds, and also receiving $1,500 per mile for roads maintained.
This dual eligibility would seem to be necessary.

3. A simple and rational approach to establish assessed valuations
per capita for second class cities in the unorganized borough would
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benefit by a low assessed value per capita number. Our earlier suggestion
of averaging the per capita assessed value of municipalities of population
less than 750 located in the unorganized borough 1is still one available
alternative.

4. HB 843 arbitrarily multiplies the sales tax rate times 2.3 and
adds in the property tax rate (inmills). It would be to any municipality®s
advantage to analyze the "rate ofreturn” to the municipality under its
current tax rates. By altering the sales and property tax rates (and
assuming total Ilocal revenue is constant) a municipality may be able to
gain slightly. A "cure-all™ to this problem would be to add all locally
collected taxes and divide by the revenue generated from one mill property
tax. This new number would be the "millage equivalent”. By doing the
above, a municipality would not tinker with local tax rates to gain some
additional State shared wealth.

5. If a municipality has nolocal retail stores, and/or property
that could be taxed (utilizing a property tax) it would be tothe municipality"s
advantage to "raise" local "taxes"™ until the maximum local effort factor
has reached (25). One estimate by Legislative Affairs indicates that in
a small rural city, the local effort factor is reached when a 1*$ sales
tax is levied. No additional benefit occurs when the number 25 is
reached.

Sincerely,

Lee McAnerney

by: ter
Director

PMc:pc
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ANCHORAGE, ALASKA 99502
(907) 274-2525

GEORGE M. SULLIVAN.
MAYOR

OFFICE OF THE MUNICIPAL ATTORNEY

April 6, 1978 tAMp - toft. Am *

bl'ht,
fatty

Representative Lisa Rudd 1 /f /7
Chairperson, House Community
& Regional Affairs Committee
Pouch V
Juneau, Alaska 99811

Dear Representative Rudd:

IIThe purpose of this letter is to inform your Committee that the
liMunicipal Administration has reviewed HB 843 and would object to
"Nfurther action on this legislation until all affected local
lgovernments have been able to thoroughly assess the strengths and
eweaknesses of the proposed new revenue sharing formula.

The assumption behind HB 843 as the bill 1is presently drafted
appears to be that some municipalities are not receiving a fair
share of revenue sharing funds"/ an'clT. conversely. that~~other TocaT
governments are receiving a disproportionate amount of available
dollars to which they are not equitably entitled. Although the
first portion of this assumption may be correct, the Anchorage
Administration objects strongly to the implication that the
Municipality 1is receiving more under the present revenue sharing

program than it should equitably receive. Our calculations
indicate that, at present, Anchorage receives approximately 46% of
state revenue sharing funds. With approximately 50% of the
state"s population, the present program is, if anything, slightly
inequitable on a per capita basis for Anchorage taxpayers. Under

the proposal advanced in HB 843, the percentage of revenue sharing
funds for Anchorage would decline to only 40%. Although there may
be merit in providing increased assistance to municipalities with
a relatively small tax base resource, it seems difficult to
justify taking funds from Anchorage that will, in essence, need to

be replaced by Anchorage taxpayers. The Committee is, of course,
well aware that the existing revenue sharing program has been
under funded in recent years. If a need 1is felt to provide

increased assistance to some municipalities, a strong statement
from the Legislature calling for 100% funding of the present
program would be an appropriate beginning.



Rep. Lisa Rudd
April 6, 1978
Page 2

Another possible problem with the proposed formula contained 1in
HB 843 1is that it would tie a munijcijoalJLityls position 1in the
revenue sharing pool to -ntatewid®J”?ar.rables such as~" stlrtgwirde-
assessed value that are largely beyond its control. For~example,
a major resource development project that might alter variables
such as statewide per capita 1income and assessed value could
affect the revenue sharing entitlements of 1local governments
without regard to changes in need for those municipalities. Under
HB 843, it is difficult for Ja municipality to pro ject what~~Its
Revenue sharing entitlement mfaht be two or three yearsin the
future.

Although Anchorage does not oppose the concept of a new approach
to revenue sharing, the formula proposed in HB 843 would so
radically depart from the present system and would have such major
impacts on local governments, that it should not be adopted
without thorough review and 1input from both small and large
municipalities. For example, Anchorage would like to be presented
with a series of printouts similar to those accompanying HB 843
showing the relative position of the Municipality under a variety
of realistic assumptions about future statewide assessed value and
per capita income. Perhaps a study committee consisting of
legislators, representatives from the state administration and
local governments could study the proposal prior to the
commencement of the next Legislature and could respond with
recommendations for a new approach to revenue sharing that would
be equitable for all parties concerned.

I appreciate the opportunity to comment on this legislation. If
the Committee has any questions <concerning the above, please
contact me at 264-4237.

DEPARTMENT OF LAW

Theodore D. Berns
Municipal Attorney

TDB :gml
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MEMORANDUM
DATE: March 9, 1978
TO: Ted Berns, Municipal Attorney
FROM: Larry D. Crawford, Director, OMB

SUBJECT: House Bill NO. 843

The following comments are offered regarding House Bill No. 843 providing for
"equalization of the tax resources of municipalities and continuing a portion
of the program of state aid for municipal purposes.” Comments from the finance
Department have been incorporated in this memorandum.

GENERAL

Under HB 843, Sections 43.18.010-43.18.050 of the present statutes are repealed.
These sections provide the authority for current state-shared revenues. In lieu
of this, new Chapters 88 and 89 have been added to Section 29 of the statutes.
Chapter 88 deals with a new source ofrevenuecalled an "EqualizationEntitlement."
Chapter 89 provides for the continuation of aportion of thestate-shared revenues
formerly authorized in Section 43. Exhibit A is a copy of HB No. 843; Exhibit 15
is a copy of the present statutes authorizing state-shared revenues.

Exhibit C is an analysis of HB 843 prepared by the State Legislative Affairs
Agency and contains an attachment (Exhibit D) demonstrating the comparative revenue
distribution wunder current law and HB 843.

A review of HB 843 reveals~.it to be ambiguous in-c.ertain cases as well as present—
ing redistribution of income approach to state revenue sharing. On the basis of
the information made available to us, it appears to be detrimental to the Munici—
pality of Anchorage.

AMBIGUITIES

Many of the ambiguities in HB 843 have been clarified by the analysis contained in
Exhibit C. However, some problems remain.

1. Two sections (Sec 29.88.055 & 29.73.060) refer to "fiscal year" without indicat—
ing whose, fiscal year - - the state or local. Complex calculations will he required
because of the different fiscal year periods regardless of which year is implied.

2. Section 29.88.030 would lead one to believe that two series of computations would
have to be made for the Municipality of Anchorage - - - one for service areas and an—

other for taxing districts. However, the computations in Exhibit D are based on tax—
ing districts.

3. Exhibit C (page 6) states that in the equalization entitlement, the property tax
mill rates and sales tax per cent rates are to be converted to mill equivalents. \Where,
is this so stated in tee bill? By converting both factors to mill equivalents, a dis—
proportionate emphasis is placed on the sales tax.

4. In order to determine the equalization entitlement in Exhibit 1), the products of
the formula in HB 843 have been multiplied by a factor of 2.983535316 ------ what
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authorizes such a factor? Without the factor, the equalization entitlement per

thflformula would have been only $6.1 million. With the factor it becomes $18.3
million.

APPROACH TO STATE REVENUE SHARING

113 843 presents a redistribution of income approach to the concept of state-shared
revenues. The title of the new item of revenue - - - "Equalization Entitlement”

- - - provides an insight in itself. The stated purpose of the bill is "to assure
that no municipality suffers impoverishment of necessary public services, relative
to other municipalities, because of the chance location of taxable wealth in the
state."” (Sec 29.88.00j). One of the criticisms of the present law stated in Ex—
hibit C (page 3) is that it does not include "ability to pay" considerations. A
community with a larger than the state average per capita property valuation re—
ceives revenues at the same rate as communities which are relatively poor. It is
further stated that the same criticisms can be raised with respect to per capita
income differentials from which taxes are paid. The net effect of the formula

Ls to favor economically disadvantaged communities.

EFFECTS ON THE MUM[CIPAL LTV OF ANCHORAGE

1. A municipality will be better off if it. is high or low in the various compon—
ents of the equalization entitlement formula as follows:

Population High
General Govt. Property Tax Mill Rate High
Sales Tax / Rate High
Local Per Capita Income* Low
Local Per Capita Property Value* 1.0w

*

Compared to state averages

At this point, it may be interesting to compare these state components with the fol—
lowing used in determining federal revenue sharing entitlements and whether a govern
mental jurisdiction is better off if it is high or low:

Population High
Tax Effort High
Relative Income Low

both the federal and state components follow the same pattern.

2. Anchorage has both a higher than average per capita income and per capita pro—
perty value. This is confi :med by Exhibit I) which shows Anchorage to have unfav—

orable income and property value factors in the computation formula compared with
most other jurisdictions wi"ivin the state.

3. The most discriminatory portion of the formula, however, is the sales tax Ele—
ment. Sales taxes receive disproportionate weight in the formula (e.g., a 4% sales
tax carries the same weight as a 9.20 mill rate). Using the computations for An—
chorage in Exhibit D, Anchorage would be entitled to the following additional re—
venues under the equalization entitlement at the various indicated sales tax rates:
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Sales Tax Additional Entitlement
2% $3.3 million
3% $5.0 million
4% $6.6 million
5% $8.3 million

In effect, HB 843 is detrimental to Anchorage for its lack of a sales tax. Al-—
though Anchorage does have a 5% hotel and motel tax, no provision for such a se—
lective tax is made in the bill.

4. HB 843 would greatly .reduce the degree of local automony. In addition to
the effects of the lack of a sales tax, communities would be faced with a new re—
striction as to use of the state revenues. Under current state statutes (see Ex—
hibit B - Sec. 43.18.010 (f)), state-shared revenues may be expended for any public
purpose for which the local government has power to expend public funds, except for
a few limitations regarding health facilities revenues. Sec. 29.88.030 of HB 843.
contains additional requirements regarding the use of funds for specific serv.fc.e
areas and tax zones. Although "the new provisions are fairly consistent with the
way Anchorage has been allocating past state-shared revenues, we would no .longer
have the flexibility to do otherwise if the circumstances so warrant.

5. In a rapidly growing area such as Anchorage, the local per capita income
Hand property value would increase at a greater rate than the state average thereby
JVcreating an adverse effect ;in the equalization formula.

6. Total state-shared revenues to Anchorage under the new bill shown on the
front page of Exhibit D are $9.2 million compared to $8.4 million using the present:
law. From that, it would appear that the bill isadvantageous to us. However, if
you look at. the last page of Exhibit 1), you will find that these amounts are based
on total funding of $25 million for the new bill versus $18.3 million under the pre—
sent law. Will the state appropriation really increase by nearly $7 million if 1IB
843 is passed? Since there is nothing to indicate such an increase, if only the cur—
rent leve of $18.3 million 1is available for distribution, Anchorage®s share would be
only approximately $6./ million - - - that"s $1.7 million less than under the present
law. No matter whlcJt.figure_ytf)jL,usRas the base:, under HB 843 Anchorage"s share of
state-shared revenues.wil l..dimlnish from 46% of the state total to only.377..

OTili-R CONSJDHRAT IONS

The impact of the 13-2 lands issue is uncertain at this time - ~ how will Che state-
selected lands ultimately affect the state per-caplta property value? Major concerns
relate to the complex calculations and the Municipality"s ability to generate the. base
data required during the budget process. The problems we have now in getting esti—
mated assessed valuations, population, road mileage and hospital, bed and facility fi—
gures give us an indication of the problems that would be. faced.

LDC/en

At tachments



TO: Rep. Lisa Rudd, Chair
House C&RA Committee

FROM: Steve Ginnis, Cicy manager
City of Fort Yukon

RE: HB 843 City of Ft Yukon revenue sharing increase

In the fiscal year ending June 30th 1977, the City of
Ft. Yukon received $56,183.00 in state revenue sharing
funds. In addition, sales taxes at the 3 percent maximum
allowed brought in an additional $50,148.00 Other sources
of revenue (federal revenue sharing, license and pernmits,
fines, state program reimbursement and miscellaneous revenues)
brought in an additional $80,688.00 1income. However, during
that same period expenses for each city department were
administration, $139,810.00, the Police Department, $38,170.00,
Fire Protection, $2,450.00, Streets and Roads, $40,621.00,
Water and Sanitation, $5,978.00, Recreation, $12,904.00,
Community TV, $22,141.00, this totals $262,074.00, in expenses
against $187,019.00.

In revenue the city was able to partially balance the
books by running the only liquor store in town and the net
income from that enterprise actively, after all expenses
were accrued, was about $34,419.00 In the current fiscal
year for 9 months ending March 31, the city has received
city sales tax at 3 percent of $30,654.00 and state revenue
sharing of $26,877.00, with an additional amount still to be
received. Federal revenue sharing has totaled $16,306.00
and other income of $9,942.00 for total revenues of $83,779.00
Received to date however the expenses by Department for the
same period are administration, $99,187.00, Police, $27,144.00,
Fire protection, $2,333,000, Planning and Zoning, $3,000.00,
Parks and Recreation, $7,115.00, Public Works $6,080.00,
Sanitation $1,001., Community TV $29,280.00. This totals
$175,140.00 in expenses for a net loss of $91,361.00. Only
by adding the net earnings for the city liquor store, $103,682.00,
for the year, has the city been able to make up some of the
deposit for both this year and last. The city is limited by
the amount of sales tax it can collect under the 3 percent
ceiling. These revenues are also limited by the amount of
goods and services that are avialable in the city as well as
the disposable income of the revenue. Ft. Yukon 1is not on
the connected road system of the state and tourism is not a
large source of income in the community. Many of the residents
do much of their retail purchasing in Fairbanks and the city
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looses out on the sales tax from those purchases. Ft. Yukon

is a hub of transportation and a limited commerce area for

the residents of the Yukon Flats,which is the only incorporated
city in the region and, although for state revenue sharing
purposes, ts population is listed as 637 people, 1in actuality
it may support many more people on a seasonal basis . The
state entitlement of $10.00 per resident for police protection
provides the city with less than 1/2 of the salary of the

Chief of Police even using all of the federal revenue sharing

for police protection. The police department must still be
supported by other areas of income. This is one area where
the city could use additional support. Other notes on

expenditures, water and sewer serve of $60.00 per month per
customer was rejected by most of the residents of the city.
This service could bring in additional income if provided by
the city. Cost of road maintenance for FY 77, $40,621.00,
Revenue sharing received FY 77 (for that purpose) $30,856.00.



