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Community anti Regional &fmrE Committee

TO: Senate C&RA Members April 7, 1987
FROM:Senate C&RA Staffj

RE: SB 162 - "An Act relating to fisheries business tax
refunds to local government; and providing for an effective

date."

Revenue from raw fish tax is currently split up to three ways.
Raw fish tax collected in cities located within boroughs 1is
divided; with 50% going to the state, "5% to the borough, and
25% to the city. Outside of boroughs, cities and the state
split the tax 50-50.

In an area where there are existing cities, the formation of a
borough would result in a sudden 50% decline in the cities”

revenue from fish tax.

SB 162 would only apply in boroughs formed after the effective
date. It is designed to ease the fiscal transition for

cities in such areas by phasing in the split over five years.

The Department of Community and Regional Affairs strongly
supports the bill. A position paper and zero fiscal noue fronm
that department is included in this packet as are three zero

fiscal notes from the Department of Revenue.

Also included in this packet are severa™ letters and attached
back up from the communities of the Aleutians East region.
Because of the possible formation of an East Aleutian Borough,
these communities are the most likely to be affected. They

strongly support the legislation.
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DEPT. OP COMMUNITY & REGIONAL AFFAIRS
OFFICE OF THE COMMISSIONER

March 16, 1987

POSITION PAPER

RE: SB  16.?. - "An Act relating to fisheries
refunds to local government; and providing

date."

SPONSOR: Senator Zharoff

Program Effects of Bill:

Section 1 of the bill amends existing
AS 43.75.130(a) to provide for a new subsection
several minor "house cleaning”™ wording changes.

Section 2 of the bill amends AS 43.75.130
subsection (d) which provides for a five-year

STEVE COWPER, GOVERNOR

0" P.O.BOXB
JUNEAU. ALASKA 99811-2100
PHONE: (907) 465-4700

1 949 E 36TH AVENUE, SUITE 400
ANCHORAGE, ALASKA 99508-4302
PHONE: (907) 563-1073

business tax
an effective

language in

(d) as well as

adding a new
phasing in of the

sharing of fish tax revenues between cities and boroughs in the

instance of new borough formation.

Section 3 of the bill provides for an immediate

for the Act.

Comments:

The existing State Fisheries Business Tax

effective date

provides for a

"refund" of this state tax to municipalities in whose
jurisdiction the tax was collected. In case of unified
municipalities and cities in the wunorganized borough, 50

percent of the tax revenue collected within municipal

boundaries is returned. However, cities
borough must in turn share 50 percent of their

with the surrounding borough. In other

would receive only 25 percent of the fish tax

located within a
fish tax refund

such a city

collected within

its jurisdiction; the other 25 percent would go to the borough.

21-P1LH



March 16/ 1987
Page Two
SB 162

The state fish tax provides a significant and relatively stable
portion of total revenues for many cities presently located

outside of organized boroughs. The formation of a borough
which would include such cities would result in sudden and
substantial revenue losses for these cities. Cities located
within the new borough have no guarantee of receiving any of
this funding back from the borough. The prospect of such a
revenue shock represents a clear disincentive to borough
formation. Providing for a phased transition into “".he sharing

of fish tax revenues from cities to new boroughs would reduce
the severity of the shock to city operations; consequently/
reducing the disincentive to borough formation.

The establishment of strong, self-sufficient, local and
regional government throughout Alaska is a longstanding goal of
the Department of Community and Regional Affairs. The
Department endorses practical measures which provide
incentives, or reduce existing disincentives, with regard to
borough formation. The measures provided for 1in this bill
appear to be straightforward in effect and relatively simple 1in
their implementation. The Department therefore supports the

expeditious passage of this bill.



FISCAL NOTE
Bill Version: SB 162

REQUEST,; Publish Date

Revision Date: Apenr.v Affwip/t » Community & Regional Affairs
Tide 'An Act..fisheries business tax BRjj.- Local Government Assistance =
refunds to local government..."

Sponsor: Pnrnpnnpntc = Training & Developmerit~~
Requestor:

EXPENDITURES/REVENUES:  (ThousandsofDollars)

OPERATING FYy 87 FY 88 FY 89 FY 90 FY 91 FY 92

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS
MISCELLANEOUS

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

CAPITAL

REVENUE

FUNDING: (ThousandsofDollars)

GENERALFUND -0- -0- -0- -0- -0- -0-
FEDERALFUNDS

OTHER
1TTFAL

POSH.IONS:

FULL-TIME -0- -0- -0- -0- -0- -0-
PART-TIME
TEMPORARY

ANALYSIS . (Attach aseparate page if necessary)

Prepared by: Michael Cushing,_ Planner~L" phQne . 465-4750
Division :  Municipal & Regional Assistance, pate. 4/6/87
Approved by Commissioner: O (/AP (9 Date: 6~ "7

Agency: Community & Regional Affaiy”/

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page--—-— of
Senate Secretary



.TATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAL NOTE
SENATE

BILL VERSION: SB 162
REQUEST PUBLISH DATE: 3/19/87

Revision Date: 3/10/87 Agency Affected: Revenue
Title: An Act relating to fisheries BKU: Audit
business refunds to local governments

Sponsor: “/naroff Components:
Requestor:

EXPENDITURES/REVENUES: (Thousands of Dollars)
FY 87 I FY 88 I FY 89 I FY 90 Fy 91 I FY 92

OPERATING
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LANDS & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING
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POSITIONS:

1 FULL-TIME
| PART-TIME
i TEMPORARY

ANALYSIS: See attached.

Prepared Uy: Steven E. Kettel JtfJ- Phone: 465-2320
Division: Audit Date: 3/10/87

Approved by Commissioner: . Date:
Agency: n / /

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page 1 of

Senate Secretary



STATE OF ALASKA 1987 LEGISLATIVE SESSION

RKOUF.ST:
Revision Date:

FISCAL NOTE

SENATE
BILL VERSION:
PUBLISH DATE:

Tide:Relating to Fisheries Business Tax

A%ency Affected: Revenue
BRU.

Refunds to !/Jcal Government
SponSOf Znaroi'l' ComponenB
Requestor:
EXPENDITURES/REVENUES:  (ThousandsofDollars)
OPERATING FYy 87 FY 88 FY 89 FY 90 FY 91
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCEILANEOUS
TOTAL OPERATING
CAPITAL
REVENUE -0- -0- -0 0
FUNDING: (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS

UIHER
ITT1AL.

POSITIONS:

FULL-TIME
PART-TIME
IEMPORARY

ANALYSIS

Distribution (by preparer ):
legislative Einunce
legislative Sponsor
Requestor
Office ol Management and Budget
Imparted Agency!ies)
Senate Secretary

SB 102 b
3/19/87

FYy 92



STATE OF ALASKA 1PP7 LEGISLATIVE SESSION

FISCAL N<TF SENATE
BILL VERSION: SB 162 d
PROVEST <PUBLISH DATE: 3/19/87

Revision P e t e Agency Affected: Pevenue

Title: An act relating to fisheries FPU: Administrative Services
husines~s tax refunds to local gov"t

Sponsor: Zharoff Components:

Peouestorl Senate Labor | Commerce

EXPFNPITUPES/PEVFNUFS: (Thousands of Dollars)

1 .|lFY87 I FY P8 I FV 89 FY 90 | FY 91 | FY 92
OPFPATING i
PERSONAL SFPVICES "t 1 - "7 - 1 1 - 1 - 1
TRAVEL i - 1 - 1 | - 1 - 1
CONTRACTUAL 1 - 1 - 1 1 - 1 - 1 -
SUPPLIFS 1 - 1 - 1 ! - 1 - 1 -
EQUIPMENT 1 - 1 - 1 ! - 1 - 1 -
LANDS STRUCTURES 1 - 1 - 1 ! - 1 - 1 -
GRANTS, CLAIMS 1 - 1 - 1 1 - 1 - ! -
MISCELLANEOUS 1 - 1 - 1 ! - 1 - 1 -
TOTAL OPERATING " T - 1 - 1 1] - 1 - 1
w n
m \WFFUT
FUNDING: (Thousands of Dollars)
ICFMFPAL FUND
| FEDERAL FUNDS
I PTUFP
I TOTAL
POSITIONS:
1 FIJLL-TIMF
I PART-TIME
I TFMPCRARY
ANALYSIS:
There is no measurable administrative impact on this division.
The accounting for shared taxes will be made slightly more complex.
Prepared Py: Er#in B. Jones Phone: A6F-2313
rivision: Administrative Services Date: 3/17/87
Approved by Commissioner: Date: / Cl-
Agency: Pevenue

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor

Peouestor
Office cf Management ard Rudget

Impacted Acency(ies)
Senate Secretary



CITY OF KING COVE
P.0. Box 37 . King Cove, Alaska 99812 . (907) 497-2340

April 7, 1987

Dear Honorable Members of the Senate and House Community and
Regional Affairs Committees

The communities of the Aleutians East region, Akutan, Cold
Bay, False Pass, King Cove, Nelson Lagoon and Sand Point, ask
for your support of SB 162/HB 226# an Act relating to
Fisheries Business Tax refunds. Our region is presently
circulating the petition required to establish a borough
government, and we view passage of SB 162/HB 226 as critical
to formation of the new Aleutians East borough.

SB 162/HB 226 will enable the phased transfer of fish tax
revenues between existing cities and newly established
boroughs. This transition would occur over a period of five
years and would allow the cities to adjust existing service
delivery to the decrease in the amount and percentage of fish
tax revenues they will receive,

Alaska Statutes stipulate that the State equally share its
fish tax revenues with cities in the unorganized borough for
fish delivered to processors in city boundaries. However, if
a borough exists, the State retains its 50% share, but the
cities (25%) and the borough (25%) equally share the other
50%, Thus, under existing statutes, when the Aleutians East
Borough 1is established, the cities will lose one-half of the
fish tax revenues they have traditionally received.

The amount of fish tax the cities receive varies each year,
but the loss of one-half of this tax would generally result

in a 15% - 20% decrease in Akutan®s and King Cove"s annual
operating revenues, and a 5% - 10% decrease in Sand Point"s
and Cold Bay"s revenues. Simply stated, this revenue loss,

when coupled with losses in State Revenue Sharing, Municipal
Assistance, Federal Revenue Sharing and other traditional
sources of city revenues, 1is difficult to adjust to in one
yoar, S3 162/HP 326 would provide cifcico a phased five year
adjustment period by reducing the percentage of city Tfish tax
revenues each year by 5% until the equal sharing of revenues
with the borough 1is obtained. Attachment 1 illustrates the
total amount of revenues to be shared between the borough and
cities, and Attachment Il illustrates this sharing of
revenues with each city.



Also, this legislation will not negatively affect the newly
established borough®s ability to meet service delivery
expenses. The borough, because of its larger boundaries,
will be receiving fish tax revenues that the State has not
previously shared with cities. These revenues will be
collected from the area that was in the unorganized borough.
SB 162/HB 226 structures the phase in of revenues so that as
the borough undertakes delivering service which were
previously done by the Cities, its percentage of revenues
will increase and the city share of revenues will decrease.
In year five, the borough will receive its full share.
Attachment 1 identifies new revenues that will be available
to the Aleutians East Borough.

In addition, as SB 162/HB 226 addresses one of the
disincentives that affects borough formation, 1its passage may
encourage cities 1in areas other than the Aleuti-ans East to
conaider establishing a borough. Tlic Aleutians Eat> L ieyiun
is pursuing Borough formation because of decreases in State
and Federal expenditures, and the region"s desire to continue
good quality service delivery. Other areas may need to
pursue borough government for similar reasons.

We ask for your support of SB 162/HB 226 to remove one of the
disincentives affecting borough organization, particularly

in the Aleutians East region. This bill will not affect the
new borough®s ability to deliver quality services, does not
affect fish tax revenues existing boroughs receive and does
not affect State revenues. In addition, it does not require
any new State monies to implement.

Sincerely

Wayn” Marshall J. Cbtten
City Manager Administrator
City of King Cove of Sand Point

On behalf of the Aleutians East communitj.es.



Fiscal Year 1987, the total amount of State Fisheries

siness Tax revenues shared with the four incorporated
cities (State tax on fish delivered to processors within city
boundaries) in the Aleutians East region was $005,000. This
tax represents 10%-50% of each of the cities general
operating revenues. Under existing statutes, if a borough 1is
established, these cities must equally share these revenues
with the borough.

HB 226/SB 162 which the Aleutians East communities support,
would allow a phased transfer of fish tax revenues between
cities and the new borough. Table 1, below, illustrates this
revenue transition. This revenue transition will allow
cities to adjust service delivery to the decreased revenues,
and will not negatively effect the borough > ability to
deliver services.

TABLE 1
HB 226/SB 162 Formula for Shared Revenues
City Share Borough Share
Year 1 $734,500 (45%) $ 80,500 (5%*
Year 2 644,000 (40%) 161,000 (10%)
Year 3 563,500 (35%) 241,500 (15%)
Year 4 483,000 (30%) 322,000 (20%)
Year 5 402,500 (25%) 402,500 (25%)

Starting in year 5 and each year thereafter, the borough and
cities will equally share State Fish Business Tax revenues
for fish delivered within City limits.

Also, the Borough will annually receive abut $1,200,000 in

new revenues that none of the existing cities receive. These
revenues, when combined with the borough®s share of fish tax
icvQiiturs IJcenlxrlcO Jui CaLlc: IE, will L/u nOc?uate Lo ire<sL

anticipated borough expenditures. The $1,200,000 mainly
uunslaUb uf LUWit; Tulluwlny 1Igvkiiuk auuiuea:

o $400,000 in State Fish Business Tax Revenues for fish
delivered to processors within borough boundaries, but
outside City limits. The State 1is the only entity that
presently receives these funds.

o $700,000 1in sales/use tax revenues. The Borough plans
to levy a 2% sales/use tax as its main method of local
taxation.

o $100,000 in State rovcnuc oharing and munioipal
assistance monies and other shared revenues.



ATTACHMENT 11

e tables below illustra how revenues wou be shar with
Ulle 5.||d|v7Uuai In ﬁm new ouruuyn aic 270/3D e1(62 ld
adopted. If this bill 1is not adopted, revenues would
immediately be shared as indicated in year 5 of these tables.
This sharp one year drop in revenues would seriously effect
each city"s ability to deliver services, and may negatively
effect potential borough formation,

AKUTAN - $356,000 in FY- 87 =
approximately 50% of Akutan®s Budget

City Borough
Year 1 $320,400 (45%) $ 35,600 (5%)
Year 2 284,800 (40%) 71,200 (10%)
Year 3 249,200 (35%) 106,800 (15%)
Year 4 213,600 (30%) 142,400 (20%)
Year 5 178,000 (25%) 178,000 (25%)
COLD BAV - §$7,200 in F¥ 87
approximately 10% of Cold Bay"s Budget
City Borough
Year 1 $ 6,840 (45%) $ 720  (5%)
Year 2 - 5,760 (40%) 1,440 (10%)
Year 3 5,040 (35%) 2,160 (15%)
Year 4 4,320 (30%) 2,880 (20%)
Year 5 3,600 (25%) 3,600 (25%)
KING COVE - $327,000 in FY 87
approximately 35% of King Cove®s budget
City Borough
Year 1 $294,300  (45%) $ 32,700 (5%)
Year 2 261,600 (40%) 65,400 (10%)
Year 3 228,900 (35%) 98,100 (15%)
Year 4 196,200 (30%) 130,800 (20%)
Y*ar 5 163,500 (25%) 163,500 (2C%)
SAND POINT - $114,000 1in FY 87
approximately 10% of Sand Point"s budget
City Borough
Year 1 $102,600  (45%) $ 11,400 (5%)
Year 2 91,200 (40%) 22,800 (10%)
Year 3 79,800 (35%) 34,200 (15%)
Year 4 68,400 (30%) 45,600 (20%)
Year 5 57,000 (25%) 57,000 (25%)

The communities of False Pass and Nelson Lagoon, which are
also in the Aleutians East area, do not presently receive
State Fish Business Tax revenues because they are
unincorporated. The State only shares these revenues with
incorporated cities.



. March 18, 1937

Dear Honorable Members of the Senate Labor and Coniineroe
Committee

The communities of the Aleutians East, region, Akutan, Cold
Bay, False Pass, King Cove, Nelson Lagoon and San0O Point, ask
for ynnr «uppojffc or SB163, an Act. tr«lciting Lu Fisheries
Dusiness Tax refunds. Our region ia presently circulating
the petition required to establish a borough government, and
we view passage of SB152 as critical to formation of the new
Aleutians East borough.

S13162 will enable the phased transfer of fish tax revenues
between existing cities and newly established boroughs.
This transition would occur over a period of four years and
would allow the cities to adjust existing ,service delivery
to the decrease in frive amount*” andt potroonfcngfo of fir.li 1.ua

revenues they will receive.

Alaska Statutes stipulate that, the State equally share its
fish tax revenues with cities in the unorganised borough for
fish harvested 1in city boundaries. However, 1if a borough
exists, the State retains its 50% share, but th® cities

(25%) and the borough (25%) equally share th® other 50%.
Thua, wuuijej. cAiwt.iug .seacures, wnen the Aleutians East

Borough 1is established, the cities will 1lone one-half of the
fish tax revenues they have, traditionally received,

The amount, of fish tax the cities receive varies each year,
but the loss of one-half of this tax would generally result

in a 15% - 20% decrease in Akutan®s and King Cove®"s annual
operating revenues, and a 5% - 10%. decrease 1in Sand Point"s
revenues. Simply stated, this revenue loss, when coupled

with losses in State Revenue Sharing, Municipal-Assistance,
Pnr)i»ral p.«vonut> Chairing and ofeliov traili tiuntil sources cit City

revenues, is difficult to adjust, to in one year. 53152 would
provide cities a phased four year adjustment period by
reducing the percentage of city fish tax ravenues each year
by 5% until the equal sharing of revenues with the borouah i«
OUl.ctilKJICI.

-3/)sr/j7 trrre*



.Also, this legislation will not negatively affect the newly
establishes™ borouoh®"s ability to meet service del imory

expenses. The borqugh, because of its larger boundaries,
will P rocoiviri.-f SLnh (Gox rovonuro t.hr.t. the Ol:«few hft« not
previously shared with cities. These revenues will be

collected from the area that was in the unorganized borough,
S.2162 structures the phase in of revenues so that as the
borough undertakes delivering service which ware previously
done by the Cities, its percentage of revenues will 1increase
and the city share of revpmior: will iWroaao. Tn four yoarrs,
the borough will receive their full share.

In addition, as 6515162 addresses cue of the disincentives

that affects borough formation, its patanago may encourage
cities in areas other than the Aleutians fast to consider
eataonsning a borough. The Aleutians East region is
pursuing borough formation because of decreases in State and
Federal expenditures in the region and the region®s present,
and future desire to continue quality service delivery.

Other areas may need to pursue borough government for similar

reasons. b

We ask for your support of SB162 to remove one of the
disincentives affecting borough organization, particularly
in the Aleutians East region. This bill will not. affect the
new borough®s ability to deliver quality services, does not
affect fish tax revenues existing boroughs and receive docs

not affect State revenues. In addition, it does not require
any nftw OUftl* ftiwniva Uj Implement.,

Sincerelv

44

Wayne~Marfc
City Manager
City of King C



CITY OF KING COVE

P.0. Box 37 . King Cove, Alaska 99612 . (907) 497-2340

February 23, 1987

Honorable Fred Zharoff
Alaska State Senate
Box V

Juneau, Alaska 99811

RE: Request for Fish Tax Legislation to Support Aleutians
East Borough Incorporation

Dear Senator Zharoff:

The Aleutians East region requests your support in submitting
legislation to enable a phased transition of fish business
tax revenues between cities and a borough when an Aleutians
East Borough 1is established. Enclosed is a copy of language
prepared by the Department of Community and Regional Affairs
that amends the existing statute to allow this phased
transition. The region supports this language and recommends
it be used in the legislation.

As we have discussed, the regional representatives that met
at the February 3 meeting in Anchorage support the phased
transition of fish tax revenues to resolve one of the
disincentives affecting transition to a borough government.
This transition is of particular concern to the Cities of
King Cove and Akutan, which would lose a significant amount
of their operating revenues from establishment of a borough.
We believe this legislation will present opportunities for
the cities to gradually adjust to decreased revenues and that
it is the best way to ensure the region®"s residents that the
Borough will comply with this phased transfer.

We will also explore opportunities for the Borough to address
this phased transition of revenues in its incorporation
petition to the Local Boundary Commission. However, we
recommend legislation be introduced as the best way to
guarantee that this transfer would occur for incorporation of
the Aleutians East borough and potential other boroughs.

We hope we can work together to have this legislation
submitted and adopted this legislature session.

King Cove Point



CITY OF KING COVE

P.0. Box 37 . King Cove, Alaska 99612 = (907) 497-2340

January 12, 1981

The Honorable Fred Zharoff

P.0. Box 405
Kodiak, Alaska 99615

RE: Establishing a Borough Government in the Aleutians East
Region

Dear Senator Zharoff:

The six communities of the Aleutians East region, Akutan,
Cold Bay, False Pass, King Cove, Nelson Lagoon and Sand
Point, are pursuing possible formation of a borough
government. On November 10, 1986, leaders from the above
communities met to examine concerns facing the region and the
merits of forming a borough as a way to address these
concerns. The general consensus of the 27 persons that
participated in this meeting was:

0o there are a number of serious financial, capital
improvement project, political and other problems facing

the region;

o community leaders should meet again early in 1987 to
make a more informed decision on establishing a 3orough;

o additional information must be gathered and examined
before community leaders decide if the area should
incorporate an Aleutians East Borough;

o an Aleutians East Borough 1is probably the best way for
residents to address many of the region®s problems; and

o incorporation of an Aleutians East Borough may soon be
I necessary.

This consensus reflects an awareness that the serious
financial problems facing the State and Aleutians East
communities will require the region to examine ways to raise
additional 1local revenues to maintain service delivery.

In addressing forming a borough, community leaders identified
concerns which may be impediments to establishing a Borough.
Three of these concerns, which are identified below and



described in the attached topical papers, are ones which will
require legislative assistance and action to accomplish. The
region asks for your support and direction in helping to
relieve the problems caused by these impediments.

The three concerns which require legislative attention
include:

1) Effect of Establishing a Borough Government on
Revenues for Education Services that the Region will
Receive. The concern centers on the potential of
significantly decreased revenues to the district for
education if a Borough 1is established. The existing
State School Foundation Funding Formula does not include
provisions to address the merging of three school
districts into a single district. The region needs
assistance from you to work with the Departments of
Education and Revenue, and fellow legislators to ensure
the Borough School District receives a level of
education funds equal to those which would have been
provided to the Aleutians REAA and King Cove and Sand
Point School Districts.

2) Shared Fish Tax Distribution - Borough/Cities; The
concern centers on the loss of State Shared Fish Tax
(Fishery Business Taxes) revenues to the region®s four
cities if a Borough is established. This occurs because
the present law requires cities in the organized borough
to eg Tally share raw fish tax revenues they would
receive with a borough, while a city in the unorganized
borough receives a full share of these taxes. The
region proposes the existing law be amended to allow a
three year phase-out of the amount of revenue the cities
will 1lose to a borough. This amendment 1is fully
explained in the attached 1issue paper and will require
legislative action.

3) Dorough Formation Assistance Funds; The region needs
approximately $30,000 and assistance from the Department
of Community and Regional Affairs (DCRA) to complete its

efforts to form a Borough. To date, the region has used
FY 85 Regional Strategy Funds from DCRA to fund its
organizational efforts. These funds are now exhausted.

The region would use the funds to conduct meetings of
regional representatives, gather data, prepare its
incorporation petition and publish public information.
The region will need the funds to conduct these
activities 1in March -December 1987.



These three issues, 1if they can be resolved, will Ilessen the
impediments and provide 1incentives to establish a Borough.
The region will keep you appraised of our efforts to pursue
Borough formation and is available to further discuss the
above three concerns with you. In addition you and your
staff are invited to participate in the next meeting of
community leaders, which is tentatively scheduled for the
first week of February in Anchorage.

Also, enclosed for your review is information that has been
produced on the Aleutians East Borough. This information
includes:

o Aleutians East Regional Government Study, March 1986
report;

o Executive summary of the above report, March 1986;

o Aleutians East Regional Government Study, Issues/Data
Update paper, October 31, 1986, which was distributed to
representatives that attended the November 10, 1986
meeting;

o Aleutians East Borough - Why 1Is It Being Considered?,
brochure, January 1987, which was distributed on January
9, 1987 to all box holders in the Aleutians East region.

We would appreciate the opportunity to discuss the region®s
concerns with you when you pass through Anchorage on vou way
to Juneau.

Sincerely,

Lamar 5. "Gotten

City Administrator Cirty Manager
1689 1C " Street
Anchorage, Alaska 99501
276-2700



STATS W SHERIES BUSINESS (RAW FISH) TAX

DESCRIPTION OF PRESENT DISTRIBUTION SYSTEM FOR STATE
FISHERIES BUSINESS TAX REVENUES: Existing State law provides
that the State and cities in the Unorganized Borough equally
share, 50%-50%, State Fisheries Business Tax revenues (for
fish delivered within city boundaries) . However, if a
borough exists, the State receives 1its 50% share, but the
borough and cities within the borough must equally share the
other 50% of revenues. Thus, if an Aleutians East Borough 1is
established, cities which presently receive 50% of State
Fisheries Tax revenues see this amount decrease to 25% of the
State tax, a loss of ®alf of the cities”™ present fish tax

revenues.

The cities of Akutan, King Cove and Sand Point, and to a
lesser extent, Cold Bay, receive a large amount of their
municipal revenues from State Fish Tax revenues. For
example, the following represents revenues received for FY 36
and FY 87:

Akutan King Cove Sand Point Cold Bay
FY 86 $121,000 $410,000 $ 88,000 (about)$2,500
FY 87 $356,000 $327,000 $114,000 (about)$2,500

In short, the above cities received a totalof $621,500 in FY
86, and $800,000 1in FY 87.

DESCRIPTION OF CONCERN: In examining Borough formation, the
present distribution method causes significant concern among

the cities in the Aleutians East region. ITf a Borough is
established, each city would immediately lose a significant
amount of its local revenue base to the new Borough. This

loss, when coupled with projected decreases in State
Municipal Assistance (elimination of this program has been
publicly discussed by Governor Cowper®"s administration),
State Revenue Sharing and State School Foundation funds, will
make it extremely difficult for these cities to absorb the
loss of half of the State Fish Tax monies. This revenue loss
is heightened because it occurs 1in one year; the year the
borough 1is incorporated.

The City of King Cove"s budget and revenues are used to
illustrate the extent of loss. In FY 86, King Cove had
general operating revenues of about $1,000,000. 0f these,
$411,000 or about 41%, were obtained from the 50%
disbursement of State Shared Fish Tax revenues. IfT a borough
existed in FY 86, King Cove would have lost about $205,000 or
20% of 1its general operating revenue base to the borough.



Similarly, in FY 87, about 35% ($32772000) of King Cove's
revenues are from State Shared Fish Tax revenues; or a loss
of about 18% of 1its operating funds if a borough existed.
Akutan obtains an even greater percentage of its operating
funds than King Cove from State Shared Fish Tax revenues,
while Sand Point receives a lesser, but significant amount.

Collectively, the Aleutians East region cities view the
present method for distributing State Shared Fish Tax
revenues as a disincentive to establishing a borough. This
revenue loss (if a borough 1is established), combined with the
projected losses in other State assistance funds, and little,
if any, decrease 1in services which the cities deliver, except
for education, will cause severe shortfalls in City budgets.
The cities need a way to mitigate these losses so they, |like
the State, can gradually adjust to reduced revenues.
Specifically, the Aleutians East region cities need time to
adjust to the elimination of half of the Fish Tax Revenues

which they presently receive.

LEGISLATIVE ASSISTANCE NEEDED: Cities in the Aleutians East
region as well as those in other coastal areas which may
pursue borough formation, would benefit from a phased
reduction in the amount of State Shared Fish Tax revenues,
rather then an abrupt immediate reduction of half of these
revenues. The intent of the "hased reduction isto provide
the cities with a transitionperiod to adjust to permanent
revenue losses, and to mitigate one of the disincentives for
borough 1incorporation. Two options are recommended for
legislative action to help accomplish this objective.

Option 1 - The State provides each City 75% of its full
share for year one, 50% for year two, and 25% for year three,
of the difference between 50% and 2q% of State Shared Fish
Tax revenues after a Boroughis established. Inaddition,
the Borough begins to receiveits full 25% share of State
revenues from the date the Borough 1is established.

The _:v'lowing illustrates how Option #1 would apply assuming
a City were eligible to receive (if it had remained in the
Unorganized Borough) $400,000 in State Shared Fish Taj;
revenues for each of 3 years.

Year #1. City receives $200,000, plus an additional
appropriation of $150,000 (75% of funds Borough would
receive), and the Borough would receive $200,000.

Year #2. City receives $200,000, plus an additional
appropriation of $100,000 (50% of funds Borough would
receive), and Borough would receive $200,000.



Year #3. City receives $200,000, plus an additional
appropriation of $50,000 (25% of funds Borough would
receive ) and Borough would receive $200,000.

Year #4 and beyond. City receives $200,000 and Borough
receives $200,000. No additional State funds are
required.

Option #1 will enable cities to adjust to the permanent Iloss
of these revenues over a three year period, rather then in
one year. Also, this provides a Borough with the funus it
needs to deliver services to borough residents. This
approach would require the State to provide additional
revenues for a period of three years to this region (and
potentially others that may establish a Borough), but would
not require a permanent commitment of State funds above and

beyond present State Fish Tax formula distributions. In
return, the State would encourage Borough formation, a State
goal, by removing one of the obstacles - immediate loss of
revenues - to the Cities.

This approach is similar to the State"s method of trying to
reach a sustainable budget. The State is gradually reducing
services/budget tc a sustainable level, rather than making
wholesale reductions in one year because of revenue
shortfalls —-— making the budget equal revenues received.
This policy 1is being pursued even though it requires the
infusion of one time sources of revenues or reserve or
savings account Tfunds into the State budget.

Option 2 - The State retains its 50% of revenues, and
each city receives its 25% share, plus a graduated reduction
of the borough®s 25% share. The proposed distribution of a
percentage of the Borough®"s State Shared Fish Tax revenue to
the respective cities would be over 3 years. Each City would
receive 1its respective share at the rate of 75% of Borough
share -year 1, 50% of Borough share -year 2, and 25% of
Borough share -year 3.

Using the same example as Option #1, $400,000 per year in
Fish Tax business done within city limits, Option #2 would
result in the following:

Year #1. City would receive $200,000, plus 75% of the
Borough®"s allocation $150,000, and the Borough would
receive $50,000.

Year #2. City would receive $200,000, plus 50% of the
Borough®"s allocation $100,000, and the Borough would

receive $100,000.



Year #3. City would receive $200,000, plus 25% of the
Borough®"s allocation $50,000, and the Borough would
receive $150,000.

Year #4 and beyond. City would receive $200,000, but none of
the borough share, and the borough would receive 1its
full $200,000 allocation.

This would allow cities to gradually wean themselves from
reliance on fish tax revenues and mitigate one of the
concerns with establishing a Borough -immediate loss of
almost 20% of city revenues for at least 2 of the Aleutians
East cities.

However, this approach, unlike option 1, may cause problems
for Borough service delivery. The newly established borough
will not receive its full share of Fish Tax revenues, and may
not have adequate funds to operate. For example, 1in FY 37,
the Aleutians East Borough (if it was established) would not
have received approximately $360,000, because the cities
would retain these funds 1in year one using this option. In
year two, this amount would decrease to about $240,000, and
in year three, would further decrease to about $120,000,
because of the graduated reduction. However, this method
would not require the allocation of additional State funds,
it would only require legislative action to adopt the change,
and administrative action to implement it. The major
disadvantage to this option from the region"s perspective is
the loss of funds to help the newlv established borough
become operational.

The communities which are considering borough formation in
the Aleutians East recognize that either of these options may
be difficult to achieve, but believe a phased reductioi 1in
State Shared Fish Tax revenues is needed to encourage borough
formation.
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Original sponsor: Zharoff

IN THE SENATE

For an Act entitled: "An Act relating to fisheries

BY THE COMMUNITY AND
REGIONAL AFFAIRS COMMITTEE

CS FOR SENATE BILL NO. 162 (C&RA)
IN THE LEGISLATURE OF THE STATE OF ALASKA

FIFTEENTH LEGISLATURE - FIRST SESSION

A BILL

lasiness tax refunds to

local government; and providing for an effective

date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43.75.130(a) 1is amended to read:

*

(a) Except as provided in (d) of this section, the [THE] commis—

sioner of revenue shall pay
¢H) to each unified municipality and to each city located

in the unorganized borough, 50 percent of the amount of tax revenue

collected in the municipality from taxes levied under [BY] this chap—

ter ;
2 to each city located within a borough, 25 percent of

the amount of tax revenue collected 1in the city from taxes levied

under [BY] this chapter; and
(3) to each borough

(A) 50 percent of the amount of tax revenue collected
in the area of the borough outside cities from taxes levied under
[BY] this chapter; and

(B) 25 percent of the amount of tax revenue collected
in cities located within the borough from taxes levied under [BY]
this chapter.

Sec. 2. AS 43.75.130 1is amended by adding new subsections to read:

() Notwithstanding the provisions of (a)(2) and (a)(3)(E) of

this section, the commissioner shall pay
-1- CSSB 162 (C&RA)
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1) to each city in a borough that 1is 1incorporated after
the effective date of this Act the following percentages of the tax
revenue collected in the city from taxes levied under this chapter:

(A 45percent of the taxes collected during the
calendar year in which the borough 1is incorporated;

(B) 40 percent of the taxes collected during the first
calendar year after the calendar year 1in which the borough is
incorporated;

©) 35percent of the taxes collected during the
second calendar year after the calendar year in which the borough

is incorporated; and

(D) 30 percent of the taxes collected during the third
calendar year after the calendar year 1in which the borough is

incorporated; and

) to each borough that is 1incorporated after the

tive date of this Act the Tfollowing percentages of the tax revenue

collected in the cities located within the borough from taxes levied

under this chapter:

(A) 5 percent of the taxes collected during the calen—
dar year in which the borough is incorporated;

(B) 10 percent of the taxes collected during the first
calendar year a“ter the calendar year in which the borough is
incorporated;

(C)15 percent of the taxes collected during the
second calendar year after the calendaryear in which the borough
is incorporated; and

(D) 20 percent of the taxes collected during the third
calendar year after the calendar year in which the borough is
incorporated.

CSSB 162 (C&RA) -2-
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(e) Notwithstanding the provisions of (d) of this section,
city may adopt an ordinance to transfer a portion of the funds re—
ceived under (d)(1) of this section to the borough in which the city

is located.

Sec. 3. This Act takes effect immediately under AS 01.10.070(c).

-3- CSSB 162 (CSRA)



TO: MARTY
FROM: DAN

SUBJECT SB 162

The Tfollowing offers two options for Jlanguage which might be
added to the referenced bill to allow flexibility 1in the

implementation of the raw fish taxes. The suggested Ulanguage
would be 1inserted at the end of the first section of the bill
(bottom of page two of the version which I have). In fact,

both options could be included in the bill (in which case you
should change the subsection designation of option 2 from "(e)"

to "(F)". Frankly, 1 think option two isS necessary.
OPTION |
e) In the event that the provisions of subsection (d) may

cause financial infeasibilities for the newly formed borough,
the city council of any city within the borough may agree,
during any of the first four calendars years of the borough®s
existence, to transfer to the newly formed borough a portion of
the city"s annual entitlement to revenue collected from taxes
levied under this chapter. The amount to which the city agrees
to transfer to the borough may not reduce the entitlement of
the city for any one year below that provided by AS
43.75.130(a)(2). The commissioner shall distribute funds to
cities and boroughs in accordance with the provisions of any
agreements reached under this subsection.

OPTION 11

e) In the event that the provisions of subsection (d) may
cause financial infeasibilities for a borough proposed to be
formed under the provisions of AS 29.05, petitioners for
incorporation of the borough may include in the petition,
provisions for increased entitlements to the borough during any
of the first four calendars.years of its existence for revenue
collected from taxes levied unber this chapter. The 1increased
entitlement may not exceed the entitlement of the borough for
any one year beyond that provided by AS 43.75.130(a)(3). The
commissioner shall pay the newly formed borough an entitlement
in accordance with the provisions of the petition under which
it was incorporated.
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Fiscal Note Analysis
Senate Bill 162
Prepared 3/10/87

The communities of Sand Point, King Cove, Akutan, False Pass and Nelson
Lagoon will soon be incorporating to form a new borough within the
state. AS 43.75.130(a) currently provides that to each unified
municipality and to each city located within an unorganized borough, 50
percent of the amount of fisheries business tax revenue collected in the
municipality will be refunded by the commissioner of revenue to these
agencies. The cities named above have in past years received this 50
percent share. However, when a city lies within an organized borough,
the city and the borough each receive a .25 percent share. Therefore, in
order to phase in an anticipated reduction in shared revenues to these
areas, SB 162 amends AS 43.75.130 by adding a new subsection (d) to
minimize the revenue impact on the impacted cities.

AS 43.75.130(d) provides that the commissioner of revenue shall pay to
each city in a borough that is incorporated after the effective date of
this Act: 45 percent of the taxes collected during the calendar year in
which incorporation occurs; 40 percent of the taxes collected during the
first calendar year following the year of incorporation; 35 percent of
the taxes collected during the second calendar year; and 30 percent of
the taxes collected during the third calendar year.

Subsection (d) also provides that the commissioner shall pay to each
borough that is incorporated after the effective date of this Act: 5
percent of the taxes collected during the calendar year in which the
borough is incorporated; 10 percent during the first calendar year after
incorporation; 15 percent during the second calendar year; and 20 percent
during the third calendar year.

The Act is to takes effect immediately under AS 01.10.070(c).
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STATE OF ALASKA 1?P7 LEGISLATIVE SESSION
FISCAL NOTE
Bill Version: SB 162
PEOUEST Publish Date:

Revision Date: Agency Affected: Pevenue
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business tax refunds to local gc\rt
Sponsor:Zharoff Components:

PeouestoT: Senate Labor £ Commerce

EXPENOITUP.ES/PEVENUES: (Thousands of Dollars)

1 | FYy 87 1FYy 8 1FY 8 | FY 9 1FY 0L | FY
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I personal services- ..... u 1 - 1 - 1 - 1 - | - 1
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STEVE COWPER, GOVERNOR

DEPT. OF COMMUNITY & HEGIONAL AFFAIItS 0 PO.BOXB

JUNEAU. ALASKA 99B11-2100
PHONE: (907) 465-4700

OFFICE OF THE COMMISSIONER

O 949 E. 36TH AVENUE, SUITE 400
ANCHORAGE. ALASKA 99508-4302
March 16, 1987 PHONE: (907) 563-1073

POSITION PAPER

RE: SB 162 - "An Act relating to fisheries business tax
refunds to Ulocal government; and providing for an effective
date.™

SPONSOR: Senator Zharoff

Program Effects of Bill:

Section 1 of the bill amends existing language in
AS 43.75.130(a) to provide for a new subsection (d) as well as
several minor "house cleaning”™ wording changes.

Section 2 of the bill amends AS 43.75.130 by adding a new
subsection (d) which provides for a five-year phasing 1in of the
sharing of fish tax revenues between cities and boroughs 1in the
instance of new borough formation.

Section 3 of the bill provides for an immediate effective date
for the Act.

Comments:

The existing State Fisheries Business Tax law provides for a
"refund" of this state tax to municipalities in whose
jurisdiction the tax was collected. In the case of unified
municipalities and cities in the unorganized borough, 50

percent of the tax revenue collected within municipal

boundaries 1s returned. However, cities located within a
borough must in turn share 50 percent of their fish tax refund
with the surrounding borough. In other words, such a city

would receive only 25 percent ofthe fish tax collected within
its jurisdiction; the other 25 percent would go to the borough.

The state fish tax provides a significant and relatively stable
portion of total vrevenues for many cities presently located

outside of organized boroughs. The formation of a borough
which would include such cities would result 1in sudden and
substantial revenue losses for these cities. Cities located

within the new borough have no guarantee of receiving any of
this funding back from the borough. The prospect of such a
revenue shock represents a clear disincentive to borough
formation. Providing for a phased transition into the sharing
of fish tax revenues from cities to new boroughs would reduce
the severity of the shock to city operations; consequently,
reducing the disincentive to borough formation.

21-P1LH



SB 162
March 16, 1987

Page Two

The establishment of strong, self-sufficient, local and
regional government throughout Alaska 1is a longstanding goal of
the Department of Community and Regional Affairs. The
Department endorses practical measures which provide
incentives, or reduce existing disincentives, with vregard to
borough formation. The measures provided for in this bill
appear to be straightforward in effect and relatively simple 1in
their implementation. The Department therefore supports the

expeditious passage of this bill.



STATE OF ALASKA 1987 LEGISLATIVE SESSION

FISCAL NOTE
Bill Version: HB 162
REQUEST: Publish Date :
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Requestor;S6nats L & C Committss-

EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING FY 87 FY 88 FY 89 FY 90 FY 91 FY 92

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPVENT

D &STRUCTURES
GRANTS. CLAIMS
MISCELLANEQOUS

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

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)

GENERAI.fund -0- -0- -0- -0- -0- -0-
FEDERALFUNDS

OTHER

ATTTAL

POSITIONS:

FULL-TME -0- -0- -0- -0- -0- -0-
PART-TME

TEMPORARY

ANALYSIS :  (Attach a separate page if necessary)

" - Michael Cushing, Planner{%1 Phone- 465-4750
epar "MUnlclpal & Regional Assistance"” .

Division © P g pate:  3/16/87

Approved by Commissioner: Date: "JftY T

Agency: Community & Regional Affairs

Distribution (by preparer):
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Senator Fred F. Zharoff

Alaska State Legislature

P.O. BOX <105. KODIAK, ALASKA 99615 (907) 486-5259

DURING SESSION:
P.O. BOX V, JUNEAU ALASKA 99811 = (907) 465-3473 = 465-3474

— DISIRICTN

ALASKA PENINSULA = ALEUTIAN CHAIN = BRISTOL BAY = KODIAK ISLAND = LAKE CLARK/LAKE ILIAMNA < PRIBILOF ISLANDS = SHUMAGIN ISLANDS

MEMORANDUM

TO: Senator Arliss Sturgulewski, Chaiman
Senate Community & Regional AE£fE$fAs Committee

FROM: Senator Fred F. Zharoff
DATE: March 30, 1987
SUBJ: Scheduling for SB 162

Recently, SB 162, An Act Relating to Fisheries Business Tax
Refunds to Local Government, and Providing for an Effective
Date, which | sponsored was moved out of the Labor & Commerce
Committee with a further referral to the Community & Regional
Affairs Committee.

| sponsored this bill in response to the potential formation
of a new borough in the East Aleutians region. Communities in
the region are concerned that upon formation of the borough,
one half of the raw fish taxes presently disbursed to the
communties will be disbursed to the new borough. This bill
would reduce the immediate financial impact to the communities
of the formation of a borough by graduaPIy reducing the fish
tax disbursement to the community and gradually increasing the
fish tax disbursement to the borough.

| would appreciate your consideration in scheduling a hearing

on this measure in the near future or a possible waiver of the
bill to the Finance Committee.

Thank you.



Jlarch 19, 1097

Dear Honorable Members of the Senate Labor and Commerce
Committee

The communities of the. Aleutians J3aft. region, Akutan, Cold
Bay, False Pass, Kin% Cove, Nelson Lagoon and Sand Point, ask
for yrnir support 0r OStilt?., c.n Act. u«< Ling U> Fishex leK
Business Tax refunds, our region i, presently circulating
the petition required to establish .| borough government, and
we view passage of SB162 as critical to formation of the now
Aleutians East borough.

SB162 will enable the phased transfer of fish tax revenues
between existing cities and newly established boroughs.

This transition would occur over a period of four years and
would allow the cities to adjust existing service delivery
to the decrease in Hv> <*iromilr. fint! pctfoont.Aryo of fiob ILu.
revenues they will receive.

The amount, of fish tax the cities receive varies each year,
but the loss of one~h?\I£ of this tax would generally result
In a 15?) - 20?i decrease in Akutan-a and King Cove's annua
operating revenues, end a 5ft % 10ft. decrease in Sand Point's
revenues. Simply stated, this revenue loss, when coupled
with losses i.n Stats Revenue Sharing, Municipal Assistance,
Pnri.venl F.uvonu® Sharing and ofclvwr Lixmr.:Ul(Ciowl sources of City
revenues, is difficult to adjust, to in one year. 3U152 would
provide cities a phased four year adjustment period by
reducing the percentage of city fish tax revenues each veer
by 5ft until the equal sharing of revenues with the borouah in
u Jt;.alu«o.



Also, this legislation will not negatively affect, the newly
established borcuobls ability to meet-, service. delivery

expenses. The borough, because of its larger boundaries,
will r(30«ivirii? atioh t.aui rovonuno thnt the Ok.flarc hft« noL
previously shared with cities, Tile.ee will be

collected from the area that was j.n the unorganized borough,
SR1G2 structures the phase in of revenues so that as the

borough undertakes delivering service which ware previously
done by the Cities, 1its percentage of revenues will 1increase
and the city share of revpnuer. will riiVTnacn. Tn four y»juk,
the borough v/ill receive their full share.

In addition, as SUiIG? addresses one of the disincentives
that affect?*, borough forma tion, j.ts passage? may encourage

cities in areas other than the Aleutians Rest to consider
eacamisninc? a borough. The Aleutians Hast region is

pursuing Borough formation because of decreases 1in State and
Federal expend!turns 1in the region and the region®s present
and future desire to continue quality service delivery.
Other areas may noert to pursue borough government, for sim.
reasons. e

de ask for your support of MR16.? to remove one of the
disincentives affecting borough organization, particularly
in the Aleutians East region. Thin bill will not. affect the
new borough®s ability to deliver quality services, does not
affect fish tax revenues existing boroughs and receive docs
not affect State revenues, in Addition, it doe?: not require
any new Otat-? ¢I0tiiut* lw implement.

Sincerelv

Wayn«”,arsi J. Cotten
City Manager ArtMinisfcrator
City of King Co Sand Point

Erika Tritrenr
City Admini?
City of Akutan



Senator Fred F. Zharoff
Alaska State Legislature

P.O. BOX 405, KODIAK, ALASKA 99615 (907) 486 5759

DURING SESSION:
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ALASKA PENINSULA <« ALEUTIAN CHAIN < BRISTOL BAY < KODIAK ISLAND < LAKE CLARK/LAKE ILIAMNA < PRIBILOF ISLANDS < SHUMAGIN ISLANDS

MEMORANDUM

TO: Senator Tim Kelly, Chairman
Senate Labor & Commerce

FROM: Senator Fred F.
DATE: March 12, 1987
SUBJ: Scheduling for SB 162

Recently, SB 162, An Act Relating to Fisheries Business Tax
Refunds to Local Government, and Providing for an Effective
Date, which | sponsored was introduced and referred to the
Labor & Commerce Committee.

| sponsored this bill in response to the potential formation
of a new borough in the East Aleutians region. Communities in
the region are concerned that upon formation of the borough
one half of the raw fish taxes presently disbursed to the
communties will be disbursed to the new borough. This bil
would reduce the immediate financial impact to the communities
of the formation of a borough by gradually reducing the fish
tax disbursement to the community and gradually increasing the
fish tax disbursement to the borough.

For the benefit of the committee, | have attached information
regarding the formation of this borough. In addition, | have
requested, and hope to receive in the near future, position
papers and fiscal notes from the Departments of Revenue and

Community & Regional Affairs regarding this bill. 1 would
appreciate your consideration in scheduling a hearing on this
measure.

Thank you.



CITY OF KING COVE

P.0. Box 37 . King Cove, Alaska 99612 . (907) 497-2340

January 12, 198*?

The Honorable Fred Zharoff
P.O. Box 405
Kodiak, Alaska 99615

RE: Establishing a Borough Government in the Aleutians East
egion

Dear Senator Zharoff:

The six communities of the Aleutians East region, Akutan,
Cold Bay, False Pass, King Cove, Nelson Lagoon and Sand
Point, are pursuing possible formation of a borough
government. On November 10, 1986, leaders fromthe above
communities met to examine concerns facing the region and the
merits of forming a borough as a way to address these
concerns. The general consensus of the 27 persons that
participated in this meeting was:

0 there are a number of serious financial, capital
improvement project, political and other problems facing
the region;

0o community leaders should meet again early in 1987 to
make a more informed decision on establishing a 3orouah;

0o additional information must be gathered and examined
before community leaders decide if the area should
incorporate an Aleutians East Borough;

0 an Aleutians East ' r< Jh is probably thebest wayfor
residents to addrr iy of the region's problems; and

0 incorporation of an < eutians East Borough may soon be
necessary.

This consensus reflects an awareness that the serious
finaneial problems facing the State and Aleutians East
communities will require the region to examine ways to raise
additional local revenues to maintain service delivery.

In addressing forming a borough, community leaders identified
concerns which mav be impediments to establishing a Borough
Three of these concerns, which are identified below and



described in the attached topical papers, are ones which will
require legislative assistance and action to accomplish. The
legion asks for your support and direction in helping to
relieve the problems caused by these impediments.

The three concerns which require legislative attention
include:

1) Effect of Establishing a Borough Government on
Revenues for Education Services that the Region will

‘ Receive. The concern centers on the potential of
significantly decreased revenues to the district for
education if a Borough is established. The existing
State School Foundation Funding Formula does not include
provisions to address the merging of three school
districts into a single district. The region needs
assistance from you to work with the Departments of
Education and Revenue, and fellow legislators to ensure
the Borough School District receives a level of
education funds equal to those which would have been
provided to the Aleutians REAA and King Cove and Sand
Point School Districts.

2) Shared Fish Tax Distribution - Borough/Cities: The
concern centers on the loss of State Shared Fish Tax
(Fishery Business Taxes) revenues to the region's four
cities if a Borough is established. This occurs because
the present law requires cities in the organized borough
to equally share raw fish tax revenues they would
receive with a borough, while a city in the unorganized
borough receives a full share of these taxes. The
region proposes the existing law be amended to allow a
three year phase-out of the amount of revenue the cities
will lose to a borough. This amendment is fully
explained in the attached issue paper and will require
legislative action.

3) Borough Formation Assistance Funds; The region needs
approximately $30,000 and assistance from the Department
of Community and Regional Affairs (DCRA) to complete its
efforts to form a Borough. To date, the region has used
FY 85 Regional Strategy Funds from DCRA to fund its
organizational efforts. These funds are now exhausted.
The region would use the funds to conduct meetings of
regional representatives, gather data, prepare its
incorporation petition and publish public information.
The region will need the funds to conduct these
activities in March -December 1987.



These three issues, if they can be resolved, will lessen the
impediments and provide incentives to establish a Borough.

The region will keep you appraised of our efforts to pursue
Borough formation and is available to further discuss the
above three concerns with you. In addition you and your

staff are invited to participate in the next meeting’ of
community leaders, which is tentatively scheduled for the
first week of February in Anchorage

Also, enclosed for your review is information that has been
pro?u%ed on the Aleutians East Borough. This information
includes:

0 Aleutians East Regional Government Study, March 1986
report;

0 Executive summary of the above report, March 1986;

0 Aleutians East Regional Government Study, Issues/Data
Update paper, October 31, 1986, which was distributed to
representatives that attended the November 10, 1986

meeting;

0 Aleutians East Borough - Why Is It Being Considered?,
brochure, January 1987, which was distributed on January
9, 1987 to all box holders in the Aleutians East region.



STATS FISHERIES BUSINESS (RAW FISH) TAX

DESCRIPTION OF PRESENT DISTRIBUTION SYSTEM FOR STATE
FISHERIES BUSINESS TAX REVENUES: Existing State law provides
that the State and cities in the Unorganized Borough equally
share, 50%-50%, State Fisheries Business Tax revenues (for
fish delivered within city boundaries). However, if a
borough exists, the State receives its 50% share, but the
borough and cities within the borough must equally share the
other 50% of revenues. Thus, if an Aleutians East Borough is
established, cities which presently receive 50% of State
Fisheries Tax revenues see this amount decrease to 25% of the
State tax, a loss of half of the cities' present fish tax

revenues.

The cities of Akutan, King Cove and Sand Point, and to a
lesser extent, Cold Bay, receive a large amount of their
municipal revenues from State Fish Tax revenues. For
example, the following represents revenues received for FY 86

and FY 87:

Akutan King Cove Sand Point Cold Bay
FY 86  $121,000 $410,000 $ 88,000 (about)$2,500
Fy 87  $356,000 $327,000 $114,000 (about)$2,500

In short, the above cities received a total of $621,500 in FY
86, and $800,000 in FY 87.

DESCRIPTION OF CONCERN: In examining Borough formation, the
present distribution method causes significant concern among
the cities in the Aleutians East region. If a Borough is
established, each city would immediately lose a significant
amount of its local revenue base to the new Borough. This
loss, when coupled with projected decreases in State
Municipal Assistance (elimination of this program has been
publicly discussed by Governor Cowper's administration),
State Revenue Sharing and State School Foundation funds, will
make it extremely difficult for these cities to absorb the
loss of half of the State Fish Tax monies. This revenue loss
is heightened because it occurs in one year; the year the
borough is incorporated.

The City of King Cove's budgat and revenues are used to
illustrate the extent of loss. In FY 86, King Cove had
general operating revenues of about $1,000,000. Of these,
$411,000 or about 41%, were obtained from the 50%
disbursement of State Shared Fish Tax revenues. If a borough
existed in FY 86, King Cove would have lost about $205,000 or
20% of its general operating revenue base to the borough



Similarly, in FY 87, about 35% ($3272000) of King Cove's
revenues are from State Shared Fish Tax revenues; or a loss
of about 18% of its operating funds if a borough existed.
Akutan obtains an even greater percentage of its operating
funds than King Cove from State Shared Fish Tax revenues,
while Sand Point receives a lesser, but significant amount.

Collectively, the Aleutians East region cities view the
present method for distributing State Shared Fish Tax
revenues as a disincentive to establishing a borough. This
revenue loss (if a borough is established), combined with the
projected losses in other State assistance funds, and little,
If any, decrease in services which the cities deliver, except

for education, will cause severe shortfalls in City budgets.
The cities need a way to mitigate these losses so they, like
the State, can gradually adjust to reduced revenues.

Specifically, the Aleutians East region cities need time to

adjust to the elimination of half of the Fish Tax Revenues
which they presently receive.

LEGISLATIVE ASSISTANCE NEEDED: Cities in the Aleutians East
region as well as those in other coastal areas which may
pursue borough formation, would benefit from a phased
reduction in the amount of State Shared Fish Tax revenues
rather then an abrupt immediate reduction of half of these
revenues. The intent of the phased reduction is to provide
the cities with a transition period to adjust to permanent
revenue losses, and to mitigate one of the disincentives for
borough incorporation. Two options are recommended for
legislative action to help accomplish this objective.

Option 1 - The State provides each City 75% of its full
share for year one, 50% for year two, and 25% for year three,
of the difference between 50% and 25% of State Shared Fish
Tax revenues after a Borough is established. In addition,
the Borough begins to receive its full 25% share of State
revenues from the date the Borough is established.

The following illustrates how Option #1 would apply assuming
a City were eligible to receive (if it had remained in the
Unorganized Borough) $400,000 in State Shared Fish Tax
revenues for each of 3 years.

Year irl. City receives $200,000, plus an additional
appropriation of $150,000 (75% of funds Borough would
receive), and the Borough would receive $200,000.

Year #2. City receives $200,000, plus an additional
appropriation of $100,000 (50% of funds Borough would
receive), and Borough would receive $200,000.



appropriation of $50,000 (25% of funds Borough would
receive ) and Borough would receive $200,000.

Year #4 and beyond. City receives $200,000 and Borough
receives $200,000. No additional State funds are
required.

Option #1 will enable cities to adjust to the permanent loss
of these revenues over a three year period, rather than in
one year. Also, this provides a Borough with the funds it
needs to deliver services to borough residents. This
approach would require the State to provide additional
revenues for a period of three years to this region (and
potentially others that may establish a Borough), but would
not require a permanent commitment of State funds above and

beyond present Stare Fish Tax formula distributions. In
return, the State would encourage Borough formation, a State
goal, by removing one of the obstacles - immediate loss of

revenues - to the Cities.

This approach is similar to the State's method of trying to
reach a sustainable budget. The State is gradually reducing
services/budget to a sustainable level, rather than making
wholesale reductions in one year because of revenue
shortfalls --—-- making the budget equal revenues received.
This policy is being pursued even though it requires the
infusion of one time sources of revenues or reserve or
savings account funds into the State budget

Option 2 - The State retains its 50% of revenues, and
each city receives its 25% share, plus a graduated reduction
of the borough's 25% share. The proposed distribution of a
percentage of the Borough's State Shared Fish Tax revenue to
the respective cities would be over 3 years. Each City would
receive its respective share at the rate of 75% of Borough
share -year 1, 50% of Borough share -year 2, and 25% of
Borough share -year 3.

Using the same example as Option #1, $400,000 per year in
Fish Tax business done within city limits, Option #2 would

result in the following:

Year #1. City would receive $200,000, plus 75% of the
Borough's allocation $150,000, and the Borough would

receive $50,013.

00, plus 50% of the

Year #2. City would receiv 200,0
,000, and the Borough would

e
Borough's allocation $10
receive $100,130.



Year #3. City would receive $200,000, plus 25% of the
Borough's allocation $50,000, and the Borough would
receive $150,000.

Year #4 and beyond. City would receive $200,000, but none of
the borough share, and the borough would receive its
full $200,000 allocation.

This would allow cities to gradually wean themselves from
reliance on fish tax revenues and mitigate one of the
concerns with establishing a Borough -immediate loss of
almost 20% of city revenues for at least 2 of the Aleutians
East cities.

However, this approach, unlike option 1, may cause problems
for Borough service delivery. The newly established borough
will not receive its full share of Fish Tax revenues, and may
not have adequate funds to operate. For examﬁle, in FY 87,
the Aleutians East Borough (if it was established) would not
have received approximately $360,000, because the cities
would retain these funds in year one using this option. In
year two, this amount would decrease to about $240,000, and
in year three, would further decrease to about $120,000,
because of the graduated reduction. However, this method
would not require the allocation of additional State funds,
it would only require legislative action to adopt the change,
and administrative action to implement it. The major
disadvantage to this option from the region's $erspective S
the loss of funds to help the newly established borough
become operational.

The communities which are considering borough formation in
the Aleutians East recognize that either of these options may
be difficult to achieve, but believe a phased reduction in
State Shared Fish Tax revenues is needed to encourage borough
formation.



LEGISLATIVE AFFAIRS AGENCY

LEGISLATIVE REFERENCE LIBRARY

May, 1988

Copies of minutes listed below were originally included
in this file. The minutes are available on the STAIRS
database CMPR. In order to save.space copies of minutes

have not been left in the files. i
Mary Van Nimwegen
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BY THE COMMUNITY AND

L IN THE SENATE REGIONAL AFFAIRS COMMITTEE
2 CS FOR SENATE BILL NO. 162 (C&RA)
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
4 FIFTEENTH LEGISLATURE - FIRST SESSION
° A BILL

| For an Act entitled: "An Act relating to fisheries business tax refunds to
71 local government; and providing for an effective

() date."
% BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 * Section 1. AS 43.75.130(a) is amended to read:

H (a) Except as provided in (d) of this section, the [THE] commis—
L sioner of revenue shall pay

E! (¢)) to each unified municipality and to each city located
" in the unorganized borough, 50 percent of the amount of tax revenue
Isf collected in the municipality from taxes levied under [BY] this chap—
151 ter ;

]_ (2) to each city located within a borough, 25 percent of
o the amount of tax revenue collected in the city from taxes levied
. under [BY] this chapter; and

20; (31 to each borough

ﬂi (A) 50 percent of the amount of tax revenue collected
221 in thearea of the borough outside cities from taxes levied under
_‘1- [BY] this chapter; and

&*I (B) 25 percent of the amount of tax revenue collected
5i in citieslocated within the borough from taxes levied under [BY]
26i this chapter.

an * Sec 2. AS 43.75.130 is amended by adding new subsections to read:

28i (a) Notwithstanding the provisions of (a)(2) and (a)(3)(B)
103 this section, the commissioner shall pay

-1- CSSB 162 (C&RA)



WORK DRAFT WORK DRAFT WORK DRAFT

/>
(¢)) to each city in a borough (that 1isjincorporated after
the effective date of this Act the following- percentages of the tax
revenue collected in the city from taxes levied under this chapter:
(A) 45percent of the taxes collected during the
calendar year in which the borough is incorporated;
( (B) 40 percent of the taxes collected during the first

calendar year after the calendar year 1in which the borough is

incorporated;

¢ © 35 percent of the taxes collected during the
1 second calendar year after the calendar year 1in which the borough
" is incorporated; and

12 (D) 30 percent of the taxes collected during the third
13 calendar year after the calendar year in which the borough is
1 incorporated; and

o (2) to each borough that 1is 1incorporated after the effec—
10 tive date of this Act the following percentages of the tax revenue
Y collected in the cities located within the borough from taxes levied
18 under this chapter:

o (A) 5 percent of the taxes collected during the calen—
20 dar year 1in which the borough 1is incorporated;

2 (B) 10 percent of the taxes collected during the first
2 calendar year after the calendar year in which the borough 1is
2 incorporated;

2 (C)15 percent of the taxes collected during the
2 second calendar year after the calendar year in which the borough
26 is incorporated; and

27 (D) 20 percent of the taxes collected during the third
281 calendar year after the calendar year in which the borough is
291

incorporated.

CSSB 162 (C&RA) -2-
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Sec. 3. This Act takes effect immediately under AS 01.10.070(c).
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Senator Zharoff

To: CS SENATE BILL No,

To: HOUSE BILL No.

Page: 2 Line: 1

After "city" insert "that is located"
After "borough" delete "that is"
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11
12
13
14
15
16
17
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20
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22
23
24
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28
29

Introduced: 3/4/87
Referred: Labor & Commerce, Community &
Regional Affairs & Finance

IN THE SENATE BY ZHAROFF
SENATE BILL NO. 162
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to fisheries business tax refunds to
local government; and providing for an effective
date." -
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
Sectipheld AS 43.75.130(a) isamended to read:
(a) Except as provided in (d) of this section, the [THE]Jcommis-
sioner of revenue shall pay

(1) to eachunified municipality and to each city located
in the unorganized borough, 50 percent of the amount oftax revenue
collected in the municipality from taxes levied under[BY] this chap-
ter;

(2) to eachcity located within a borough, 25 percent of
the amount of tax revenue collected in the city from taxes levied
under [BY] this chapter; and

(3) to each borough

(A) 50 percent of the amount of tax revenue collected
in the area of the boroughoutsidecities fromtaxeslevied under
[BY] this chapter; and
(B) 25 percent of the amount of tax revenue collected
in cities located within the borough fromtaxes levied under [BY]
this chapter.
Sec.; AS 43.75.130 is amended by adding a new subsection to read:
(dNotwithstanding the provisions of (a)(2) and(a) (3)(B) of

this section, the commissioner shall pay

SB0162a -1- SB 162



* Sec. 3. This Act takes effect immediately under AS 01.10.070(c),

SB0162a -3- SB 162



‘Htefea ££>ake legislature

ARLISS STURGULEWSKI, Chairman

TIM KELLY, Vice Chairman - JUNEAU, ALASKA 99811
RICK HALFORD 907)465-4989
MIKE SZYMANSK1
FREDZHAROFF
_ . S ena te _ _
Community anti Regional Affairs Committee
TO: Senate C&RA Members April 7, 1987

FROM:Senate C&RA Staffi

m i |
RE: SB 162 - "An Act relating to fisheries business tax
refunds to local government; and providing for an effective
date."

Revenue from raw fish tax is currently split up to three ways.
Raw fish tax collected in cities located within boroughs is
divided; with 50% going to the state, 25% to the borough, and
25% to the city. Outside of boroughs, cities and the state
split the tax 50-50.

In ar. area where there are existing cities, the formation of a
borough would result in a sudden 50% decline in the cities'
revenue from fish tax.

SB 162 would only apply in boroughs formed after the effective
date. It is designed to ease the fiscal transition for
cities in such areas by phasing in the split over five years.

The Department of Community and Regional Affairs strongly
supports the bill. A position paper and zero fiscal note from
that department is included in this packet as are three zero
fiscal notes from the Department of Revenue.

Also included in this packet are several letters and attached
back up from the communities of the Aleutians East region.
Because of the possible formation of an East Aleutian Borough,
these communities are the most likely to be affected. They
strongly support the legislation.
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Introduced: 3/4/87 5-0648A
Referred: Labor & Commerce, Community &
Regional Affairs & Finance

1 IN THE SENATE BY ZHAROFF
2 SENATE BILL NO. 162

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FIFTEENTH LEGISLATURE - FIRST SESSION

5 A BILL

6 For an Act entitled: "An Act relating to fisheries business tax refunds to

7 local government; and providing for an effective
8 date." b

9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 “gndctipnu'r. AS 43.75.130(a) 1is amended to read:

11 (a) Except as provided in (d) of this section, the [THE] commis-
12 sioner of revenue shall pay

13 (1) to each unified municipality and to each «city located
14 in the unorganized borough, 50 percent of the amount of taxrevenue
15 collected in the municipality from taxes levied under[BY] this chap-
16 ter;

17 (2) to each city located within a borough, 25 percent of
18 the amount of tax revenue collected in the city from taxes levied
19 under [BY] this chapter; and

20 (3) to each borough
21 (A) 50 percent of the amount of tax revenue collected
22 in the area of the borough outside cities from taxes levied under
23 [BY] this chapter; and
24 (B) 25 percent of the amount of tax revenue collected
25 in cities located within the borough from taxes levied under [BY]
26 this chapter.

27 * Sec. 2. AS 43.75.130 is amended by adding a new subsection to read:

28 (d) Notwithstanding the provisions of (a)(2) and (a)(3)(B) of
29 this section, the commissioner shall pay

SB0162a -1- SB 162
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(1) to each city in a borough that 1is 1incorporated after
the effective date of this Act the following percentages of the tax
revenue collected in the city from taxes levied under this I ->ter:

(A) 45 percent of the taxes ~collected during the
calendar year in which the borough is incorporated;

(B) 40 percent of the taxes collected during the first
calendar year after the calendar year in which the borough is
incorporated;

(C) 35 percent of the taxes collected during the
second calendar year after the calendar year in which the borough
is incorporated; and

(D) 30 percent of the taxes collected during the third
calendar year after the calendar year in which the borough is
incorporated; and

(2) to each borough that is incorporated after the effec-
tive date of this Act the following percentages of the tax revenue
collected in the cities located within the borough fromtaxes levied
under this chapter:

(A) 5percent of the taxes collected during the calen-
dar year in which the borough is incorporated;

(B) 10 percent of the taxes collected during the first
calendar year after the calendar year in which the borough is
incorporated;

(C) 15 percent of the taxes ~collected during the
second calendar year after the calendar year in which the borough
is incorporated; and

(D) 20 percent of the taxes collected during the third
calendar year after the calendar year in which the borough is

incorporated.

SB 162 -2- SB0162a



* Sec. 3. This Act takes effect immediately under AS 0l. 10.070(c).

SB0162a -3- SB 162



ARLISS STURGULEWSKI . Chairman P.0. BOX V
JUNEAU, ALASKA 99811

TIM KELLY, Vice Chairman (Q07) 4654
RICK HALFORD 969
MIKE SZYMANSK1

FREDZHAROFF

Senate

Communftp anb *gtonal ®ffatrf Committee

TO: Senate C&RA Members B April 7, 1987
FROM:Senate C&RA

RE: SB 162 - "An Act relating to fisheries business tax
refunds to local government; and providing for an effective
date."

Revenue from raw fish tax is currently split up to three ways.
Raw fish tax collected in cities located within boroughs is
divided; with 50% going to the state, 25% to the borough, and
25% to the city. Outside of boroughs, cities and the state
split the tax 50-50.

In an area where there are existing cities, the formation of a
borough would result in a sudden 50% decline in the cities'
revenue from fish tax.

SB 162 would only apply in boroughs formed after the effective
date. It is designed to ease the fiscal transition for
cities in such areas by phasing in the split over five years.

The Department of Community and Regional Affairs strongly
supports the bill. A position paper and zero fiscal note from
that department is included in this packet as are three zero
fiscal notes from the Department of Revenue

Also included in this packet are several letters and attached
back up from the communities of the Aleutians East region.
Because of the possible formation of an East Aleutian Borough
these communities are the most likely to be affected. They
strongly support the legislation.
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OFFICE OF THE COMMISSIONER 1 PHONE: (07 4654700
O 949 E. 36TH AVENUE. SUITE 400
ANCHORAGE. ALASKA 99508-4302
March 16, 1987 PHONE: (907) 563-1073
POSITION PAPER
RE: SB 162 - "An Act relating to fisheries Dbusiness tax
refunds to local government; and providing for an effective

date."

SPONSOR: Senator Zharoff

Program Effects of Bill:

Section 1 of the bill amends existing language in
AS 43.75.130(a) to provide for a new subsection (d) as well as
several minor "house cleaning” wording changes.

Section 2 of the bill amends AS 43.75.130 by adding a new
subsection (d) which provides for a five-year phasing in of the
sharing of fish tax revenues between cities and boroughs 1in the

instance of new borough formation.

Section 3 of the bill provides for an immediate effective date
for the Act.

Comments:

The existing State Fisheries Business Tax law provides for a
"refund"” of this state tax to municipalities in whose
jurisdiction the tax was collected. In the case of wunified

municipalities and cities in the unorganized borough, 50
percent of the tax revenue collected within municipal

boundaries is returned. However, cities located within a
borough must 1in turn share 50 percent of their fish tax refund
with the surrounding borough. In other words, such a city

would receive only 25 percent ofthe fish tax collected within
its jurisdiction; the other 25 percent would go to the borough.

21-P1LH



March 16, 1987
Page Two
SB 162

The state fish tax provides a significant and relatively stable
portion of total revenues for many cities presently iocated

outside of organized boroughs. The formation of a .orough
which would include such citieswould result in sudden ar.d
substantial revenue losses for these cities. Cities located

within the new borough have no guarantee of receiving any of
this funding back from the borough. The prospect of such a
revenue shock represents a clear disincentive to borough
formation. Providing for a phased transition into the sharing
of fish tax revenues from cities to new boroughs would reduce
the severity of the shock to city operations; consequently,
reducing the disincentive to borough formation.

The establishment of strong, self-sufficient, local and
regional government throughout Alaska is a longstanding goal of
the Department of Community and Regional Affairs. The
Department endorses practical measures which provide
incentives, or reduce existing disincentives, with regard to
borough formation. The measures provided for in this bDbill

appear to be straightforward in effect and relatively simple in
their implementation. The Department therefore supports the
expeditious passage of this bill.
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CITY OF KING COVE

P.O. Box 37 . King Cove, Alaska 99812 . (907) 497-2:340

April 7, 1987

Dear Honorable Members of the Senate and House Community and
Regional Affairs Committees

The communities of the Aleutians East region, Akutan, Cold
Bay, False Pass, King Cove, Nelson Lagoon and Sand Point, ask
for your support of SB 162/HB 226, an Act relating to
Fisheries Business Tax refunds. Our region is presently
circulating the petition required to establish a borough
government, and we view passage of SB 162/H3 226 as critical
to formation of the new Aleutians East borough,

SB 162/HB 226 will enable the phased transfer of fish tax
revenues between existing cities and newly established
boroughs. This transition would occur over a period of five
years and would allow the cities to adjust existing service
delivery to the decrease in the amount and percentage of fish
tax revenues they will receive.

Alaska Statutes stipulate that the State equally share its
fish tax revenues with cities in the unorganized borough for
fish delivered to processors 1in city boundaries. However, if
a borough exists, the State retains its 50% share, but the
cities (25%) and the borough (25%) equally share the other
50%. Thus, wunder existing statutes, when the Aleutians East
Borough 1is established, the cities will lose one-half of the
fish tax revenues they have traditionally received,

The amount of fish tax the cities receive varies each year,
but the loss of one-half of this tax would generally result

in a 15% - 20% decrease in Akutan®s and King Cove®"s annual
operating revenues, and a 5% - 10% decrease in Sand Point"s
and Cold Bay"s revenues. Cimply stated, this revenue loss,

when coupled with losses in State Revenue Sharing, Municipal
Assistance, Federal Revenue Sharing and other traditional
sources of city revenues, 1is difficult to adjust to in one
yoar, SB 162/HB 226 would provide eitioo a phased five year
adjustment period by reducing the percentage of city fish tax
revenues each year by 5% until the equal sharing of revenues
with the borough 1is obtained. Attachment 1 illustrates the
total amount of revenues to be shared between the borough and
cities, and Attachment Il illustrates this sharing of
revenues with each city.



Also, this legislation will not negatively affect the newly
established borough®s ability to meet service delivery
expenses. The borough, because of its larger boundaries,
will be receiving fish tax revenues that the State has not
previously shared with cities. These revenues will be
collected from the area that was in the unorganized borough.
SB 162/HB 226 structures the phase in of revenues so that as
the borough undertakes delivering service which were
previously done by the Cities, 1its percentage of revenues
will increase and the city share of revenues will decrease.
In year five, the borough will receive its full share.
Attachment 1| identifies new revenues that will be available
to the Aleutians East Borough.

In addition, as SB 162/HB 226 addresses one of the
disincentives that affects borough formation, 1its passage may

encourage cities in areas other than the Aleutians East to
consider establishing a borough. The Alcutiaus Baa L ieylull

is pursuing Borough formation because of decreases in State
and Federal expenditures, and the region®"s desire to continue
good quality service delivery. Other areas may need to
pursue borough government for similar reasons.

We ask for your support of SB 162/HB 226 to remove one of the
disincentives affecting borough organization, particularly

in the Aleutians East region. This bill will not affect the
new borough®s ability to deliver quality services, does not
affect fish tax revenues existing boroughs receive and does
not affect State revenues. In addition, it does not require
any new State monies to implemeni

City of King Cove

On behalf of the Aleutians East communitj.es.
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ATTACHMENT

in Fiscal Year 1987, the total amount of State Fisheries
Business Tax revenues shared with the four 1incorporated
cities (State tax on fish delivered to processors within city
boundaries) in the Aleutians East region was $805,000, This
tax represents 10%-50% of each of the cities general

operating revenues. Under existing statutes, if a borough is
established, these cities must equally share these revenues
with the borough.

HB 226/SB 162 which the Aleutians East communities support,
would allow a phased transfer of fish tax revenues between
cities and the new borough. Table I, below, illustrates this
revenue transition. This revenue transition will allow
cities to adjust service delivery to the decreased revenues,
and will not negatively effect the borough ™ ability to
deliver services.

TABLE |
HB 226/SB 162 Formula for Shared Revenues
City Share Borough Share
Year 1 $734,500 (45%) $ 80,500 (5%)
Year 2 644,000 (40%) 161,000 (10%)
Year 3 563,500 (35%) 241,500 (15%)
Year 4 483,000 (30%) 322,000 (20%)
Year 5 402,500 (25%) 402,500 (25%)

Starting in year 5 and each year thereafter, the borough and
cities will equally share State Fish Business Tax revenues
for fish delivered within City limits.

Also, the Borough will annually receive abut $1,200,000 1in

new revenues that none of the existing cit. es receive. These
revenues, when combined with the borough®s share of fish tax
icvenuco iUcriLiricu Jit tabic X, nill be aOc”~ualc L-o meet.

anticipated borough expenditures. The $1,200,000 mainly
la Lss 0£ Llie fulluwlny icveuue suuxuea;

o $400,000 in State Fish Business Tax Revenues for fish
delivered to processors within borough boundaries, but
outside City limits. The State is the only entity that
presently receives these funds.

o $700,000 in sales/use tax revenues. The Borough plans
to levy a 2% sales/use tax as its main method of Ilocal
taxation.

o £100,000 in State rovcnuc oharing and municipal
assistance monies and other shared revenues.



ATTACHMENT 11

The tables below illustrate how revenues would be shared With
Uie Individual vlulca In LIje new ouiuuyh JC HD 22<J/*SD 102 la

adopted. If thi3 bill 1is not adopted, revenues would
immediately be shared as indicated in year 5 of these tables.
This sharp one year drop in revenues would seriously effect
each city"s ability to deliver services, and may negatively
effect potential borough formation,

AKUTAN - $356,000 in FY 87 =
approximately 50% of Akutan*s Budget

City Borough
Year 1 $320,400 (45%) $ 35,600 (5%)
Year 2 284,800 (40%) 71,200 (10%)
Year 3 249,200 (35%) 106,800 (15%)
Year 4 213,600 (30%) 142,400 (20%) -
Year 5 178,000 (25%) 178,000 (25%)
COLD BAV - 07,200 in FV 87
approximately 10% of Cold Bay"s Budget
City Borough
Year 1 $ 6,840 (45%) $ 720  (5%)
Year 2 e 5,760 (40%) 1,440 (10%)
Year 3 5,040 (35%) 2,160 (15%)
Year 4 4,320 (30%) 2,880 (20%)
Year 5 3,600 (25%) 3,600 (25%)
KING COVE - $327,000 in FY 87
approximately 35% of King Cove"s budget
City Borough
Year 1 $294,300 (45%) ; 32,700  (5%)
Year 2 261,600 (40%) 65,400 (10%)
Year 3 228,900 (35%) 98,100 (15%)
Year 4 196,200 (30%) 130,800 (20%)
Year 5 163,500 (25%) 163,500 (25%)
SAND POINT - $114,000 in FY 87
approximately 10% of Sand Point"s budget
City Borough
Year 1 $102,600 (45%) $ 11,400 (5%)
Year 2 91,200 (40%) 22,800 (10%)
Year 3 79,800 (35%) 34,200 (15%)
Year 4 68,400 (30%) 45,600 (20%)
Year 5 57,000 (25%) 57,000 (25%)

The communities of False Pass and Nelson Lagoon, which are
also in the Aleutians East area, do not presently receive
State Fish Business Tax revenues because they are
unincorporated. The State only shares these revenues with
incorporated cities.

JIv '™y



March 18, 1037

Dear Honorable Mombers of the Senate Labor and Commerce
Committee

The communities of the Aleutians East, region, Akutan, Cold
Day, False Pass, King Cove, Nelson Lagoon and Sand Point., ask
for your esupporfc or £8163, an Act r«lating i.u FihliotieKk
Business Tax refunds. Our region 1y presently circulating
the petition required to establish N borough government, and
we« view passage of SB162 as critical to formation of the now

Aleutians East borough,

SH162 will enable the phased transfer of fish tax revenues
between existing cities and newly established boroughs.
This transition would occur over a period of four years and
would allow the cities to adjust existing service delivery
to the decrease in frhe ftyotinr. atia porcuntctg®".; of fioh LtA
revenues they will receive.

Alaska Statutes stipulate that the State equally share 1its
fish tax revenues with cities in the unorganised borough for
fish harvested in city boundaries. However, if a borough
exists, the State retains its 50% share, but the cities

(25%) and the borough (25%) equally share the other 50%,
erhuo, umicj. cAiMLiny >kar.ur.es, when the Aleutians Hast

Borough is established, the cities will lose one-half of the
fish tax revenues they have traditionally received.

The amount of fish tax the cities receive varies each year,
but the loss of one-half of this tax would generally result

in 2 15% - 20% decrease in Akutan*a and King Cove % annual
operating revenues, end a 5ft - 10ft. decrease in Sand Point"s
revenues. Simply .stated, this revenue loss, when coupled

with losses in State Revenue Sharing, Municipal Assistance,
Pnrtinral Ruvonue Sharing and other t.raUiCiuutil sources a* city
revenues, 1is difficult to adjust t0 1in one year. £11162 would
provide cities a phased four year adjustment period by
reducing the percentage of city fish tax revenues each year
b¥"5ﬁ_until the equal sharinw of revenues with the borouah 1is
0™JI1..aln«o.

=3/18/31 Lene*.0f
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Also, this legislation will not. negatively affect. the newly
established borcuchls ability to meet service. delivery
expenses. The borough, because 01 its latter boundaries,
will be tocwivirpj .Sioh fcaai rovonuoa t.hnt Uhe Ol;ofc« h*rj no L
previously shared with cities. These revenues will be
collected from the area that was in the unorganised borough.
SB,162 structures the phase in of revenues so that as the
borough undertakes delivering service which "-"ere previously
done by the Cities, 1its percentage of revenues v:il!l increase
and the city share of revprnion will di.-vm.agjo. In four yoar>:
the borough will receive their full share.

In addition, as SHliiCl) addresses one of t.ku disincentives
that affects borough formation, its pasaago nay encourage

cities in_areas other than the Aleutians to consider
eutaoiifining a borough. The Aleutians Bast region is

pursuing Borough formation because of decreases 1in State and
Federal expenditures 1in the rociion and the region®s present
and future desire to continue quality service delivery.
Other areas may need to pursue borough government for simi.ln
reasons. e

V.a ask for vour support cf SB16.? to remove or.e of t.ho
disincentives affecting borough organisation, particularly
in the Aleutians East region. This bill will not affect the
new borough®s ability to deliver quality services, does not
affect fish ta&* revenues existing boroughs and receive clous
not. affect State revenues, J.n addition, it does: not require
any n«w Otais- ;mo, | u implement.

Sincere lv

57ayn«sgv.ars
Cltv Manager Azim.iniotrs tor



CITY OF KING COVE
P.O. Box 37 * King Cove. Alaska 99612 « (907) 497-2340

February 23, 1987

Honorable Fred Zharoff
Alaska State Senate

Box V
Juneau, Alaska 99811

RE: Request for Fish Tax Legislation to Support Aleutians
East 3orough Incorporation

Dear Senator Zharoff:

The Aleutians East region requests your support in submitting
legislation to enable a phased transition of fish business
tax revenues between cities and a borough when an Aleutians
East Borough is established. Enclosed 1s a copy of language
prepared by the Department of Community and Regional Affairs
that amends the existing statute to allow this phased
transition. The region supports this language and recommends
it be used in the legislation.

As we have discussed, the regional representatives that met
at the February 3 meeting in Anchorage support the phased
transition of fish tax revenues to resolve one of the
disincentives affecting transition to a borough government.
This transition is of particular concern to the Cities of
King Cove and Akutan, which would lose a significant amount
of their operating revenues from establishment of a borough.
We believe this legislation will present opportunities for
the cities to gradually adjust to decreased revenues and that
it is the best way to ensure the region's residents that the
Borough will comply with this phased transfer.

We will also explore opportunities for the Borough to address
this phased transition of revenues in its incorporation
petition to the Local Boundary Commission. However, we
recommend legislation be introduced as the best way to
guarantee that this transfer would occur for incorporation of
the Aleutians East borough and potential other boroughs.

We hope we can work together to have this legislation
submitted and adopted this legislature session.



CITY OF KING COVE
P.0. Box 37 . King Cove, Alaska 99612 . (907) 497-2340

January 12, 198"?

The Honorable Fred Zharoff
P.O. Box 405
Kodiak, Alaska 99615

RE: Establishing a Borough Government in the Aleutians East
egion

Dear Senator Zharoff:

The six communities of the Aleutians East region, Akutan

Cold Bay, False Pass, King Cove, Nelson Lagoon and Sand
Point, are pursuing possible formation of a borough
government. On November 10, 1986, leaders from the above
communities met to examine concerns facing the region and the
merits of forming a borough as a way to address these
concerns. The general consensus of the 27 persons that
participated in this meeting was:

o there are a number of serious financial, capital _
improvement project, political and other problems facing
the region;

0 community leaders should meet again early in 19S7 to
make a more informed decision on establishing a 3orough;

o additional information must be gathered and examined
before community leaders decide if the area should
incorporate an Aleutians East Borough;

0 an Aleutians East Borough is probably the best way for
residents to address many of the region's problems; and

0 incorporation of an Aleutians East Borough may soon be
necessary.

This consensus reflects an awareness that the serious
finaneial problems facing the State and Aleutians East
communities will require the region to examine ways to raise
additional local revenues to maintain service delivery.

In addressing forming a borough, community leaders identified
concerns which may be impediments to establishing a Borough
Three of these concerns, which are identified below and



described in the attached topical papers, are ones which will
require legislative assistance and action to accomplish. The
region asks for your support and direction in helping to
relieve the problems caused by these impediments.

The three concerns which require legislative attention
include:

1) Effect of Establishing a Borough Government on
Revenues for Education Services that the Region will
Receive. The concern centers on the potential of
significantly decreased revenues to the district for
education if a Borough is established. The existing
State School Foundation Funding Formula does not include
provisions to address the merging of three school
districts into a single district. The region needs
assistance from you to work with the Departments of
Education and Revenue, and fellow legislators to ensure
the Borough School District receives a level of
education funds equal to those which would have been
provided to the Aleutians REAA and King Cove and Sand

Point School Districts.

2) Shared Fish Tax Distribution - Borough/Cities: Tha
concern centers on the loss of State Shared Fish Tax
(Fishery Business Taxes) revenues to the region's four
cities if a Borough is established. This occurs because
the present law requires cities in the organized borough
to equally share raw fish tax revenues they would
receive with a borough, while a city in the unorganized
borough receives a full share of these taxes. The
region proposes the existing law be amended to allow a
three year phase-out of the amount of revenue the cities
will lose to a borough. This amendment is fully
explained in the attached issue paper and will require
legislative action.

3) Borough Formation Assistance Funds; The region r°eds
approximately $30,000 and assistance from the Department
of Community and Regional Affairs (DCRA) to complete its
efforts to f< i a Borough. To date, the region has used
FY 85 Regional Strategy Funds from DCRA to fund its
organizational efforts. These funds are now exhausted.
The region would use the funds to conduct meetings of
regional representatives, gather data, prepare its
incorporation petition and publish public information.
The region will need the funds to conduct these
activities in March -December 1987.



These three issues, if they can be resolved, will lessen the
impediments and provide incentives to establish a Borough.

The region will keep you appraised of our efforts to pursue
Borough formation and is available to further discuss the
above three concerns with you. In addition you and your

staff are invited to participate in the next meeting of
community leaders, which is tentatively scheduled for the
first week of February in Anchorage.

Also, enclosed for your review is information that has been
pro?u%ed on the Aleutians East Borough. This information
includes:

0 Aleutians East Regional Government Study, March 1986
report;

0 Executive summary of the above report, March 1986;

0 Aleutians East Regional Government Study, Issues/Data
Update paper, October 31, 1986, which was distributed to
representatives that attended the November 10, 1986
meeting;

o Aleutians East Borough - Why Is It Being Considered?,
brochure, January 1987, which was distributed on January
9, 1987 to all box holders in the Aleutians East region.

We would appreciate the opportunity to discuss the region's
concerns with you when you pass through Anchorage on you way
to Juneau.

City Administrator City Manaaer
1689 'C' Street
Anchorage, Alaska 99501
276-2700



STAT5 FISHERIES BUSINESS (RAW FISH) TAX

DESCRIPTION OF PRESENT DISTRIBUTION SYSTEM FOR STATE
FISHERIES BUSINESS TAX REVENUES: Existing State law provides
‘‘hat the State and cities in the Unorganized Borough equally
share, 50%-50%, State Fisheries Business Tax revenues (for
fish delivered within city boundaries). However, if a
borough exists, the State receives its 50% share, but the
borough and cities within the borough must equally share the
other 50% of revenues. Thus, if an Aleutians East Borough is
established, cities which presently receive 50% of State
Fisheries Tax revenues see this amount decrease to 25% of rhe
State tax, a loss of half of the cities' present fish tax
revenues.

The cities of Akutan, King Cove and Sand Point, and to a
lesser extent, Cold Bay, receive a large amount of their
municipal revenues from State Fish Tax revenues. For
example, the following represents revenues received for FY 56

and FY 87:

Akutan King Cove Sand Point Cold Bay
Fy 86  $121,000 $410,000 $ 88,000 (about)$2,500
FY 87 $356,000 $327,000 $114,000 (about)$2,500

In short, the above cities receiveda total of$621,500 in FY
86, and $800,000 in FY 87.

DESCRIPTION OF CONCERN: In examining Borough formation, the
present distribution method causes significant concern among
the cities in the Aleutians East region. If a Borough is
established, each city would immediately lose a significant
amount of its local revenue base to the new Borough. This
loss, when coupled with projected decreases in State
Municipal Assistance (elimination of this program has been
publicly discussed by Governor Cowper's administration),
State Revenue Sharing and State School Foundation funds, will
make it extre lelv difficult for these cities to absorb the
loss of half of the State Fish Tax monies. This revenue loss
is heightened because it occurs in one year; the year the
borough is incorporated.

The City of King Cove's budget and revenues are used to
ilfustrate the extent of loss. In FY 86, King Cove had
general operating revenues of about $1,00C,000. Of these
$411,000 or about 41%, were obtained from the 50%
disbursement of State Shared Fish Tax revenues. It a borough
existed m FY 86, King Cove would have lost about $205,000 or
20% of its general operating revenue base to the borouah.



Similarly, in FY 87, about 35% ($327v000) of King Cove's
revenues are from State Shared Fish Tax revenues; or a 10ss
of about 18% of its operating funds if a borough existed.
Akutan obtains an even greater percentage of its operating
funds than King Cove from State Shared Fish Tax revenues
while Sand Point receives a lesser, but significant amount.

Collectively, the Aleutians East region cities view the
present method for distributing State Shared Fish Tax
revenues as a disincentive to establishing a borough. This
revenue loss (if a borough is established), combined with the
projected losses in other State assistance funds, and little,
if =tnv, decrease in services which the cities deliver, except
for education, will cause severe shortfalls in City budgets.
Thf cities need a way to mitigate these losses so they, like
the State, can gradually adjust to reduced revenues.
Specifically, the Aleutians East region cities need time to
adjust to the elimination of half of the Fish Tax Revenues

which they presently receive.

LEGISLATIVE ASSISTANCE NEEDED: Cities in the Aleutians East
region as well as those in other coastal areas which may
pursue borough formation, would benefit from a phased
reduction in the amount of State Shared Fish Tax revenues,
rather then an abrupt immediate reduction of half of these
revenues. The intent of the phased reduction is to provide
the cities with a transition period to adjust to permanent
revenue losses, and to mitigate one of the disincentives for
borough incorporation. Two options are recommended for
legislative action to help accomplish this objective.

Option 1 - The State provides each City 75% of its full
share for year one, 50% for year two, and 25% for year three
of the difference between 50% and 25% of State Shared Fish
Tax revenues after a Borough is established. In addition,
the Borough begins to receive its full 25% share of State
revenues from the date the Borough is established.

The following illustrates how Option #1 would apply assuming
a City were eligible to receive (if it had remained in the
Unorganized Borough) $400,000 in State Shared Fish Tax
revenues for each of 3 years.

Year ifl. City receives $200,000, plus an additional
appropriation of $150,000 (75% of funds Borough would
receive), and the Borough would receive $200,000.

Year #2. City receives $200,000, plus an additional
appropriation of $100,000 (50% of funds Borouah would
receive), and Borough would receive $200,000.



Year #3. City receives $200,000, plus an additional
appropriation of $50,000 (25% of funds Borough would
receive ) and Borough would receive $200,000.

Year 04 and beyond. City receives $200,000 and Borough
receives $200,000. No additional State funds are
required.

Option #1 will enable cities to adjust to the permanent loss
of these revenues over a three year period, rather than in
one year. Also, this provides a 3orough with the funds it
needs to deliver services to borough residents. This
approach would require the State to provide additional
revenues for a period of three years to this region (and
potentially others that may establish a Borough), but would
not require a permanent commitment of State funds above and

beyond present State Fish Tax formula distributions. In
return, the State would encourage Borough formation, a Stare
goal, by removing one of the obstacles - immediate loss of

revenues - to the Cities.

This approach is similar to the State's method of trying to
reach a sustainable budget. The State is gradually reducing
services/budget to a sustainable level, rather than making
wholesale reductions in one year because of revenue
shortfalls - making the budget equal revenues received.
This policy is being pursued even though it requires the
infusion of one time sources of revenues or reserve or
savings account funds into the State budget.

Option 2 - The State retains its 50% of revenues, and
each city receives its 25% share, plus a graduated reduction
of the borough's 25% share. The proposed distribution of a
percentage of the Borough's State Shared Fish Tax revenue to
the respective cities would be over 3 years. Each City would
receive its respective share at the rate of 75% of Borough
share -year 1, 50% of Borough share -year 2, and 25% of
Borough share -year 3

Using the same example as Option #1, $400,000 per year in
Fish Tax business done within city limits, Option 02 would
result in the following:

Year #1. City would receive $200,000, plus 75% of the
Borough's allocation $150,000, and the Borough would
receive $50,000.

Year 02. City would receive $200,000, plus 50% of the
Borough's allocation $100,000, and the Borough would
receive $100,000.



Year #3. City would receive $200,000, plus 25% of the
Borough's allocation $50,000, and the Borough would
receive $150,000.

Year #4 and beyond. City would receive $200,000, but r.one of
the borough share, and the borough would receive its
full $200,000 allocation.

This would allow cities to gradually wean themselves from
reliance on fish tax revenues and mitigate one of the
concerns with establishing a Borough -immediate loss of
almost 20% of city revenues for at least 2 of the Aleutians
East citiles.

However, this approach, unlike option 1, may cause problems
for Borough service delivery. The newly established borough
will not receive its full share of Fish Tax revenues, and mav
not have adequate funds to operate. For example, in FY 37,
the Aleutians East Borough (if it was established) would nor
have received approximately S360,000, because the cities
would retain these funds in year one using this option. In
year two, this amount would decrease to about $240,000, and
in year three, would further decrease to about $120,000,
because of the graduated reduction. However, this method
would not require the allocation of additional State funds,
it would only require legislative action to adopt the change,
and administrative action to implement it. The major
disadvantage to this option from the region's perspective is
the Joss of funds to help the newly established borough
become operational.

The communities which are considering borough formation in
the Aleutians East recognize that either of these options may
be difficult to achieve, but believe a phased reduction in
?tate tShared Fish Tax revenues is needed to encourage borough
ormation.
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TO: MARTY
FROM:  DAN £ 0
SUBJECT SB 162

The following offers two options for Jlanguage which might be
added to the referenced bill to allow flexibility in the

implementation of the raw fish taxes. The suggested language
would be inserted at the end of the first section of the bill
(bottom of page two of the version which 1 have). In fact,

both options could be included in the bill (in which case you
should change the subsection designation of option 2 from "(e)"

to "(f)". Frankly, 1 think option two isS necessary.
OPTION 1
e) In the event that the provisions of subsection (d) may

cause financial infeasibilities for the newly formed borough,
the city council of any city within the borough may agree,
during any of the first four calendars years of the borough®s
existence, to transfer to the newly formed borough a portion of
the city"s annual entitlement to revenue collected from taxes
levied under this chapter. The amount to which the city agrees
to transfer to the borough may not reduce the entitlement of
the city for any one year below that ©provided by AS
43.75.130(a)(2). The commissioner shall distribute funds to
cities and boroughs 1in accordance with the provisions of any
agreements reached under this subsection.

OPTION 11

e) In the event that the provisions of subsection (d) may
cause financial infeasibilities for a borough proposed to be
formed wunder the provisions of AS 29.05, npetitioners for

incorporation of the boro gh may include 1in the petition,
provisions for increased entitlements to the borough during any
of the fTirst four calendars.years of 1its existence for revenue
collected from taxes levied under this chapter. The increased
entitlement may not exceed the entitlement of the borough for
any one year beyond that provided by AS 43.75.130(a)(3). The
commissioner shall pay the newly formed borough an entitlement
in accordance with the provisions of the petition under which
it was incorporated.



Section xx. AS 43.75.130 1is amended by adding a new subsection

to read:

(e) Notwithstanding the provisions of subsection *°d),

a city within a borough subject to the provisions of
-

subsection (d) may transfer”a portion of the funds received

under subsection (d) to the borough.



