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IN REFERENCE TO H3843 CITY OF FT YUKON REVENUE 3HARINC INCREASED

TESTIMONY

IN THE FISCAL YEAR ENDING JIINF, 30TH 1977 , THE CITY OF FT YUKON

RECEIVED DLRS56,183. IN STATE REVENUE SHARING FUNDS. INADDITION
SALES TAXES AT THE 3PERCENT MAXIMUM ALLOWED BROUGHT IN AN

ADDITIONAL DLRS50,148.00. OTHER SOURCES OF REVENUE (FEDERAL
REVENUE SHARING,

LINCENSE AND PERMITS, FINES, STATE PROGRAM

REIMBURSEMENT AND MISCELLANEOUS REVENUES) BROUGHT IN AN

ADDITIONAL DLRS80,688. INCOME. HOWEVER, DURING THAT SAME

PERIOD EXPENSES FOR EACH CITY DEPARTMENT WERE ADMINISTRATION,

DLRSI139,810., THE POLICE DEPARTMENT DLRS38,170.,

FIRE PROTECTION

DLRS2,450., STREETS AND ROADS DLRS40,621.,

WATER AND SANITATION

DLRS5,978., RECREATION DLRS12,904.,

COMMUNITY TV DLRS22,141.,
THIS TOTALS DLRS262,074., IN EXPENSES AGAINST DLRS187,019.
IN REVENUE THE CITY WAS ABLE TO PARTIALLY BALANCE THE BOO”S
BY RUNNING THE ONLY LIQUOR STORE IN TOWN AND THE NET INCOME FROMi

THAT ENTERPRISE ACTIVELY, AFTER ALL EXPENSES WERE ACCRUED

WAS ABOUT DLRS34,419. THE CURRENT FISCAL YEAR FOR 9 MONTHS

ENDING MARCH 31 THE CITY HAS RECEIVED CITY SALES TAX AT 3 PERCENT

OF DLRS30,654. AND STATE REVENUE SHARING OF DLRS26,877.

WITH AN
ADDITIONAL AMOUNT STILL TO BE RECEIVED.

FEDERAL REVENUE



SHARING HAS TOTALED DLRS16,306. AND OTHER INCOME OF DLRS9,942. FOR
TOTAL REVENUES OF DLRS83,779. RECEIVED TO DATE HOWEVER THE

EXPENSES BY DEPARTMENT FOR THE SAME PERIOD ARE ADMINISTRATION,
DLRS99,187.; POLICE, DLRS27,144.J FIRE PROECTION,

DLRS2,333.; PLANNING AND ZONING , DLRS3,000.; PARKS AND

RECREATION, DLRS7,115., PUBLIC WORKS DLRS6,080.; SANITATION
DLRSI,001.; COMMUNITY TV DLRS29,280.; THIS TOTALS DLRS175,140.
IN EXPENSES FOR A NET LOSS OF DLRS91,361. ONLY BY ADDING

THE NET EARNINGS FOR THE CITY LI™"0R STORE DLRS103,682. FOR THE
YEAR, HAS THE CITY BEEN ABLE TO MAKE "P 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 AVAILABLE IN THE CITY AS WELL AS THE DISPOSABLE
INCOME OF THE REVEN"E. FT YUKON IS NOT ON THE CONNECTED ROAD
SYSTEM OF THE STATE AND TOURISM IS NOT A LARGE SOURCE OF INCOME
IN THE COMM"MITY. MANY OF THE RESIDENTS DO MUCH OF THEIR

RETAIL PURCHASING IN FAIRBANKS AND THE CITY LOOSES OUT ON

THE SALES TAX FROM THOSE PURCHASES. FT YUKON IS A HUB

OF TRANSPORTATION AND LIMITED COMMERCE FOR THE RESIDENTS OF

THE YUKON FLATS WHICH IS THE ONLY INCORPORATED CITY IN THE
REGION AND ALTHOUGH FOR STATE REVENUE SHARING PURPOSES ITS
POPULATION IS LISTED AS 637 PEOPLE IN ACTUALLITY IT MAY

SUPPORT MANY MORE PEOPLE ON A SEASONAL BASIS THE STATE
ENTITLEMENT OF DLRS10 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 POLICY PROTECTION THE POLICE DEPARTMENT MUST STILL BE

SUPPORTED BY OTHER AREAS OF INCOME. THIS 1S ONE AREA WHERE

THE CITY COULD USE ADDITIONAL SUPPORT OTHER NOTES

ON EXPENDITURES WATER AND SEWER SERVE OF DLRS60 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 FY77 DLRS40,621.
REVENUE SHARING RECEIVED FY77 (FOR THAT PURPOSE)

DLRS30,856

STEVE GINNIS CITY MANAGER FT YUKON
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1650 Cowles St

FAIRBANKS, ALASKA 99701

OPERATED BY
LUEI TAN HOSPITALS AND HOMES CCIETY
FARGO, NORTH DAKOTA 58101

March 20, 1978

The honorable Lisa Rudd
President, House Community and
Regional Affairs Comndttee

2827 Lore Road
Anchorage, AK 99507

Dear Representative Rudd:

Fairbanks Memorial Hospital is very interested in House Bill 8*13 dealing
v/ith revenue sharing and hospital construction money. We were wondering
whether you had any ideas as to whether this bill has potential for
passage during this session.

We do have some comments in regards to this bill if it wvri.ll be presented
in your comnittee. | might state that Sally Smith, from Fairbanks, has
also been apprised of these comments and suggested that we contact your
office to determine whether the bill would be acted upoh. We encourage
you to bring this issue to your committee since there are several sections
of the bill which we feel need clarification and restatement, and we feel
that since the bill is in the workings, that the current bill should be
amended to include our ideas of concern.

Hoping to hear from you.

Sincerely,

Administrator

Wed



CITY .+ BETHEL

P. O. Box 388 e« Bethel, Alaska 99559
543-2297-Area Code 907

March 29, 1978

Representative Lisa Rudd

Chairperson House Community and Regional Affairs Committee
Pouch V

Juneau, Alaska 99811

Dear Representative Rudd:

At the -regular city Council Meeting of March 27, 1978,

Council passed and approved Resolution No. 23.L, endorsing

House Bill No. 843, "AN ACT PROVIDING TOR EQUALISATION OP

TAX RhSOuRC.ES OF MUNICIPALITIES AND CONTINUING A PORTION OF

TUB PROGRAM OF STATE AND FOR MUNICIPAL PURPOSES; AND PROVIDING
FOR AN EFFECTIVE DATE."

Although the present systems for distributing State Revenue
Sharing funds does assist municipalities in providing services
there exists an incentive in the revenue sharing program for
municipalities to increase or improve the service by increasing
local taxes. Under the provision of House Bill No. 843,

however, this would all change the proposed formula allocation
system, 1increase the amount of revenue sharing if the Community
increases its sales tax or property tax.

Tf your office should have any questions in regard to Bethels
position on the piece of legislation do not hisitate to
contact me.

Sincerely,

LH:Lf

“Deep Sea Port and Transportation Center of the Kuskokwim™



CITY OF BETHEL,
RESOLUTION NO. 231

A RESOLUTION OF THIF CITY OF BETHEL, ALASKA ENDORSING ™"AN

ACT PROVIDING FOR EQUALISATION OF TAX RESOURCES OF MUNICIPALITIES
AND CONTINUING A PORTIONOF THE PROGRAM OF STATE AID FOR MUNICIPAL
PURPOSES; AND PROVIDING FOR AH EFFECTIVE DATE." IN THE FORM OF
HOUSE BILL NO. 843.

WHEREAS, House Bill No. 843, would not distribute State

Revenue Sharing strictly on a per capita basis with the

remaining 25% allocated according to miles of road main—

tained and number of health facilities and hospitls, but

would improve the allocation system and revenue raising for

the benefit of home rule and general law municipalities by
providing a more equitable allocation of financial resources
among municipalities, and to assure no municipality would

suffer impoverishment of necessary public services because

of chance location of taxable wealth in the State, and

WHEREAS, this bill would accomplish this by implementing an
equalization formula that would base entitlement due each

municipality on 1its population, relative to general revenue

and local tax efforts, and

WHEREAS, Bethel City Council believes that the passage of this
bill would distribute State Revenue Sharing dollars on a much

more equitable basis than the system presently utilized.

NOW THEREFORE, be it resolved that the City of Bethel, Alaska
endorses House Bill No. 843, "AN ACT PROVIDING FOR EQUALIZATION
OF THE TAX RESOURCES OF MUNICIPLITIES AND CONTIUIMG A PORTION
OF THE PROGRAM OF STATE AID FOR MUNICIPAL PURPOSES; AND PROVID—

ING FOR A EFFECTIVE DATE."™, and would support simuiar legislation

if introduced in the Senate, and

BE IT FURTHER RESOLVED that the City of Bethel encourages the

State Legislature to pass and approve this legislation.

P?SSED AND APPROVED by the Bethel City Council this day
0 1978 . K



House Community and Regional Affairs Committee
Teleconferenced Hearing
April 5, Ic78, 5:00 p.m.

House Bill 843
Members: Rudd, Kelly, Phillips, Loveseth, Snider, Andersor.

Visitors & Resource Persons: Commissioner McAnerney, Palmer McCarter,
Rep, Mike Miller, Jim Rolle, Marilyn Miller, John Williams, Rep. Gardiner,

Testifiers: Leo Rassmussen, Mayor of Nome; Judy Slajer, Ketchikan
Borough Manager; Jaimes Veazey, Senior Citizen Ombudsman, Ketchikan;

David Jensen, Sand Point and King Cove; Wes Howe, Mat-Su Borough Manager;
David Rose, Assemblyman, Anchorage; Tom Mingen, Administrator Fairbanks
Memorial Hospital; Nancy Kraning, Assistant City Manager, Bethel.

Leo Rasmussen, Nome: Small communities are farther outside revenue
sharing, It seans Nome would get $13,000 more under the old revenue
sharing act, The original intent of the present revenue sharing act,
to decrease taxation, is good, but it is not working.

Judith Slajer, Ketchikan: Ketchikan Borough believes they can support
the concept, but more time is needed to analyse the bill.

James Veazey, Ketchikan Senior Citizens: Senior citizen group is
opposed to revenue sharing dollars being allocated for the Ketchikan
hospital. The hospital is run by a church organization, but is run as
a profit making business. Profit goes to the church organization.

The monies should be spent on construction of the hospital facility or
better, on such things as badly needed road construction.

Dave Jensen, King Cove and Sand Point: Has some objection to the method
of determining the entitlement. T.t is moving more and more toward the
Federal Revenue Sharing Program, Takes particular exception to the
per capita income being used in the formula. PCl has no bearing on

the equalization of tax resources. Could have a high property value and
low income, as in Sand Point, Also noted the COLA differential is

not included in the formula computation, but is only inserted afterward.
There should be some attempt at equalization of the purchasing power of
the dollar in the various areas of the state, Suggested the per capita
debt should be included in the for.nula, that is , the local tax burden.

Wes Howe, Mat-Su Borough: Mat-Su has no strong position at this time,
Some observations, however, would include the formula proposed in HB 843
is very complicated which leads to problems with revenue projections

as well as citizen understanding, Another problem is with new service
areas, Some may not need to have a tax for the service, but without a
tax, the proposed act would provide no revenue sharing, The proposed
bill would give little incentive to start new municipal services whereas
the present program does encourage new services. The bill does not

take into account other forms of local effort such as fees and specific
taxes, Finally, utilities may be subsidized by taxes in some
municipalities currently, and this bill may encourage the continuation of
such tax support,



Representative Gardiner: It is not the intent of this bill to encourage
or to put pressure on municipalities to Increase services. This would
be considered a local decision.

Rudd: It would seem that the proposed bill would place a heavy bookkeeping
responsibility on municipalities in that the revenue sharing would be
allocated by service area. Is this so0?

Howe: It is not so much a bookkeeping problem as it is trying to cope
with the complicated formula.

Rudd: The present revenue sharing monies do not need to be spent in
a particular service area, but the new bill would provide that those
revenue sharing dollars allocated for a service area be spent in that
area. Is this a problem?

Howe: The policy of the Mat-Su Borough has been and is consistent with
the provision ot the new bill.

Tom Mingen, Administrator, Fairbanks Manorial Hospital: Expressed
concern over revenue sharing hospital construction moneys. A recent
attorney general®s opinion has stated that revenue sharing construction
monies can be fornew beds only. Fairbanks hospital®s construction
plans include not just the addition of beds, Dut also of additional
services. They would like to count on revenue sharing dollars for the
new services as well.

Dave Rose, Assemblyman: Stressed that his view"-are his own at this point,
since Assembly has taken no official position. He noted that there is
always a finite amount of money approriated for revenue sharing. Under
the new bill, Anchorage®s percent of the total is decreased. Therefore,
their prorated share of the total is less if the appropriation does not
fully fund the program. He also noted Anchorage®s hotel sales tax should
be included in the formula. He like! the simplicity of the present systenm,
compared to the many variable,which go into the new bill. Some of these
variablesmay not be available some years, or delayed; e.g., property
values are currently on a year delay basis. Finally, the proposed
complicated formal#, may be a detriment to long range fiscal planning.

He suggested the bill needs more study by all municipalities and should
be held until next session.

Gardiner: He plans to have the C&RA Conmittee introduce an appropriation
bill for $27 million to be passed this year. He will have a sponsor
substitute bill to offer which will provide that the program will not go
into effect unless it is funded to the tune of $27 million. The

sponsor substitute will also include the sales tax millage equivalent
computed by revenues.

Rose agreed the appropriation is essential.

Rudd: Has been thinking of the same points. She also believes that

the state should stay with the revenue sharing program based on services.
It is in the state®s best interest to assure that local governments are
providing necessary local services.

Rose: The present categorical approach has been a concern for several
years, but no one has come up with anything better.



Nancy Kraning, Bethel: The proposed bill is supported by the Bethel
City Council which has passed a resolution to that effect. A cop}’- was
sent to theC&RA Conxnittee. She noted that a pay out of at least $25
million should be mandatory. She likes the fact that smaller
conmunities getmore revenue sharing monies under this new bill.

Representative Anderson: Noted that the sponsor substitute will include
a minimum amount allocated to every comnunity. This was at his request.
This mil help those conmunities which currently only get a few thousand
dollars in revenue sharing, hardly enough to do an audit.

Carrol Donnelson,Manpower, Bethel: She stated she was a bit confused
about the equalization of resources philosophy of the proposed bill when
she looked at the projected allocations for coirmunities in her area,
only 8 of them received more dollars than presently, some only the same
amount.

Gardiner: The bill contains a hold harmless clause for three years so
that no comnunity will receive less than they are presently. However,
it is the intent that conrnunities without any taxation at all would

not receive any revenue sharing monies. Anderson®s idea of a minimum
amount would assure everyone a share of the pot. This concept was
contained in HB 70 and passed by the C&RA Conmittee so it will likely
be accepted in the new sponsor substitute of HB 843. With this minimum
even cities with no revenue sharing would get some.

Rudd: One of the main points of the bill is how much a municipality
is vailing to tax itself to provide services.

There being no further testimony or corrments from the committee members,
the meeting was adjourned at 6:00 p.m.
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Resort o» the Local Government Committee
RurAlCap Citizen Pnrticioation Conference

The committee recognized the large number of House and Senate bills,
either proposed or already introduced, addressing state, city, and
borough needs. In addition, the committee recognized.the limited time
available to review and comment on these bills.

The committee, therefore, decided to study only those bills of extrema
importance, .that have the greatest impact on boroughs and cities. The
committee, following thr. advise and suggestion of the assigned Technical
Assistant, chose to consider, in detail, the following bills:

/0 HB343: "Providing for equalization of the tax resources of
municipalities and continuing a portion of the program
of state aid for.* municipal purposes".

VAo SB502 Identical to HB843. - - ..
"Relating to municipal organization grants".

"Authorizing a borough or city tax cn net income".

"Providing for assessment, levy, and collection of
a tax on developed land in the unorganized borough".

"Exempting certain items from sales tax".

-V

o5

"Relating to the levy and collection of sales and iz,

use tax by municipalities".

The committee, after- study and evaluation of the bills identified above,

recommended the following: .

1. H3843/SB502: The committee supports this bill in principle, with the
stipulation that: (a) Section 29.88.010(b) be revised to indicate that..
the grant made available to a municipality be a minimum of $50,000 in

-Ss" B,

those cases where the indicated formula grant is lower than $50,000, and

(b) the last sentence of Section 29.89.010(a) ("No paymenc may be made.
be eliminated.

SB203: The committee supports this bill with the proposed Department of
Community and Regional Affairs ammendmants relative to dollar amounts
available under Section 29.18.180(1) and (2) (please see the attached).
Further, the committee fee.ls that a section should be added to provide

for pre-planning study grants of up to $50,000 for borough incorporation,
and up to $25,000 for city incorporation; provided that: (1) the applican

submit a projected budget, (2) unexpended grant monies be returned to
the State, and (3) identification of local governing bodies eligible fo
pre-planning grants occur.

r



3. SSHB75: The committee supports the concept of this bill with a stipulation
that Section 29.53.500(g) be modified to include transient residents as
subject to incone tax payment. The concern of the committee is that non—
resident wage-earners should be taxed on their earned income. "

AN 1 /N
urt* J }‘fe mecbers unanimously agreed thatthey cannotsupport HB202,
' HB509, and HB57S and, therefore, have recommend to theentire Citizen
Participation Conference delegation that it not support the bills.

Submitted: February 24, 1973
Committee Chairperson: Mr. Lutena Mulitalo

Facilitator: Mr. Cordon Jackson
Technical Assistant: Mr. Bill Pritchard



STATE SPENDING IMPACT ON LOCAL GOVERNMENT



STATE SPENDING IMPACT Oil LOCAL GOVERNMENT

No assessment of, or attempt to monitor, <“tale government growth
can be complete without considering the impact of state actions on the
state®"s primary partner in public policy --local government. 1In a
broad sense, especially from the standpoint of public spending, local
government is something of an extension of state government onto the
local level. The latter 1is especially true in Alaska.

The generous revenue relationship of the central Alaska government
and local governments date back to the Territorial period. The revenue
relationship was greatly accelerated in the early 1970s by the availability
of surplus revenue --the $900 million. However, the same acceleration is
again taking place today in "prospect™ of surplus revenue derived from
Prudhoe Bay taxes and royalties. For example, 1in 1977,in one action the
Legislature proceeded to wipe out local school construction debt as of
Only, 1977. Secondly, high on the discussion list is 1007. state support
of local schools. Two briefly presented figures serve to demonstrate the
dramatic degree of state action in the post-1970 period, and in the
present period of "prospective" Prudhoe royalty wealth.

First, between 1969 and 1975 the Legislature, in excess of the

current rates of funding of the pre-1970"s, gave Alaska local governments
an estimated additional:

$445 mi 11 ion

The abo e figure 1is approximate, with a great deal of argument
being possible surrounding any supposition concerning what the rates of
funding increases might have been if the S900 million had never existed.
However, there are also considerable monies provided to local governments
not included 1in the above figure.

In other words, roughly speaking, a case can be made that half of
the $900 million was ccwaitted to the benefit of Alaskan local govern—
ments and their taxpayers.



Second, 1in terms of the present, the 1977 scnool debt pick-up
legislation has some far reaching impact on local government.

-Fairbanks principal bond debt . . . $40.7 million
-(less) Municipally Bonded Projects $ 3.0 million
-School debt picked up by state . . ,$37.7 mill ion (est.)
-Net remaining borough liability. . ,$ 3.7 million

However, Fairbanks®™ actual debt exposure "plus interest” will be
$62-million, with all but $3-million (plus interest) being the actual
amount the state v;ill pick up on behalf of tbs borough. In other words,
the 1977 action of the legislature will leave the state®s second largest
borough with only a debt of $3 million plus interest.

The Fairbanks and Anchorage school principal and interest to be
picked up by the state as a result of the 1970 and 1977 laws totals about
$188-mi 11 ion.

The simple point to be made here is that two enactments (1970 and
1977), have made Alaska local governments virtually debtless. Such a
situation 1is beyond the wildest dreams of policymakers throughout most
of the other states.

TOTAL STATE Alt) TOuiLOCAL SCHOOLS

(iri millions)

1955 . . . -$16.9 19772 . . . .$56.7
1957 - - . .$19.4 1973 . - . .$69.6
1958 . . . . . .$20.8 1974. ... 8781
1969 . . . . . .$25.8 1975 . . . .$83.8
1970 . . . . . .$35.1 1976 . . . . . $119.6
1971 . . . . . .%$64.1 1977 . . . . . $124.4

The chart o:i the following page breaks school aid down as it impacted
Juneau, Anchorage, and Fairbanks between 195-3 and 1977.
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STATE EDUCATION™ AID TO ANCHORAGE, FAIRBANKS, JUNEAU
(In Mil lions)

ANCHORAGE FAIRBANKS JUNEAU

1966 $ 7.1 $ 2.4 $1.1
1967 $ S.1 $ 2.7 $1.5
195S $ 8.9 $ 2.6 $1.3
1969 $11.2 $ 3.3 $1.6
1970 $10.5 $ 4.8 $2.1
1971 $31.0%* $ 9.2% $4.5*
1972 $29.0 $ 8.4 $4.1
ly/3 $30.8 $ 8.5 $4.6
1974 $34.8 $ 9.1 $4.9
1975 $38.7 $10.9 $5.4
1976 $45.0 $14.5 $6.4
1977 $49.1 $16.1 $7.1
TOTAL $301.3-Mill ion $92.5-Million $44.2-Million

The ab-.ve cliart shows school aid increasing very marginally in the
late 1960s, taking a jump in 1960 after increased severance taxes boosted
state income in 1968, again aid increased in 1970 in anticipation of the
bonus sale in late 1969, and then state school support approximately
doubled for Fairbanks, Anchorage, and Juneau under the Alaska School
Foundation Act of 1970.

It should be noted also that Anchorage commands almost half of total
state aid to education throughout the schedule.

STATE AID FOR LOCAL SCHOOL CONSTRUCTION DEBT
(In Millions)

Debt Service ft Entitlement Authorized

Year Cash Dayments (?%; 8 Less Cig. Tax) Reimbursement
1971 $ 6.1 $ 2.4 $ 1.8

1972 $7.3 $ 2.3 $ 2.3

1973 $ 9.7 $ 3.5 $ 3.4

1974 $16.9 $ 7.0 $ 5.7

1975 $18.2 $ 7.6 $ 3.6

1976 $21.6 $ 9.2 $ 8.8

1977 $25.6 $10.1 $ 9.0

1978 $24.2 $10.8 $10-S (50 7j*
j 1979 $35.4 $23.6 525.6 (100"..)

/1 7€ ci\z £ _HTM™



The previous chart shows the rate of state pickup of local school
construction debt beginning in 1971, and volicwing tnrougn until 1978
and 1579 when the- state financial outlay will double fro;-; $10.S million,

Per to $25.n miV'!ion.

Other sources of direct aid from the state to school districts
arc also present. Fcr example, at the beginning of the bonus money
period the state enacted the State Impact Program, patterned after the
federal impact program (PL374), and designed to compensate local scl.ool
districts for the impact of state employees working in "tax exempt"
facilities (industrial tax loss).

For example, a community such as Fairbanks annually collected
approximately $500,000 in state impact aid, for a cumulative revenue
between 1969 and 1974 of $2.5 million. In addition, Jlocal school dis—
tricts have been fully compensated by the state for school bus costs. ~
Again, using Fairbanks as a localized example, transportation aid in
recent years has run about $1 million annually, for a cumulative between
1969 and 1974 of $5.7 million.

Additionally, local communities were receiving substantial state
aid under the State General Revenue Sharing Programs,, with aid being
broken down by areas of responsibility (fire, police, hospital, etc.),
being exercised by a city or borough.

GENERAL MUNICIPAL REVENUE SHARING
C'in mil lions)

1970 ool $ 2°
1971 e $ 6.3
1972 - $ 75
1973 Ll $ 7.8
1974 ... $ S.8
1975 ... $ 2%
JO76 S -



ANCHORAGE MUNICIPAL REVENUE SHARING 1970 - 1975

i 1 Borough (121% ty
2000 :0009)
1500
1000
500 U "o r-fla
0 1 ]
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FAIRBANKS MUNICIPAL REVENUE SHARING 1970 - 1975

i | Borough City
r | r "1
1970 971 97? 1973 974 975

JUNEAU MUNICIPAL REVENUE SHARING 1970 - 1975

i J Borough (unified government)



Alaska mimicipalities in 1959 were in something of a "double
trouble™l1 situation, fl*ny vere facing a growing restlessness among real
property taxpayers, while at the same time they were under a tremendous
pressure for expansion and improvements. Real property tax rates had
moved generally <upward in Alaska communities in the mid-1960s, ill part
to finance post-statehood growth and optimism, and secondly under the
expanded ability to serve brought by the creation of boroughs.

Anchorage was particularly under pressure from growth expansion,
with taxes running in the area of 20-mills total, while Fairbanks had
experienced a run-up cv taxes in the 1950s from fairly modest rates to
a total of 26-mills (plus 5% sales tax).

Hence, the beginning or bonus money revenue sharing was both a
potential source of tax relief for local taxpayers, and a means of
financing the needs of community growth without tax increases. During
the period many communities would have an expanding assessed value base
to help finance growth, but that increasing assessed value also
demonstrates the pressure the community was under. Other co;rnimi ties
were simply struggling td Ttatch-up with long unmet needs under the
momentum and optimism, of statehood. Anchorage perhaps typifies the
growth impacted community, struggling to just finance growth needs with—
out increasing taxes, while Fairbanks typified the community simply
trying to finance needs for existing population arid still experiencing
a tax run-up.

The relationship of revenue sharing from the $900-Killion can
therefore be viewed from a perspective of:

1) Tax reductions by local coisrminity

2) Increased services (evidenced by
increases in employees)

3) Increased local assessment value as
an indicator of local growth pressures.

The following charts focus primarily on Alaska®s larger and mor<
sophisticated wrf an co;ngzy:nities, in part because they typify what was
happening 1in the late t © ain! early "70s to a majority of Alaskans,
and became any attempt to analyze Alaskan local government in terms
of an overall view is difficult --local curcumstancos of grass roots
government in Alaska varies so greatly individualized comparison is
difficult if not impossible. However, the view of state action as a
catalyst to local government pol icy by vie.winn individual communities,
at least provides some opportunity for a comprehensive insight to the
droPmfir influence tho state has through revenue sharing.



The following chart provides sons insight to the experience of
Fairbanks fron a reel property tax viewpoint in the rrid-195G6s and
the early 1970s. The impact of the state revenue sharing efforts can
be seen beginning in 1359.

30 nils

25

15

1964 1955 1966 1967 1963 1969 1970 1971 1972

FAIRBANKS REAL PROPERTY TAXES 1964 - 1972

The Fairbanks graph 1is perhaps the most dramatic in terms of
visability of f900-Million revenue sharing imoact. Initially the
community optec to take its revenue sharing benefits in the form of
real property tax reductions on the borough level. The business of
the borough being primarily schools was in a position to take the most
advantage in terms of benefits, being the recipient of the major
share of revenue sharing through school foundation aid. The general
municipal Tfunctions of the borough at the time were just beginning to
develop.

The City of Fairbanks, which oualified only for general municipal
revenue sharing, used revenues to keep its tax rate relatively "level,”
while expanding some operations at t. revenue advantage by shifting

powers to the borough, and also through a mildly increasing assessed
evaluation bass.



However. Fairbanks by che end of the 1360s v.-:s undergoing £
genuine tie/ crisis. The combined horcunh/ci Ly nro®ierty taxes 1leyjjj-
in the city area, grev from o tradi~;lanal level of about 16-mills 1in
the early” 1300"s . to e record hioh of 26-ini lls in 19%":) --only 4-nil Is
short of tns state legal limit. The level of taxes in 1959, in tact,
generated a "taxpayers revolt®™ in Fairbanks that did not subside until
the middle 1370"s, dssoite t:e fait that taxes dreaped 40T in the
. ity and 60:1 in the borough area b-11971.

The tax crisis of 1969 in Fairbanks forced the community to take
its $900 million benefits largely in tax reductions rather than -
expanded services. Ic was the borough which was able to cut taxes due
to the state school support increases. The city on the other hand
benefited greatly by the tax cut of the borough, since the relief granted
city property owners from the borough cut"relieved tax pressure,l and
allowed the city to maintain its level of taxation. As a result the city
was able to gradually expand services through: f)~increased state revenue
sharing, 2) increasing assessed property values, 3) annexation of now
areas (and assessed values), and 4)"through the gradual sir? "t cf city
services to the "broader™ tax base of theborough.

Generally, the Fairbanks pattern wasreflected throughout the
state to some degree, with schools able to generate the tax break,
that cities, which generated most "homeowner"™ services, could expand
their taxes and services beneath that shelter of relief.

Fairbanks represented the most extrema crisis of municipalities 1in
1969. The community had a 26-mill tax level in the city area, and also
had a 66 sales tax iIn the city /one. However, even with such high tax
levels the Fairbanks Community was still just struggling to fill out. the
needs of its basic pre-1964 structure. In other words, like alot of
other communities, Fairbanks was simply struggling to "catch up" with
needs.

During the period Fairbanks was growing slowly, with the assessed
evaluation of the city growing from $90 nillion 1in 1964 to $179 million
in 1377. The borough®"s value also doubled from a 1954 level of $150 million
in 1954 in a 1972 level of >301 million. However, a large share of the
value gains were simply reevalu ition of existing oroperties, as compared
with additions of new property values. However, between 1972 and 1974 Fair—
banks added another $100 million ix value, and with the addition of full
pipeline assessed values the community has new soared over the billion
dollar assessed value mark. The addition of the pipeline as a rich
industrial tax base, has probably iesolvad Fairbanks®™ real property tax
probl-OM.:. In just two years i?2irbanks went from a prime example of a
lax-poor community to a p*i :a ame pie of a tax-rich community.



The impact of s te revenue sharing can also be seen by a quick
comparison of the "changing relationships” of the larger revenue
sources 1in the Fairbanks Borough.

FAIRBANKS BOROUGH KEVFiUE RELATIONSHIPS
State Foundation Act, Sales Tax, Property Tax
Revenue Source 68--69 69-70 70-71 71-72 73-74 74-75
State Fa. Act $3 5(1) $4.7(1) $9.0(1) $8.2(1) $9.2(1) $9.7(1)
Sales Tax $1 6(3) $2.0(3) $2.1(3) $2.2(2) $2.6(2) $3.0(2)
Property Tax $3 3(2) $3.3(2) $2.2(2) $1.3(3) $2.2(3) $2.7(3)

(*) Numbers reflect rank is predominant revenue
earner

Viewing the three predominant revenue producers, state school support
has been number one since back in the early 1950s, although at times
it barely eclipsed property taxes as number two. Sales tax ran third.

However, in 1971-72 the state school support had widened its lead
as number one to almost double sale:, tax and property taxes combined,
and property taxes dronoxd behind sales taxes to third place

Nor doss the above chart show the whole picture. By 1978 the total
revenue of the borough coming from other governments had increased to
about 70;i of total revenue, while traditional sales tax.a- and property
taxes commanded about 25% of total revenue.

Ari alternate picture is what the impact of new state revenues did
to employment by local governments. However, this is a somewhat difficult
picture to show because it involves revenue "relief" that affected three
inter-related governments,.and it also was a period when services were
gradually being truns fared from the smaller population base or cities to
the larger base of the relatively new borough governments.

lhe following chart shows Fairbanks combined city/borough employment
totals . Coinsining the totals compensoti for statistical error inherent
in transfers oi powers and services from the city to the borough.



TOTAL EM?LOVESS FAIRSTiif.S CITY A: O ECOOUGH"1)
1953 - 1975

Government 1958 1963 197U 19/ 1972 1973 7974 13/5 1976

Borough 40 45 53 69 85 117 137 174 172
Education 399 370 463 473 459 464 471 554 732
City 173 134 237 233 306 263 262 259

TOTAL ALL GOVT 612 609 753 835 850 844 870 997

0Tooes not include School classified employees

The previous chart shows some employment jumps in the 1960 - 1975
period, and then an increase in the pipeline period. However, during
the period the borough®"s general government growth was 1in part due to
a transfer of function from the city, and the jump in education between
1974 and 1975 was due to the transfer into the system of "on-basa"
schools (from the state).

THE ANCHORAGE PICTURE

The Anchorage impact due to slate revenue transfers 1is loss precise,
in part because the expanding Anchorage community took their "relief”
from the state largely in the form of expanded services. Anchorage during
the period was undergoing a period of rapid expansion, and it is.likely
that the large infur, ions of skate revenue simply enabled the community to
meet new "demands vmthouf a tax increase.

The Anchorage tax base also rests predominantly on real property taxes,
supplemented by a personal property tax. The community does not have a
sales 1 , a luxury few Alaska municipalities have been able to afford.

TheHorough was also much more aggressive in Anchorage in"absorbing
services (powers) from the city that, would be more equitably provided on
the expanded tax base of the borough. However, transfers of services tends
to distort the indicators oF "growing or failing” tax levies, total
spending, and numbers of employees, Nevethele*<s the collective totals
tend to show whatever notcern was prevalent. L .-g the period Anchorage-s
assess:. "evaluation was also growing significantly, thus expanding the tax
base of co; T'unity.



Ths above chart shows the infusion of state revenue sharing in
1969-1976 dropping basically school taxes, allowing the city to drop
taxes slightly while increasing services.

A11CHORAGE BOROUGH REVENUE RELATIONSHIPS
Property Taxes and Other Governmental Revenue

Revenue Source 68-69 69-70 70-71 71-7r 73-74 74-75

Revenue Other
Gov"t Sources $17.4 $24.2 $33.6 $44. $54.9 $68.1

Property Taxes $15.8 $14.0 $11.6 $16.5 $33.0 $30.6

(in millions)

The above chart does not reflect total borough revenues. However,
it does show the changing revenue relationship from 1968-"69, when
property tax revenues almost equaled "other governmental transfers,"”
until 1974-"75 when "other governmental transfers”™ double property
taxes. Total revenues from, the two sources want from S35-niill ion (63-69)
to $98-nriTlTen Ti-/"4-7TT).  .....

11



The total
in 1053-69,

to $104.9-mi 11 ion
expansion of services during the 1953- 75 period,

in 1974-75.

reflects grov?th by function an:i expenditure.

ANCHORAGE BOROUGH GROWTH BY SPENDING AND PROGRAM

Program
General Gov.
Health

Public Safety
Consv.
Education

Debt Service

TOTAL SPENDING

Nat. Res.

1953- B9
1963-7"69
$2.1 (million)
$409,000
$627,000
$ 11,740
$21.2 (million)
$ 3.5 (mill ion)

$34.8 million

.0 1974-75

1971-72

$6.9 (million)
$1.3

$2.4

$704,624

$45.0 (million)
$ 8.5 (million)

$65.3 million

1974-

$13.3

$ 6.2

$ 2.0

$64.2

$14.1

$104.9

GROWTH ANCHORAGE EVALUATION 1969-"63 to 1974-75

1

spending of tlif Anchorage Borough went from $34.8 million
Since Anchorage chose rapid
the following charts

75

(mill ion)

(mil 1ion)
(million)

million



GROWTH BY EMPLOYEES ANCHORAGE CITY AND BORO JGH

The growth in the numbers of employees in the Anchorage city
and borough reflected a rapid growth between 1969 and 1971, and
then leveled 0| f until 1974.

In general the uniformity of Anchorage real property taxes
between 1969 and 19/6, the increases in general spending, the growth
in assessed value, and the growth in numbers of employees, all rcfl®
a community that was in the midst of expansion. Hence, the impact Oi
state revenue sharing for Anchorage was to moderate the costs of
growtii and expansion for local taxpayers.



A Analytic Statement C

The following schedule provides a history of the program as well as a projection of the total costs:
FY AVAILABLE APPROPRIATION FULL FOP.MULA FUNDING NUMBER OF APPLICANTS PARTICIPATING
1970 $ 1,000,000 S 2,015,281 > 9 boroughs
1,020,000 1/ 54 cities
1971 6,500,000 6,333,708 1 unified government 80 cities
8 boroughs 5 fire protection
1972 7,035,000 " 7,505/797 1 unified government ?4 cities
415,000 2/ 8 boroughs 14 fire protection
1973 7,800,000 3,501,575 2 unified governments 107 cities
44,300 3/ g 7 boroughs 20 fire protection
i*7 mn lIO
1974 8,777,000 N o\.<r 9,544,000 2 unified governments 109 cities
NFr D 8 boroughs 44 fire protection
\ t
1975 12,929,000 - J- 12,458,626 2 unified governments 11 cities
. 8 boroughs N8 fire protection
1976 15,130,100 14,039,600 ‘0’ 3 unified governments 138 cities
8 boroughs 38 fire protection
19
1977 15,113,600 4/ ~ 16,969,800 (est.) 3 unified governments 1-57cities
/T boroughs 45 fire protection

BRU

1./ Supplemental appropriation provided by Chapter 1, SLA |<10.

2/ $413,930 of FY 1973 appropriation allocated by 1972 Legislature to provide additional

entitlements of FY 1972 applicants.

3/ Additionalfundsprovided by RevisedProgram for health facilties

4/ The prorationfactor between fullfunding andavailable funding would be approximately S9.U6-T

MUNICIPAL SERVICES REVENUE SHARING BRU CQI)E 07-73-02-01-01

_ REVISED

groups

groups

groups

groups

groups

groups

groups

funding for approved

initially determined to be non-oualifying.
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"Municipal 1ty of Anchorage

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
"equalisation 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 of revenue called an "Equalization Entitlement."”
Chapter 89 provides for the continuation of a portion of the state”siuired revenues
formerly authorized In Section 43. Exhibit 0 is a copy of HB No.HWHU KxhibitQiN
is a copy of the present statutes authorizing state-shared revenueifT”

Kxhibit(cVs an analysis of IIB 843 prepared by the State Legislative Affairs
Agency and contains an attachment (Exhibit D) demonstrating the comparative revenue
distribution wunder current law and 1IB 843.

A review of 11B 843 reveals, it to be ambnuiops..in-certain. cases as well as present—
ing-redistribution of income approach to state revenue sharing. On the basis of
the information made available to us, il*ajipears to be. detrimental to the Munici—
pality of Anchorage.

AMBTCUITIES

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)* refoj* to "fiscal year" without indicat—
ing whose fiscal year - - the state or local. Complex calculations will be 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 eased 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 the 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 D, the products of
the formula in HB 843 have been multiplied by a factor of 2.983535316 ---—-—-- what.

91 010 (<1/701



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 SHAKING

HB 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 29.8S.005). 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

is to favor economically disadvantaged communities.

EFFECTS ON THE MUNICIPALITY OP 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 MillRate High
Sales Tax / Rate High
Local Per Capita Income* Low
Local Per Capita PropertyValue* Low

* 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.

I i
2. Anchorage has both a higher than average per capita income and per capita pro—
perty value. This is confirmed by Exhibit D which shows Anchorage to have unfav—
orable Income and property value factors in the computation formula compared with
most other jurisdictions within 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 1in Exhibit D, Anchorage would be entitled to the following additional re—
venues under the equalization entitlement at the various indicated sales tax rates:



Sales Tax Additional Entitlement

2% $3.3million
3% $5.0million
4% $6.6million
5% $8.3million

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 xaduce the degree of local automonv. |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 service
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
land property value would increase at a greater rate than the state average thereby
creating 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 I) are $9.2 million compared to $8.4 million using the present
law. From that, it would appear that the bill is advantageous 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 HB
843 is passed? Since there is nothing to indicate such an increase, if only the cur—
rent level of $18.3 million is available for distribution, Anchorage®s share would be
only approximately $6.7 million - - - that"s. $1<7 million less than under the present
law. Xo tmallLcr which fiy.uro YfIH-_use as tlua“hase. under HB 843 Anchoragej”share of
state-shared revenues will, diminish "from ~6%\of the state total to only(37%)

OTHER CONSIDERATIONS

The impact of the D-2 lands issue is uncertain at this time - - how will the state-
selected lands ultimately affect the state per-capita 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.

L[I]cn

Attachments
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LEGISLATIVE AFFAIRS AGENCY

February 17, 1978

MEMORANDUM

SUBJECT: HB 843 (W.0. #7/R)
T0: TheMHtJTtprable Terry Gardiner

FROM: Jopn WyTViams
Research Analyst

You have asked that we prepare an analysis of HB 843, an Act pro—
viding for equalization of the tax resources of municipalities and
continuing a portion of the program of state aid for municipal purposes;
and providing for an effective date. The following analysis consists
of: (1) a discussion of present revenue sharing law; (2) an overview of
the general implications of the bill; (3) the financial distribution
scheme as provided for in the bill; (4) a discussion of the allocation

formula; and (5) an attachment demonstrating the comparative revenue
distribution under current law and HB 843,

PRESENT REVENUE SHARING

HB 843 would amend the current state aid to local governments
program, as provided for in AS 43.18.010-090. The current law provides
for the legislature to annually appropriate an amount to be distributed
to local governments according to a series of local services which are
eligible under the program. Approximately 75% of the revenues are
distributed on a per capita basis; the remainder are allocated according
to miles of road maintained and the number of health facilities and
hospitals (either on a per facility basis or a per bed basis). Services

in support of military installations are apportioned on a per capita
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basis but according to a different schedule than utilized for civilian
populations. The Department of Community and Regional Affairs (CRA)
determines whether a municipality qualifies under the provisions spec—
ified for each eligible service category. When eligibility has been
certified, the municipality then receives a statutorily set amount per
capita (or medical facility or mile of road maintained) specified for
each service category. For example, a municipality receives $12 per
capita for police protection, $7.50 per capita for fire protection, and
$2 per capita for land use planning. Should the liability of the pro—
gram exceed the legislatively appropriated amount, all municipal enti—
tlements are prorated so that the total liability equals the available
money .

The legislative intent for the program was restated via the passage
of HB 89 in 1977 (120 SLA 1977 becomes effective July 1, 1978) to read
"(t)he intent of &8 Id-100 of this chapter in authorizing state aid
for...._municipal services is that municipalities v/hich levy taxes reduce
those levies in reasonable proportion to the amount of state aid re—
ceived by the municipality for a given fiscal year" (sec. 4, HB 89).

Using the criteria established by the legislative intent, there
would appear to be two considerations regarding the present revenue
sharing law which indicate that it cannot fully accomplish the intent.
(1) The present distribution system does not consider the local tax rate
in distributing revenues. Those communities v/hich have a relatively
high tax rate receive payments at the same rate as communities which
supply minimal or no services from local taxes. Instead, present law

directs the Dept, of CRA to determine whether specific services which
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are being supplied by the municipalities qualify them for categorical
entitlements, regardless of differences in tax rates utilized in funding
those service categories.” (2) Additionally, present law does not
include "ability to pay" considerations. A community with a larger than
state average per capita property valuation receives revenues at the
same rate as communities v/hich are relatively poor. The same criticism
can be raised with respect to per capita income differentials from which
taxes are paid. A circular argument can be developed which demonstrates
that poorer communities must set taxing rates at higher levels to gen—
erate the same revenues per capita as wealthier municipalities, v/hich in
turn requires a greater proportion of the disposable income of the
poorer municipality residents to pay the additional tax burden vis-a-vis
wealthier communities. The alternative for the poorer community is to
forgo local services, which causes concomitant financial loss if the
forgone services were eligible for revenue sharing dollars. The uctual

result is often substandard services.

1 The eligible services list has expanded since inception and presently
includes seryices related to health and welfare, transportation,
recreation, and economic development (a bill before the legislature
this year would add cultural activities). Since the eligible services
list has greatly expanded, it would appear timely to consider allowing
any public service specifically authorized by a municipality to be
considered as eligible for revenue sharing dollars. A method for
accomplishing this would be to look directly at the local tax rate
in determining the distribution of the revenue sharing appropriation,
since the tax rate will reflect the level and number of services
provided by municipal tax revenues.
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OVERVIEW OF HB 843

HB 843 repeals essentially all provisions of the present revenue
sharing law which allocate monies on a per capita basis (police, fire,
parks and recreation, land use planning, transportation, and air and
water pollution control). Present law which allocates monies for health
facilities, hospitals, road maintenance, fire districts outside of
municipalities, and support of military installations 1is saved.

The repealed portion is replaced with a per capita allocation
system based upon population, taxing rate, and a factor which compares
each local government to the state average using per capita property
value and per capita income as indicators. Our analysis indicates that
any appropriation to the program in excess of $23 million will increase
the entitlement for all local governments with local tax ordinances in
effect except the North Slope Borough and the City of Valdez. Several
second class cities and one first class city with no local taxes would
receive less. Section 9 of the bill provides for all local governments
to be held narmless for three years after passage, such that no munici—
pality will receive less during that three year period than they did in
1978, regardless of their entitlement as calculated by the specified

formula.

FINANCIAL DISTRIBUTION SCHEME

HB 843 provides that revenue sharing dollars shall be utilized by
municipalities iri the taxing jurisdiction for which the amount of en—
titlement is determined. Boroughs with area-wide taxes for general

government services except education shall receive revenue sharing
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allocations to be used for area-wide purposes. For boroughs with dif—
ferential taxing rates 1in service areas, revenue sharing entitlements
based upon the service area tax rates must be utilized only in those
service areas. First or second class cities with city-wide taxes would
receive an allocation based upon the city-wide tax rate to be used city-
wide (except for education). Cities with differential taxing zones
would receive allocations according to the tax rate applied in each
differential tax zone.

This system of distribution would appear to have a neutral effect
with respect to the unification of existing governments. We do not find
any circumstance where a subsequent unification agreement would cause a
decrease in the revenue sharing entitlement for identical services. The
bill contains a hold harmless clause for entitlements under the non per
capita portion should a subsequently unified local government be en—

titled to less than the preceding multiple local governments.
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ALLOCATION FORMULA

HB 843 specifies a formula to be used in determining entitlements
for per capita revenue sharing distributions. The formula utilizes
three considerations: (1) population; (2) tax rate; and (3) the relative

"ability to pay" of each local government or subunit thereof.

The formula is:

D
where P = population
PT = property tax mil rate
ST =sales tax per cent rate

SPCPV =state average per capita property value
LPCPV =local per capita property value
SPCI =state average per capita income
LPCI = local per capita income
We will discuss the formula according to the portions indicated by

the braces.

Part A
The population is determined in the same fashion as provided for in
present law. Any reasonable population estimate is accepted by the

Dept, of CRA.

Part B
Part B indicates the portion of the formula which determines the
local tax rate. Property tax mil rates and sales tax per cent rates are

converted to mil equivalents. The 2.3 conversion factor multiplied by
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the sales tax rate was determined by comparing the revenue that could be
generated by applying a one mil property tax to the total full and true
assessed property value in the state and a one per cent sales tax to the
total retail business in the state. That comparison demonstrates that a
one per cent sales tax would generate 2.3 times more reyenue than a one

mil property tax.

Part C

The portion of the formula set out by brace C averages two ratios
that compare the "economic base™ of each local government to the state
average. The ratios are mathematically designed to create a number
larger than one for communities lower than the state average for the two
indicators, and a number smaller than one for communities above the
state average. The average of the two ratios is then multiplied times
the computed tax rate so as to adjust upward the local tax effort of
economically disadvantaged communities and downward economically ad—

vantaged communities.

Part D

The portion set out by brace D is called the local effort factor,
and is not allowed to exceed 25. The ceiling has the effect of setting
a limit on the amount of support given to each municipality under the
revenue sharing program. This, 1in combination with the required pub—
lishing of revenue sharing entitlements, would appear consistent with
the legislative intent of the program, which is to diminish local tax

burdens.
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The bill further provides for adjustments in both sales tax and
property tax rates based on optional exemptions allowed under Alaska
law. As an example, a municipality utilizing the $10,000 residential
property tax exemption would be required to declare the revenues forgone
by the exemption, and a comparative portion of the tax would be excised
from the tax rate base before computing that municipality"s entitlement.
Mandatory exemptions, such as agricultural lands and senior citizens
housing would not affect the t.ax rate, <;ince the forgone revenues are

reimbursed by the state.

JW:-dh
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March 14, 1978

The Honorable Terry Gardiner, Representative
Alaska State Legislature

Pouch V

Juneau, Alaska &ﬂi

Dear Representative fearcjiner:

Re: HB 843 "An Act providing for equalization of the
tax resources of municipalities and continuing a
portion of the program of state aid for municipal
purposes; and providing for an effective date.™

This bill (as well as SB 502) would dramatically alter the method by

which the State of Alaska distributes financial assistance to munici—
palities. Currently, under AS 43.18, the State distributes in excess of
$18 million dollars annually to municipalities and volunteer fire depart—
ments in the unorganized borough utilizing a categorial approach, for
example, if a city has a police department, and meets the minimum require—
ments, the State pays the city $12 per person served by the police
department, ilo consideration is given to the relative ability of the

city taxpayers to support the police department, nor the rate of munici—
pal taxation.

The existing revenue sharing fc. "inula (AS 43.18) encourages municipalities
to provide a wide variety of services, even though the quality of such
services may be minimal, and no local tax effort is required. Additionally,
the present revenue sharing program favors the more sophisticated
municipalities (due to the categorial approach) as well as favoring
municipalities having greater populations in a relatively small area.

The new concept of distributing State generated wealth utilizing a
formula based on relative taxable wealth, relative ability to pay, tax
rates, and population makes sense to us and is definitely a step forward
in assisting the development of local government in Alaska. Briefly,

the concept may be described as helping those municipalites willing to
help themselves.
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The Department®s initial review of IIC 843 indicates that consideration
should be given to amending the bill in ,he following areas:

1. The municipal tax rates should be downwardly adjusted to
account for taxes Used to support utilities (utilities should be self-
supporting), and taxes used to support roads, ice roads, and health
services and facilities (these categories are retained in this legislation).

2. Since there are no assessed valuations for essentially all
second class cities in the unorganized borough, perhaps an arbitrary
assessed value could be established. One approach is to compute an
average assessed valuation per capita figure based on all first class
cities in the unorganized borough having a population less than 750 (the
Department already has these figures). This approach would be equitable
and inexpensive. Those cities (3) having a population in excess of 750
could be assessed at State expense.

3. Other components of the formula should be carefully considered.
For instance, are the per capita income figures credible? Also, because
petroleum property in a few boroughs so distorts the State average
valuation, should that figure be adjusted? Exclusion of extreme values
or use of the median property value in the State rrght be appropriate
alternatives.

4. For ease of administration, we feel the military population
should be treated in a manner consistent with that used for the civilian
population. One method of accomplishing this would be to apply the
areawide local effort factor to the military population.

5. The concept of calculating a mi 1llage equivalent based on all
revenues should be explored. For example, a city collecting $1,000,000

dollars from a 10 mill property tax, and $300,000 from a 3% sales tax,
would be given a millage equivalent of:

Property Tax Revenues $].,000,000

Sales Tax Revenues 300,000
Total Revenues $1,300,000

One mill property tax equals $100,000 in revenues.

Total Revenues %131%% 13 mills (millage
Revenue from 1 mil 1 property Tax ) (equivalent)
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This approach would seem to be equitable in that residents have determined
locally the best balance between sales and property taxes to produce
sufficient municipal revenues.

The Division of Research, Legislative Affairs Agency has prepared an
analysis of the impact of this bill (at various funding levels) on all
municipalities.

The Department wholeheartedly supports the concept of HB 843. Also, the
proposed amendments would in our opinion, improve the intent of the act
providing for equalization of the tax resources of municipalities.

Sincerely,

Lee McAnerney
Commissioner

(VA

by: Palmer McCarter
Director

cc: Mike Harper
Bessie Dodson
Fran Ulmer



