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This legislation would allow municipalities to exempt -- by a vote of the public -- up to $50,000 in
assessed annual valuation of each parcel of residential property.

This could have an indirect effect on state revenues if municipalities increase their residential
property assessment exemption and then increase their overall mill rate to make up for the lost
revenue.  That effect is hard to calculate, which is why the fiscal note shows an indeterminate
amount.

Under AS 43.56, the state imposes a 20-mill tax on oil and gas property in the state.  If the
municipality in which the oil and gas property is located also has a property tax, the taxpayer is
allowed a credit for any local taxes before paying the state tax.  For example, assume oil and
gas property valued at $1 million is located in a borough with a 15-mill tax rate.  The oil and gas
property taxpayer would pay $15,000 to the locality.  When it files its state taxes it has an
obligation of $20,000 (the 20-mill rate), offset by a credit of $15,000 for local taxes, so it would
send a check for $5,000 to the state. Therefore, if the mill rates increase because of this
legislation in localities that have extensive oil and gas production property, oil and gas taxpayers
will pay more to the localities and less to the state.

Therefore:
• Assuming all municipalities with oil and gas property took advantage of the provision in

this legislation and adopted a $50,000 exemption for residential property taxpayers,

• And assuming every affected municipality raised its property tax mill rate to fully recover
the revenue loss from the lower assessment valuation on residential property,

• And assuming that the state lost its share of oil and gas property tax revenue dollar for dollar
with the increase in municipal taxes,

• The annual revenue drop to the state could be approximately $1.975 million.

However, the Department of Revenue cannot predict how municipalities might implement the
residential property tax exemption, or whether cities and boroughs would raise their mill rates or
reduce their budget to accommodate the reduced residential property tax revenues.  Therefore,
we cannot accurately project what effect this legislation would have on state property tax
revenues.
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