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Executive Summary
The City of Palmer (COP), in late 2005, retained Northern Economics services to assess the costs and
revenues—or fiscal effects—that are associated with five phases of potential annexation. For a midsize Alaskan city, the City of Palmer is a densely populated area. The City of Palmer’s existing
corporate boundaries constrain its abilities to plan for and manage future growth in the urbanizing
areas surrounding the community. As part of Palmer’s comprehensive planning process (2005/2006),
it was recommended that Palmer adopt an active annexation strategy to help guide future
development. This initial annexation analysis represents the first step in that strategy. The certificated
sewer service area comprises the outer boundary of the five phases analyzed in this initial annexation
analysis. The proposed phases are depicted in Figure ES-1.
The State of Alaska establishes standards for annexation to incorporated cities through 3AAC 110.0903AAC 110.150 administered by the Local Boundary Commission (LBC). This initial annexation
analysis is not intended to be an application or petition to the LBC for annexation, but rather serves to
explain the financial feasibility of phased annexation and what factors are critical in determining the
financial feasibility of annexation. Palmer has the potential to offer a high level of municipal services
to the urbanizing areas outside its corporate limits. These services are quality local police protection,
exceptional fire protection services, efficient street maintenance, and planning and zoning land use
policies. A separate certificated city utility coordinates the extension of water and sewer service
through an enterprise fund.
As an initial step in an annexation strategy, this study focuses on the resources that are required by
statute for annexation (3 AAC 110.110). This requirement means the LBC, in considering a petition
for annexation, will look for an assessment of the economy within the proposed boundaries of the
city. The existing incorporated city along with the annexed areas must encompass the human and
financial resources necessary to provide essential city services on an efficient, cost-effective level (3
AAC 110.110). LBC statutory standards include an assessment of the following:
•

Reasonably anticipated new expenses of city resulting from annexation

•

Actual income and reasonable, anticipated ability to generate and collect local revenue and
income. LBC standards require an assessment of the financial feasibility of annexation given
the city’s existing operations budget and capital budget and forecasted increases in these
budgets to support existing and projected development in the annexed areas.

•

Economic base of the city after annexation, property valuations in the territory proposed for
annexation

•

Land use in the areas proposed for annexation

•

Existing and reasonably anticipated industrial, commercial, and resource development.

This study assesses the fiscal effects of annexation by looking at the anticipated costs and revenues
from five different geographic study areas. (These areas are for analysis purposes and do not represent
the final boundaries that may be included in the formal annexation petition to the LBC.) Public
services considered in this annexation analysis are general government, police, fire, and land use
planning and permitting. (Water and sewer were not included in the analysis as these services are
delivered by a separate certificated utility.) The NEI team conducted public service interviews with the
community development coordinator, city manager, fire chief, police chief and staff, public works
director, and finance director. The MSB was contacted for tax assessment and road service area
information.
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The MSB’s Geographic Information System was utilized by the Northern Economics project team to
integrate current Census data, tax assessor data, and service area information. The project team’s GIS
technician, Alaska Map Company, provided reports on population, assessed valuation, numbers of
residential and commercial structures, and road miles for each annexation area and generated an
overlay of the annexation phases.
The fiscal effects analysis utilized existing land use patterns for residential and commercial
development to project future land uses. The results of the fiscal effects analysis and further LBC
analysis will depend on more detailed land use analysis and land use policy decisions.

Fiscal Effects Summary
Under 2005 conditions and core analysis assumptions, the annexation of all five phases (see
Figure ES-1) discussed in this report would add approximately 5,529 persons to the City of Palmer’s
populace and $450.46 million dollars in taxable real property. This analysis of the fiscal effects of
annexing land near Palmer, Alaska shows that annexation of all phases would likely result in some
negative fiscal effects on the city’s finances without a compensating increase in local property or sales
tax rates. That said, the increase in city tax rates needed to support annexation appears to be modest.
The analysis estimates that under 2005 conditions, the equivalent of a roughly one (1) mil increase in
the property tax rate would cover the increased costs of providing services to the annexed areas,
while in the long-run the annexation would require an increase of 0.6 mils (most likely scenario) to
just over 1 mil (most conservative scenario) in the city property tax rate to cover the cost of providing
services to the annexed areas.1

1

Note these estimates do not include accounting for the actual cost of enacting the annexation, if any.
Additionally, one reason for the reduction in long-run costs of annexation is that estimates for 2005 do not
include the value of the Mat-Su Regional Medical Center which will appear on Borough tax rolls in 2006.
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Figure ES-1. Analyzed Phases2

Source: Alaska Map Company, 2006.

While full annexation would double the city’s population and triple the local real property tax base,
the fact that the COP derives the majority of its revenue from sales taxes and not from property taxes
means that the annexations would result in negative fiscal effects equal to -$0.81 million dollars per
year under 2005 conditions and a projected -$1.28 million dollars per year in 2015. Overall, if the
phases were annexed together, they would generate $0.746 for every dollar in services they
demanded under 2005 conditions. In 2006, this amount rises to $0.824 in revenue for every service
dollar expended because the new Mat-Su Regional Medical Center (located Phase 3) will be on the
MSB tax rolls.

2

Appendix B contains a larger, landscape copy of each map in the order in which they appear in this report.
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Table ES-1. Summary of Annualized Fiscal Effects by Phase
Area

City of Palmer
All Phases
Phase 1
Phase 2A
Phase 2B
Phase 3
Phase 4

Year

Population

Real Property
Tax Base
($Millions)

Revenue/Cost
Differential
($Millions)

Revenue/
Cost
Ratio (%)

2005

5,382

2015

8,978

286.65

N/A

N/A

766.14

N/A

N/A

2005

5,529

$450.46

-0.81

74.4

2015

9,142

$1,364.18

-1.28

83.7

2005

1,382

$150.04

-0.09

88.5

2015

2,252

$389.39

-0.30

85.5

2005

1,235

$121.27

-0.12

83.1

2015

2,012

$314.73

-0.20

88.3

2005

649

$52.22

-0.10

73.9

2015

1,190

$135.53

-0.26

73.6

2005

1,446

$63.99

-0.37

55.0

2015

2,356

$361.18

-0.25

87.2

2005

817

$62.94

-0.13

72.1

2015

1,331

$163.34

-0.27

76.2

Source: Northern Economics, Inc. estimates 2006. Note: All dollars are nominal, undiscounted, figures.

The individual phases differ greatly in their projected net fiscal effects, summarized in Table ES-1:3

3

•

Phase 1 would likely have negative short term fiscal effects and transition to mild to
moderately negative long term fiscal effect by 2015. Slightly higher than expected increases in
real property values or commercial property development would increase the likelihood of
this phase providing positive fiscal effects to the city.

•

Phase 2A would likely have slightly negative effects under 2005 conditions, which the analysis
estimates would be neutral or remain largely slightly negative fiscal effect in the long-run.
Again, higher than expected increases in real property values or commercial property
development would increase the likelihood of this phase having at least a neutral (i.e. no net
revenue change) fiscal effect on the city.

•

Phase 2B would likely have very mild negative effects under current conditions. However, the
analysis estimates this situation would deteriorate in the future. Higher than expected
increases in real property values or commercial property development would increase the
likelihood of this phase resulting in at least a neutral fiscal effect on the city. Additionally,
Phase 2B is home to significant gravel resources. A moderate severance tax equivalent to that
used by the Denali Borough ($0.05/cubic yard) would likely result in the annexation of the
phase having a neutral fiscal effect until gravel reserves are depleted or no longer mined.

•

Annexation of Phase 3 would likely result in large negative fiscal effects for the City of Palmer
under 2005 conditions. However, the addition of the Mat-Su Regional Medical Center to the
property tax rolls in 2006 improves the situation in the future and the analysis estimates that
by 2015 the fiscal effects as estimated would be moderately negative. Additionally, the area
around the hospital is likely to grow faster than the surrounding phases as residential and

The 2015 estimates in Table ES-1

ES-8
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commercial structure are built to support the center. The study team believes that the model’s
assumptions for this phase are very conservative and that the phase’s potential fiscal effects
are more positive than predicted by the model. The phase is starting from a relatively low
base and accelerated growth driven by the hospital is almost certain. Thus, the overall outlook
for this phase is likely more positive than currently predicted.
•

The results for Phase 4 are very similar to the results for Phase 2B, with the exception that
Phase 4 does not have the extensive gravel resources that could be subject to a revenue
generating severance tax. Phase 4 would likely have slightly negative effects under current
conditions, which the analysis estimates would deteriorate in the future to moderately
negative fiscal effects. Higher than expected increases in real property values or commercial
property development would increase the likelihood of this phase resulting in at least a
neutral fiscal effect on the city.

The City of Palmer faces a set of policy implications that are common across the United States.
Residential development rarely pays for itself through property taxes and extending City services can
be expensive. This fact is true for Palmer as well. The model estimates reveal the additional property
tax revenues are not enough to cover increased services costs and that revenue from sales taxes on
utility services, business licenses, and permits are critical in minimizing the required increase in
property or sales tax revenues. The COP also faces a choice in how it raises additional revenues
required to result in a fiscally neutral annexation. This study reports results in property tax mil rate
equivalents, but the COP could pursue additional large sales tax payors to generate additional
revenues in the future. The model currently assumes that future commercial development will result
in small sales tax payors who make up the vast majority of the total number of sales tax payors within
the city. Development of another larger “big box” sales tax payor could radically alter the results for
any one of the phases discussed within this report. Additionally, as previously mentioned, annexation
could be financed with a very modest increase in the city’s property tax rates. Thus, the appropriate
course of action depends on the goals of the city and the vision the city and its citizens have for the
future of Palmer. For example:
•

If the city desires a revenue-neutral or revenue-positive outcome without tax increases and
does not foresee future “big box” development anywhere within the annexation phases, then
the city should focus on only annexing those phases which are most likely to be revenue
neutral or positive (e.g., Phase 1).

•

If the city desires to grow larger by annexing all of the phases and believes that future “big
box” development within the city will be very limited, then the city must be willing to accept
that real/personal property or sales tax rates must rise to mitigate short-term negative fiscal
effects currently projected under that scenario. The model currently estimates that the
equivalent of a 1.0 mil or less increase in the property tax rate would be necessary to
eliminate the projected negative fiscal effects holding all other items constant.

•

If the city believes that certain types of large commercial development fit within the city’s
development plan and that the population growth in the COP, the annexation phases, and
the rest of the MSB will entice this type of development within the annexation phases, then
the city could expect that annexation of all areas (supported by some amount of large scale
commercial growth) would not result in substantial negative fiscal effects. Theoretically, if
enough large-scale commercial development took place, then sales tax revenue would
supplant property tax revenue and property tax rates could be lowered.

All three scenarios described above depend on a well-developed vision for the city combined with
the zoning/planning mechanism necessary to make the vision a reality. The analysis’ results indicate
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that how annexation affects the city’s fiscal outlook will depend on a wide variety of factors including
how the city views future development within the annexed areas. Full annexation without negative
fiscal effects is likely possible if backed by a vision and plan increasing the odds of success. The
question then becomes whether that vision is what the citizens of Palmer want for their community.

Report Outline
This report contains three sections:

ES-10

•

Section 1 contains an introduction to the study including a summary of the study area
and an outline of the study’s goals.

•

Section 2 discusses the local boundary commission and how the proposed phases fit with
commission guidelines.

•

Section 3 summarizes the expected fiscal effects of annexation and presents detailed
fiscal effects analysis for each annexation area and all annexation areas as a single entity.
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Introduction

The purpose of this study is to analyze potential effects of annexing areas outside the current
boundaries of the City of Palmer. The focus of the annexation study is to assess the costs and potential
revenue—or fiscal effect—of annexing areas outside Palmer’s present city limits. The analysis looks at
the following city services: general government expenditures, fire and police protection, road
maintenance, and planning and building permitting. The costs of extending sewer and water were not
considered because these public services are provided by a separate certificated utility with its own
enterprise fund.
The annexation analysis also identifies policies the city should consider in providing municipal services
beyond its boundaries, as well as current Local Boundary Commission policies relevant to the city’s
annexation policy. Among the land use considerations underlying the annexation analysis are growth
and development west of the city (“core area”) and the need to enhance cost effective and efficient
development patterns.
Figure 1. Study Area by Phase

Source: Alaska Map Company, 2006.
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The areas analyzed for assessing the effects of annexation are depicted in the Palmer Annexation
Study area map in Figure 1.4 These five study areas encompass approximately 26.57 square miles.
The Draft 2006 Comprehensive Plan establishes a goal for annexation; the plan recommends the city
adopt an active annexation strategy to help guide future development. To implement this goal, the
plan recommends phased annexations to guide and control growth and provide for effective delivery
of municipal services.
Figure 2 illustrates the property ownership for the annexation analysis area. Property ownership
patterns impact the fiscal effects of annexation. For instance, in the Phase 3 annexation analysis area,
the University of Alaska is a significant property owner. The lack of development on the University’s
holdings impacts the costs and revenues the city can expect. In addition, state owned lands, including
the Bradley-Keppler Lake Recreation Area, are in the Phase 3 annexation analysis area, limiting the
amount of land available for future residential and commercial development.
Figure 2. Property Ownership for the Annexation Analysis Area5

Source: Alaska Map Company, 2006.
4

The study authors note that the phases are geographical study areas for the purposes of the analysis and not
proposed annexation boundaries. Any annexation petition submitted by the COP may or may not match the
boundaries included in this analysis. Consequently, the authors also note that the results presented in this study
are phase-specific and may not apply if boundaries submitted in a petition do not match the boundaries
included in the analysis.

5

2

The table in this figure is replicated in Appendix C.
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According to the Draft 2006 Comprehensive Plan, Palmer is within the rapid growth area of the
southern Matanuska-Susitna Borough. With this growth come opportunities and challenges:
•

Pressures for expanding due to build out of new subdivisions, offices, and shopping centers.
There is a need for consistent community development and zoning standards in areas near
Palmer.

•

Higher demand for public services and market demand for amenities. Population growth will
reach thresholds providing sufficient market support for a new scale of commercial
development and public services ranging from big box retail to a new regional hospital

•

Traffic growth outpacing road capacity. Annexation is needed to allow Palmer to plan for
necessary transportation improvements and control land use along the major highways

These boundaries extend north on the Glenn Highway to Palmer Fishhook Road, then east-west along
Palmer Fishhook to Trunk Road. The southern boundary runs along the East Parks Highway running
east of the regional hospital and intersecting with the Glenn Highway. The proposed annexation areas
take in property south of Springer Loop Road. For the purposes of the planning and fiscal effects
analysis, the entire area has been separated into five areas: Phase 1, Phase 2A, Phase 2B, Phase 3,
and Phase 4.
The City of Palmer retained Northern Economics services to conduct a prior annexation analysis in
2000/2001. Up until the 2000/2001 annexation study, the city historically had a demand-driven
annexation policy. When there was a request for annexation, the city considered it. The 2001
annexation analysis assisted the city in its petition to the LBC to annex several enclaves. The current
annexation study further provides the city and its decision makers a systematic way to articulate the
annexation options for a ten-year planning period. The fiscal effects analysis of five priority areas will
provide the basis for community discussion at the City Council level in mid-2006.

1.1

Local Boundary Commission

Annexation is an option available for Alaska cities, boroughs, and unified municipalities to extend
their boundaries. Annexation standards are established by State law (the Alaska Administrative Code
[AAC]) and regulation and are overseen by the Alaska Local Boundary Commission (LBC). In its review
of proposed municipal annexations, the LBC considers seven major standards:
•

The territory must exhibit a reasonable need for city government (3 AAC 110.090[a]).

•

The territory may not be annexed to a city if essential city services can be provided more
efficiently and more effectively by another organized city or borough (3 AAC 110.090[b]).

•

The territory must be compatible in character with the annexing city (3 AAC 110.100).

•

The economy of the proposed post-annexation boundaries must include the human and
financial resources necessary to provide essential city services on an efficient, cost-effective
level (3 AAC 110.110).

•

The population within the post-annexation boundaries must be sufficiently large and stable to
support the extension of city government (3 AAC 110.120).

•

The proposed post-annexation boundaries must include all areas necessary to provide full
development of essential city services on an efficient, cost-effective level (3 AAC 110.130).

•

The proposed annexation must be in the balanced best interests of the state, the territory
proposed for annexation, the annexing city, and the borough in which the annexation is
proposed.
Final
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This study does not advocate for or against annexation of territory by the City of Palmer. That goal is
already incorporated in Palmer’s Draft 2006 Comprehensive Plan and in prior adopted plans. This
study focuses on the fiscal effects of annexation and provides an initial overview of whether
annexations of five areas meet 3 AAC 110.110, LBC standards, and the approximate fiscal cost/benefit
to the City of Palmer.

1.2

Background

The City of Palmer is in the MSB, approximately 42 road miles north of Anchorage, on the west bank
of the Matanuska River. The Glenn Highway and the Alaska Railroad run north-south through the city.
The Palmer-Wasilla Highway and the Glenn Highway intersect inside the city limits.
The community began with homesteading activities and the building of the Alaska Railroad in 1916.
In 1935, President Franklin Roosevelt’s New Deal program brought about the relocation to Palmer of
more than 200 colonist families from Great Lakes states (Smythe, 1999). In 1951, Palmer
incorporated as a city.
Today Palmer has a population of approximately 5,382 residents within an area of approximately
5.07 square miles. Population density is high, leaving little vacant area for growth within city
boundaries. According to the Draft 2006 Comprehensive Plan, Palmer’s ability to plan for and manage
future growth is constrained by its small physical area (Agnew::Beck, 2006). It has the smallest area
and greatest population density of Alaska’s mid-sized cities—cities of 2,000 to 6,000 residents.
(Agnew::Beck, 2006). Much of the non-residential land within current city boundaries is found at the
Palmer Municipal Airport, golf course, Alaska State Fairgrounds, and other institutional uses. Much of
the Palmer area’s recent growth and development has taken place near Springer Loop, which is
outside municipal boundaries and not zoned. Additional growth has occurred to the west along the
Palmer-Wasilla Highway—again, outside city boundaries and not zoned.
According to the Draft 2006 Comprehensive Plan, the City of Palmer needs additional area for
community expansion. The city provides a variety of services, including operating a water and sewer
utility; providing police and fire protection, planning and zoning, animal control, library services, and
parks and recreation services; and maintaining streets, sidewalks, and storm sewers. The city owns
and operates Palmer Municipal Airport. The city-owned golf course is operated under contract with a
management firm. The high level of service Palmer has in four areas means they have much to offer
urbanizing areas:
•

High quality local law enforcement services provided by the city police department. The
state troopers in the community are also an asset. Urban growth in the Palmer area requires
more services than the State troopers can provide.

•

High level of fire protection services, which combined with city piped water system and
enforcement of local building codes have yielded a good fire insurance rating (ISO) of 4. This
ISO rating is the one of the best in the MSB and results in lower fire insurance premiums for
Palmer residents. Wasilla also has some areas rates ISO 4.

•

High level of service for street maintenance and snow removal.

•

Planning and zoning land use policies that protect against incompatible uses.

The Draft 2006 Comprehensive Plan’s Goal 10 recommended that there be a plan for the phased
expansion of city boundaries. The plan calls for a detailed planning study and cost-benefit analysis of
the area proposed for annexation. In 2005, the city retained Northern Economics services to conduct
an annexation analysis, utilizing the analytical approach applied in the 2001 annexation analysis.

4
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Prior to the 2001 annexation analysis, city annexations typically involved parcels that were subdivided
into many small lots or housed a large commercial development, all needing sewer and water. Such
annexation decisions created irregular, meandering city boundaries, with enclaves of non-annexed
properties isolated within the city’s perimeter boundaries.
The LBC recommended that the city address the problem of enclaves, and to do so in a
comprehensive manner rather than through its traditional, piecemeal approach (Smythe, 1999). The
2000/2001 annexation study addressed some of these problems. The current study is a continuation
of a phased annexation strategy that is founded on a strong economic base.

Projected Land Use Development within the City
As Palmer’s city boundaries now exist, there is very little area for future growth. Large blocks of
property are taken up by the Palmer Airport, the Alaska State Fair, and other recreational and
institutional uses. Residential land use within the city takes place primarily on lots less than one-half
acre in area. Undeveloped tracts exist within the Cedar Hills, Brittany Estates, and Golden Glenn
Estates subdivisions. Availability of water and sewer service provides a basis for these parcels to
develop into high-density, single-family residential properties similar to the existing lots.
The area within Palmer’s existing boundaries is expected to experience growth in both institutional
and residential uses. Many local and state government offices are located in Palmer. For example, the
Alaska Courthouse and the Mat-Su Pretrial Facility anchor many of their legal-related services in
Palmer. As the population grows, demand for such services within the MSB grows, and such
organizations require more office space.
Land uses in the area outside Palmer’s city limits are a mix of residential, agriculture, and some
commercial, industrial and institutional uses. Although there is community support for agricultural
development, some lands now used for farming will be occupied by residential development to meet
market demand, particularly in the Springer Loop Road area. As limited remaining residentially zoned
supply is developed, there will be financial incentives for property owners to convert agriculture lands
for commercial development.
Although the City of Palmer has no direct jurisdiction over the type of development outside its
boundaries, it will be important for the city to have a clear policy for setting land use policy in future
annexation areas. The city, state and MSB should cooperate in major developments.
Figure 3 depicts the existing development patterns in the annexation analysis area.
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Figure 3. Annexation Analysis Area Development Patterns6

Source: Alaska Map Company, 2006.

6

6

Appendix C contains the data shown in this the table contained in this figure.
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Overview of Annexation-Related Policies

The following considerations are relevant to annexation plans developed by the City of Palmer:
•

Palmer currently has very little land within its existing city limits for future growth and
development. Annexation of additional areas will be needed to accommodate the
community’s orderly growth and expansion.

•

The LBC generally views enclaves as impediments to efficient provision of municipal
services. Removal of enclaves is specifically listed as a factor for use of the legislative review
annexation process. Conversely, the LBC generally does not view annexation of
noncontiguous areas favorably.

•

The City needs to show that areas proposed for annexation require services that can be
provided more efficiently by the City of Palmer than by an existing or new MSB service area.
As a practical matter, Palmer should keep the MSB apprised of its annexation proposals and,
if possible, obtain MSB concurrence and support. Any municipal annexation proposal will
have some impact on the MSB.

•

The need for Palmer to plan and control reasonably anticipated growth or development that
could otherwise affect the city adversely is a strong argument for annexation. Areas for which
such arguments are strongest are developing areas along the Palmer-Wasilla and Glenn
highways and, to a lesser extent, along Outer Springer Road.

•

Planned changes in transportation patterns and facilities could be a strong argument for
annexation. Future extension of Bogard Road to the Glenn Highway would affect
development in and around Palmer significantly. Similarly, airport management could
require land use controls in the areas near the airport and extending from airport runways.

•

It is not realistic to apply standards established for city streets in largely undeveloped areas.
Different standards for street maintenance, storm water drainage, and snow removal may
have to be established.

•

Annexing too large an area can have adverse financial impacts on a city if the costs of
extending municipal services far outweigh the new tax revenues that will be generated. On
the other hand, potential tax revenues should not be the only reason why an area is targeted
for annexation.

•

From a fiscal viewpoint, in targeting properties for annexation, the city should choose parcels
that do not include a large proportion of tax-exempt (or deferred) properties and can
reasonably be expected to provide sales tax revenues to the city. Large-lot areas with
substandard roads may prove costly to serve after annexation. Areas along highways are
more likely to generate sale tax revenues, enabling the city to provide adequate levels of
service.

•

If the city intends to take in properties that have existing gravel mining operations, it will
need to fashion an ordinance regulating the activity. If the city opts to annex the gravel
mining operations, it should consider implementing a severance tax on natural resource
extraction. A severance tax could be a more effective means of gaining revenue than relying
on sales tax.
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Local Boundary Commission Annexation Standards
The criteria listed below are applied by the LBC in reviewing petitions for annexation and are
provided here as reference for the general assessment of compliance that follows. This annexation
study focuses primarily on 3ACC 110.110 Resources to determine the economic feasibility of
annexing the five phases.
The standards for annexation to cities are paraphrased from Article 3 of the AAC. For annexations
requiring legislative review, additional factors are listed.
•

Needs of the Territory Proposed to be Annexed (3 AAC 110.090). A city must be able to
show that the area it proposes to annex has a reasonable need for city government. Factors
that the LBC may consider include the following:
⇒ Existing or anticipated social or economic problems
⇒ Existing or anticipated health, safety, and general welfare problems
⇒ Existing or anticipated economic development
⇒ Adequacy of existing services
⇒ Extraterritorial powers of adjacent municipalities
In addition, territory may not be annexed to a city if services to that territory can be
provided more efficiently by another existing city or by an organized borough.

8

•

Character of the Territory Proposed to be Annexed (3 AAC 110.100). The area proposed
for annexation and the annexing city must be compatible in character. Factors that the
LBC may consider include the following:
⇒ Land use and subdivision platting
⇒ Salability of land for residential, commercial, or industrial purposes
⇒ Population density
⇒ Cause of recent population changes
⇒ Suitability of the territory for reasonably anticipated community purposes

•

Resources of the Territory Proposed to be Annexed and the Annexing City (3 AAC
110.110). The economy within the proposed city boundaries must include the human and
financial resources needed to provide essential city services on an efficient, cost-effective
level. Factors that the LBC may consider include the following:
⇒ Anticipated city functions in the territory being annexed
⇒ Anticipated new city expenses
⇒ Actual income and anticipated ability to collect local revenue and income from the
territory
⇒ The anticipated city operating budget through the third full fiscal year after annexation
⇒ The economic base of the territory after annexation
⇒ Property valuations in the territory
⇒ Land use in the territory
⇒ Existing and anticipated industrial, commercial, and resource development
⇒ Personal income of residents in the territory and the city
⇒ The need for and availability of employable, skilled and unskilled workers

Final

City of Palmer Analysis of Annexation Alternatives

7

•

Population of the Territory Proposed to be Annexed and the Annexing City (3 AAC
110.120). The population within the territory proposed for annexation must be large and
stable enough to support extension of city government. Factors that the LBC may consider
include the following:
⇒ Total population counted by the U.S. Census
⇒ Length of residency
⇒ Historical population patterns
⇒ Seasonal population changes
⇒ Age of the population

•

Proposed City Boundaries (3 AAC 110.130). Proposed city boundaries must include all
land and water needed to enable full development of essential city services on an efficient,
cost-effective level.7 Factors that the LBC may consider include the following:
⇒ Land use and ownership patterns
⇒ Population density
⇒ Existing and anticipated transportation patterns and facilities
⇒ Natural geographical features and environmental factors
⇒ Extraterritorial powers of cities

•

Legislative Review (3 AAC 110.140) Territory that meets standards in 3 AAC 110.090
through 3 AAC 110.130 may be annexed by legislative review process if the LBC determines
that annexation will serve the balanced best interests of the state, the territory to be
annexed, and all affected political subdivisions. Factors that the LBC may consider include
the following conditions:
⇒ The territory is an enclave surrounded by the annexing city.
⇒ The health, safety, or general welfare of city residents is or will be endangered by
conditions existing or potentially developing in the territory and annexation will enable
the city to regulate or control the detrimental effects of those conditions.
⇒ Extension of city services or facilities into the territory is necessary to enable the city to
provide adequate services to city residents, and it is impossible or impractical for the city
to extend the facilities or services unless the territory is within the boundaries of the city.
⇒ Residents or property owners within the territory receive, or may be reasonably
expected to receive, directly or indirectly, the benefit of city government without
commensurate tax contributions, and no practical or equitable alternative method is
available to offset the cost of providing these benefits.
⇒ Annexation will enable the city to plan and control reasonably anticipated growth or
development in the territory that could otherwise adversely affect the city.
⇒ The territory is inhabited so sparsely, or so extensively by non-landowners, that a local
election would not adequately represent the interests of the majority of the landowners.

It is generally presumed that territory that is not contiguous to an annexing city does not meet minimal
standards for annexation. Proposed city boundaries must include only that area comprising an existing
community plus predictable growth, development, and public safety needs during the 10 years following the
effective annexation date. The proposed city boundaries must not include entire geographical regions or large
unpopulated areas except when such boundaries are justified by the application of standards listed in 3 AAC
110.090 through 3 AAC 110.130. If an annexation petition describes boundaries overlapping those of an
existing organized borough, unified municipality, or city, the petition must address and comply with standards
and procedures for either annexation of the enlarged city to the existing organized borough, or detachment of
the overlapping region from the existing organized borough, unified municipality, or city.
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3

Analysis of Fiscal Effects and Local Boundary Commission
Requirements

This section describes the fiscal analysis conducted to project revenues and costs for each phase
under consideration for annexation. In addition there is a brief discussion of application of LBC
annexation standards for each annexation phase.

3.1

Fiscal Effects Summary

Under 2005 conditions and current assumptions, the annexation of all five phases (Figure 4) discussed
in this report would add approximately 5,500 persons to the City of Palmer’s populace and $421
million dollars in taxable real property.
Figure 4. Analyzed Phases

Source: Alaska Map Company, 2006.

While full annexation would double the city’s population and triple the local real property tax base,
the fact that the COP derives the majority of its revenue from sales taxes and not from property taxes
means that the annexations would result in negative fiscal effects equal to -$0.81 million dollars under
Final
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2005 conditions and a projected -$1.3 million dollars in 2015. Overall, if the phases were annexed
together, they would generate $0.744 for every dollar in services they demanded under 2005
conditions. In 2006, this amount rises to $0.824 in revenue for every service dollar expended because
the new Mat-Su Regional Medical Center (located in Phase 3) will be on the MSB tax rolls. By 2015,
the amount rises to $0.837. Thus, while the overall “deficit” rises overtime the study estimates that
the deficit would shrink in percentage terms.
Table 1. Summary of Annualized Fiscal Effects by Phase8

Area

Year

City of Palmer
All Phases
Phase 1
Phase 2A
Phase 2B
Phase 3
Phase 4

Population

Real Property
Tax Base
($Millions)

Revenue/Cost
Differential
($Millions)

Revenue/Cost
Ratio (%)

2005

5,382

286.65

N/A

N/A

2015

8,978

766.14

N/A

N/A

2005

5,529

$450.46

-0.81

74.4

2015

9,142

$1,364.18

-1.28

83.7

2005

1,382

$150.04

-0.09

88.5

2015

2,252

$389.39

-0.30

85.5

2005

1,235

$121.27

-0.12

83.1

2015

2,012

$314.73

-0.20

88.3

2005

649

$52.22

-0.10

73.9

2015

1,190

$135.53

-0.26

73.6

2005

1,446

$63.99

-0.37

55.0

2015

2,356

$361.18

-0.25

87.2

2005

817

$62.94

-0.13

72.1

2015

1,331

$163.34

-0.27

76.2

Source: Northern Economics, Inc. estimates 2006. Note: All dollars are nominal, undiscounted, figures.

The individual phases differ greatly in their projected net fiscal effects, summarized in Table 1:

8

•

Phase 1 would likely have negative short term fiscal effects and transition to mild to
moderately negative long term fiscal effect by 2015. Slightly higher than expected increases in
real property values or commercial property development would increase the likelihood of
this phase providing positive fiscal effects to the city.

•

Phase 2A would likely have slightly negative effects under 2005 conditions, which the analysis
estimates would be neutral or remain largely slightly negative fiscal effect in the long-run.
Again, higher than expected increases in real property values or commercial property
development would increase the likelihood of this phase having at least a neutral (i.e. no net
revenue change) fiscal effect on the city.

•

Phase 2B would likely have very mild negative effects under current conditions. However, the
analysis estimates this situation would deteriorate in the future. Higher than expected
increases in real property values or commercial property development would increase the
likelihood of this phase resulting in at least a neutral fiscal effect on the city. Additionally,
Phase 2B is home to significant gravel resources. A moderate severance tax equivalent to that

See Section 3.2.2 for a discussion of population and taxable value growth rates.
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used by the Denali Borough ($0.05/cubic yard) would likely result in the annexation of the
phase having a neutral fiscal effect in the long run.
•

Annexation of Phase 3 would likely result in large negative fiscal effects for the City of Palmer
under 2005 conditions. However, the addition of the Mat-Su Regional Medical Center to the
property tax rolls in 2006 improves the situation in the future and the analysis estimates that
by 2015 the fiscal effects as estimated would be moderately negative. Additionally, the area
around the hospital is likely to grow faster than the surrounding phases as residential and
commercial structure are built to support the center. The study team believes that the model’s
assumptions for this phase are very conservative and that the phase’s potential fiscal effects
are more positive than predicted by the model. The phase is starting from a relatively low
base and accelerated growth driven by the hospital is almost certain. Thus, the overall outlook
for this phase is likely more positive than currently predicted.

•

The results for Phase 4 are very similar to the results for Phase 2B, with the exception that
Phase 4 does not have the extensive gravel resources that could be subject to a revenue
generating severance tax. Phase 4 would likely have slightly negative effects under current
conditions, which the analysis estimates would deteriorate in the future to moderately
negative fiscal effects. Higher than expected increases in real property values or commercial
property development would increase the likelihood of this phase resulting in at least a
neutral fiscal effect on the city.

3.1.1

Policy Implications of Results

The City of Palmer faces a set of policy implications that are common across the United States.
Residential development rarely pays for itself through property taxes. This fact is true for Palmer as
well. The model estimates reveal the additional property tax revenues are not enough to cover
increased costs of services and that revenue from sales taxes on utility services, business licenses, and
permits are critical in minimizing the required increase in property or sales tax revenues. The COP
also faces a choice in how it raises additional revenues required to result in a fiscally neutral
annexation. This study reports results in property tax mil rate equivalents, but the COP could pursue
additional large sales tax payors to generate additional revenues in the future. The model currently
assumes that future commercial development will result in small sales tax payors who make up the
vast majority of the total number of sales tax payors within the city. Development of another larger
“big box” sales tax payor could radically alter the results for any one of the phases discussed within
this report. Additionally, as previously mentioned, annexation could be financed with a very modest
increase in the city’s property tax rates. Thus, the appropriate course of action depends on the goals
of the city and the vision the city and its citizens have for the future of Palmer. For example:
•

If the city desires a revenue-neutral or revenue-positive outcome without tax increases and
does not foresee future “big box” development anywhere within the annexation phases, then
the city should focus on only annexing those phases which are most likely to be revenue
neutral or positive (e.g., Phase 1).

•

If the city desires to grow larger by annexing all of the phases and believes that future “big
box” development within the city will be very limited, then the city must be willing to accept
that real/personal property or sales tax rates must rise to mitigate short-term negative fiscal
effects currently projected under that scenario. The model currently estimates that a roughly 1
mil or less increase in the property tax rate would be necessary to eliminate the projected
negative fiscal effects holding all other items constant.
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•

If the city believes that certain types of large commercial development fit within the city’s
development plan and that the population growth in the COP, the annexation phases, and
the rest of the MSB will entice this type of development within the annexation phases, then
the city could expect that annexation of all areas (supported by some amount of large scale
commercial growth) would not result in substantial negative fiscal effects. Theoretically, if
enough large-scale commercial development took place, then sales tax revenue would
supplant property tax revenue and property tax rates could be lowered.

All three scenarios described above depend on a well-developed vision for the city combined with
the zoning/planning mechanism necessary to make the vision a reality. The analysis’ results indicate
that how annexation affects the city’s fiscal outlook will depend on a wide variety of factors including
how the city views future development within the annexed areas. Full annexation without negative
fiscal effects is likely possible if backed by a vision and plan increasing the odds of success. The
question then becomes whether that vision is what the citizens of Palmer want for their community.

3.2

Data and Analytical Methods

The analytical methods utilized for the fiscal effects analysis rely on historical revenue and cost data
from the City of Palmer (COP) alongside estimates of taxable value per annexation phase provided by
the Alaska Map Company. The Alaska Map Company derived estimates of taxable value by
combining 2005 MSB assessor’s office data with the annexation phase boundaries provided by the
COP. Northern Economics then constructed a series of phase-specific models that compare the cost
of providing services in each phase to the expected revenue that the phase would provide. Each
phase-specific model provides three estimates:
•

An estimate based on 2005 data showing a current comparison of the phase’s service costs
and revenue generated

•

A “most likely” scenario, which assumes that population in the phase grows at the rates
outlined in ISER’s 2005 study for the Knik Arm Crossing Environmental Impact Statement
(EIS) and that property valuation continues to grow at the long-term (10-year) MSB growth
rate

•

A “conservative” scenario, which assumes that population in the phases grow at the rates
outlined in ISER’s 2005 study for the Knik Arm Crossing EIS and that property valuation
grows at the slowest year-over-year rate found in 10 years worth of MSB property valuation
data

3.2.1

Individual Model Components

This section discusses the individual model components. These components include estimated cost
and revenue streams driven by a population and development model. Subtracting estimated costs
from estimated revenues provides the model’s estimate of each phase’s net fiscal effect on the City of
Palmer. Table 2 provides a summary of model inputs while the section below discuss each input in
detail.
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Table 2. Model Cost and Revenue Factors
Category

Value

Property Tax

3 Mils per $1,000 in Value

Per Capita
CAGR (%)
N/A

Sales Tax

$468.60 per Commercial Structure/Payor

Building Permits/Fees

$32.74 per Capita

4.4 (Proxy)

5.2

Sales Tax from Utilities

$49.49 per Capita

5.2 (Proxy)

Business Licenses and Fees

$26.98 per Capita

4.9

Fines and forfeitures

$10.61 per Capita

-0.7

Miscellaneous Revenue

$19.87 per Capita

N/A

General Government Costs

$103.89 per Capita

6.7

Public Safety –Police

1 New Officer at $100,000 per 782 Calls

Public Safety–Fire

$37.37 per Capita

-0.2

1.7

General Government Building

$83.09 per Capita

N/A

Public Works

$184.10 per Capita

0.9

Source: Property taxes, sales taxes, building permits/fees, sales taxes from utilities, business licenses and fees,
fines and forfeitures, miscellaneous revenues, general government costs, fire protection costs, and public works
not related to road maintenance are NEI estimates based on City of Palmer Annual Reports, 2000-2005. The
cost of a police officer, the cost of a new government building, and the cost of road maintenance are NEI
estimates based on discussions with COP or MSB staff.

3.2.1.1

Demographics

The demographics group includes items such as population, residential and commercial units, roads,
and total taxable value. While the roads category is static the rest of the categories are driven by
population growth as estimated by ISER’s 2005 work for the Knik Arm Crossing.
Population
Current population estimates for the City of Palmer come from the Alaska Department of Community
and Economic Development (DCCED) while current estimates of the population for each phase come
from U.S. Census data adjusted by DECD-provided growth rates. The model bases future population
growth on ISER’s “base case” population projections conducted for the Knik Arm Crossing EIS. This
analysis is the most up-to-date projection of future Borough growth rates. In this case, the model for
this analysis uses the average of the “with bridge” and “without bridge” scenario growth rates as a
middle-road estimate of future growth rates. These rates and the average are shown in Table 3. In
most years, the rates are relatively close to one another. One key simplifying assumption within the
model is that growth rates are the same across all phases. This assumption was made in the absence of
phase-specific estimates of population growth.
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Table 3. ISER Population Growth Estimates for the Mat-Su Borough
Year

Without Knik Arm Crossing (%)

With Knik Arm Crossing (%)

Average (%)

2006

3.1

3.1

3.1

2007

4.2

4.3

4.3

2008

5.2

5.5

5.4

2009

5.2

7.5

6.3

2010

5.3

6.6

5.9

2011

5.3

5.8

5.5

2012

6.8

4.7

5.8

2013

6.5

6.1

6.3

2014

3.9

5.0

4.5

2015

2.4

3.7

3.1

Source: Goldsmith, 2005.

The study also uses 2000-2005 population growth rates for the City of Palmer estimated CAGRs for
expenses and revenues on a per capita basis. For further discussions on population within the phases,
please see Section 3.2.2.3.
Residential Structures
The model estimates the number of current residential structures (i.e., single-family homes, multifamily homes, and mobile homes) using property tax appraisal data from the Mat-Su Borough. The
number of future structures is based on the estimated population growth in each phase divided by the
number of residents per structure from the 2000 U.S. Census (i.e., 2.84 persons per structure). The
distribution of new structures between housing types is determined by 2004 building permit data
from the COP. Hence, new growth in the future is assumed to reflect current building trends.
Commercial Structures
The model estimates the number of current commercial structures using property tax appraisal data
from the Mat-Su Borough.9 The model estimates the number of future commercial structures by
applying the current ratio of residential and commercial structures to future residential development.
This method provides an estimate of the number of commercial structures future populations will
demand.
Total Structures
The number of total structures is simply commercial structures plus residential structures.
Total Taxable Value
The model estimates the total property tax based in each phase based on 2005 appraisal data from
the Mat-Su Borough. The model estimates future growth between 2000 and 2015 in the tax base of
each phase using the compound annual growth rate of assessed values in the MSB between 1995 and
2005. This rate is 10.0 percent per year (see Section 3.2.2.4).

9

Interviews with COP officials indicate that the number of commercial structures within the MSB is increasing
relative to the number of residential structures within the MSB. The estimate used in this model is static as the
empirical data are unavailable to allow for a changing ratio over time.
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3.2.1.2

Revenues

The revenues group reflects the primary sources of revenues received by the City of Palmer. This
analysis does not account for sources of revenue that are unlikely to be affected by annexation, such
as federal grants. Instead it focuses on revenue sources that form the core of the city’s revenue
streams and that are directly within the city’s power to control. These revenue streams include sales
taxes, real property taxes, investments, building fines and fees, miscellaneous revenues, and
investments.
Property Taxes
The estimated amount of property tax revenues in both 2005 and 2015 is determined by multiplying
the current COP mil rate of 3.0 mils per $1,000 in valuation against the estimated assessed value of
real property in each phase. The model assumes that the mil rate stays constant in the future.
Sales Taxes
The model estimates that each current and future commercial structure contains one sales tax payor
and that the sales tax payor pays the city the median sales tax amount paid by all payors in 2005 (i.e.,
$468.60 per payor). Over the past six years, the City of Palmer has been collecting more sales taxes
per citizen each year. This estimated future amount paid by commercial business is adjusted upwards
using the compound annual growth rate of payments per citizen. This amount rose 4.3 percent
annually on a per capita basis between 2000 and 2005 (see Section 3.2.2).
Utilities Sales Tax Revenues
If the city annexes unincorporated areas, then the city can tax utility services in those areas as it does
within the current city limits. In 2005, the city collected roughly $49 per person in utilities sales taxes.
The model assumes the same compound annual growth rate as seen for regular sales taxes (i.e. 4.3
percent) (see Section 3.2.2).
Business Licenses and Permits
The City of Palmer collected approximately $27 per person in business licenses and permits in 2005.
The model estimates current and future license and permit-related revenue by multiplying this
amount by the estimated population of each phase. Between 2000 and 2005, total revenue grew at
5.6 percent per annum per capita and this growth rate is assumed to continue into the future (see
Section 3.2.2).
Building Permits/Fees
In 2005, the City of Palmer collected approximately $32 per person in building permits and fees. The
model estimates current and future building permits and fees-related revenue by multiplying this
amount by the estimated population of each phase. Given that the model only has 2004 and 2005
data to work with in this category, the future growth rate of these fees is assumed to be equal to the
compound annual growth rate in all government revenues per capita between 2000 and 2005 (i.e.,
3.6 percent per annum) (see Section 3.2.2).
Fines and forfeitures
In 2005, the City of Palmer collected approximately $10.61 per person in fines and forfeitures. The
model estimates current and future fines and forfeitures by multiplying this amount by the estimated
population of each phase. The future growth rate of these revenues per capita is assumed to be equal
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to the compound annual growth rate seen in the category between 2000 and 2005 (i.e., -0.7 percent
per annum) (see Section 3.2.2).
Miscellaneous Revenue
In 2005, the City of Palmer collected approximately $19.87 per person in miscellaneous revenues.
The model estimates current and future miscellaneous revenues by multiplying this amount by the
estimated population of each phase. This revenue category has been in decline in recent years and is
highly variable from year to year, so the model assumes no future per capita growth in this category
(see Section 3.2.2). Miscellaneous revenues include investments earnings, interest on special
assessments, insurance dividends, property and equipment sales, other receipts, and payments in lieu
of taxes as defined in COP annual reports.
Total Revenue
Total revenue is merely the sum of all revenue categories.

3.2.1.3

Costs

The costs group reflects the primary costs received by the City of Palmer. This group does not include
what would normally be one important cost center for most municipalities: water/sewer services. The
water/sewer services are operated as a separate enterprise fund. Thus, related water and sewer costs
and revenues do not intersect with the city’s revenue and cost streams.
General Government
General government services cost the City of Palmer $103.69 per person in 2005. Since 2000, these
costs have grown at 5.5 percent per year (see Section 3.2.2.2). The model estimates costs of providing
these services to the phases by multiplying the estimated population in the phase by the per capita
cost and adjusting for increasing costs over time. This category includes costs associated with general
administration, the mayor and city council, the community center, legal fees, elections, and planning
and zoning.
Public Safety (Police)
Projecting the cost of police services requires a different methodology. The model assumes that the
city will continue staffing the COP police force under annexation at the same level as it currently staffs
the department. The current population in Palmer is generating 1.31 calls per person per year and
Palmer has one officer for each 782 calls per year. Each officer costs on average $100,000 in
equipment, pay, and benefits. Police costs are rising at roughly 1.4 percent per year adjusted on a per
capita basis (see Section 3.2.2.2). The model does not add a new building, sub-stations, or support
personnel except as discussed below.
Public Safety (Fire)
The COP fire department provides fire service coverage within the City of Palmer and within the
Greater Palmer Fire Service District; half of the City’s fire service costs are paid by the MSB’s 0.7 mil
Greater Palmer Fire Service Area tax. As the City annexes territory, the split of costs between the city
and borough for city and fire district costs will likely change. The model assumes that any additional
fire protection costs incurred by the city as a result of the city annexing areas of the Greater Palmer
Fire Service Area into the city will be city expenses, with an equivalent reduction in borough
payments to the city for fire service area costs. At present, it costs the COP roughly $37 per person to
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provide fire services. This amount has been relatively stable over the past six years with a CAGR of
-0.2 percent. The model reflects this growth rate. The model does not include any capital costs. This
assumption could be substantial given the cost of constructing new facilities.
Public Building Repayment
The study assumes that the COP will build a government building to house COP municipal functions.
The cost of the building is estimated at just over $5 million and that it would take roughly $450,000
per year to pay the cost of the building back in 20 years at 6.5 percent. The model uses a simplifying
assumption that the building is paid for through a bond and that GPFSA residents repay that bond.
Costs stay constant over the 10-year repayment period.
Public Works
The model includes public works items as collected from COP annual reports. In 2005 the COP spent
approximately $184.1 on public works. This amount includes work on road maintenance, street
lighting, state highway maintenance, and motor vehicle maintenance. Between 2000 and 2005 this
amount grew at a per capita adjusted, annualized rate of 0.9 per year. The model carries this growth
rate forward (see Section 3.2.2.2)
Total Cost
Total costs are the sum of all other costs discussed above.

3.2.2

Historical Data

The following sections discuss the historical data and external analysis that Northern Economics used
to derive model inputs.

3.2.2.1

Historical Revenues, 2000-2005

Amounts and compound annual growth rates (CAGR) for the COP’s major revenue sources from 2000
to 2005 are shown in Table 4, by revenue category. The figures come from audited COP annual
reports. Overall per capita revenues are increasing at an annualized rate of 4.4 percent per annum.
However, revenue growth has been unequal across all categories. Overall, tax revenues increased at
6.7 percent per annum. This increase is led by real and personal property taxes which have grown the
fastest at 12.3 percent per annum. The current rapid increase in existing property values and new
construction are driving this increase as the tax rate has stayed the same across the entire sample
period. This construction boom is also driving building permit fees as a rapidly increasing revenue
source. Sales tax revenues increased at roughly 5.2 percent per annum with a large increase coming
in 2004 with the opening of the new “big box” store.
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Table 4. City of Palmer Revenues and Compound Annual Growth Rate, 2000-2005
Revenue

2000

2001

2002

2003

2004

2005

Per Capita
CAGR (%)

Sales Tax

$2,464,268

$2,760,798

$2,914,417

$3,066,089

$3,640,723

$3,829,233

5.2

Real, personal property taxes

$552,329

$583,931

$625,633

$622,879

$768,988

$1,172,506

12.3

Business Licenses and Permits

$104,943

$169,077

$160,868

$173,561

$137,641

$145,368

4.9

Fines and forfeitures

$48,918

$53,201

$29,687

$35,534

$45,234

$57,115

-0.7

$283,328

$249,575

$169,385

$185,744

$60,309

$107,003

-21.7

$3,016,597

$3,344,729

$3,540,050

$3,688,968

$4,409,711

$5,001,739

6.7

Non-Tax Revenues

$1,949,059

$2,016,885

$1,901,243

$1,867,952

$1,602,927

$2,429,631

0.2

Total Revenue

$4,965,656

$5,361,614

$5,441,293

$5,556,920

$6,012,638

$7,431,370

4.4

Miscellaneous Revenue
All Taxes
10

Source: City of Palmer Annual Reports. Note: CAGR is compound annual growth rate.

While most revenue sources are increasing, miscellaneous revenues have fallen at an annual rate of
15 percent. However, 2005 investment revenues were up over 2004 revenues. The model assumes
that the historical CAGRs for major revenue sources are representative of future cost increases.

3.2.2.2

Historical Costs, 2000-2005

Per capita costs have risen slightly faster than revenues with the COP. Between 2000 and 2005, all
expenditures by city government rose at 6.7 percent per annum. The category of general government
grew at the same rate. Public works expenditures increased by 0.9 percent per capita per annum,
while the public safety categories grew at between -0.3 percent per annum and 1.7 percent per
annum. These CAGRs are included in the model and play a major role in the model’s results.
Table 5. City of Palmer Costs and Compound Annual Growth Rate, 2000-2005
Costs

2000

2001

2002

2003

2004

2005

Per Capita
CAGR (%)

General Government

$604,960

$602,135

$631,294

$640,758

$850,111

$1,006,175

6.7

Public Safety - Police

$1,755,879

$1,774,433

$1,783,184

$1,948,392

$2,158,773

$2,315,656

1.7

Public Safety - Fire

$344,575

$294,685

$354,186

$371,120

$381,424

$413,085

-0.3

Public Works General

$782,100

$866,756

$796,502

$975,748

$1,136,190

$991,212

0.9

$513,658
$4,001,172

$540,114
$4,078,123

$623,499
$4,188,665

$614,718
$4,550,736

$675,283
$5,201,781

$1,989,883
$6,716,011

27.2
6.7

Transfers Out and Other Expenditures11
Total Expenditures

Source: City of Palmer Annual Reports
Note: CAGR is compound annual growth rate.

10

Non-tax revenues such as grants are not tied to population and are not included in the model.

11

Transfers out represent monies transferred out of the general fund to other budget areas, normally one-time
expenses. In recent years, the transfers out have largely been to the capital budget. It is difficult to tie these
one-time expenditures directly to population. Thus, the model does not include them. That said, this
assumption could result in the underestimation of overall costs if annexation required significant capital
expenditures not covered by other sources (e.g., federal, state, etc.).
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3.2.2.3

Population Growth

Population by phase plays a critical role in this analysis as the amount and cost of services provided by
a municipality are very often driven by population. More citizens mean more police officers and fire
safety personnel as well as more municipal employees to serve their needs. The model uses a growth
rate derived from the average rates published for the base case “with bridge” and “without bridge”
scenarios in ISER’s 2005 analysis for the Knik Arm Crossing EIS. These estimated growth rates ranged
from 3.1 percent in 2006 and 2015 to 6.3 percent in 2009 and 2013. For more information on ISER’s
model please see Goldsmith, 2005.
Table 6. Project Population Growth per Phase, 2005-2015
Year

Growth
Rate (%)

Current City
of Palmer

Phase 1

Phase 2A

Phase 2B

Phase 3

Phase 4

2005

Base Year

5,382

1382

1235

789

1446

817

2006

3.1

5,514

1425

1273

813

1491

842

2007

4.3

5,748

1485

1327

848

1554

878

2008

5.4

6,056

1565

1398

893

1637

925

2009

6.3

6,440

1664

1487

950

1741

984

2010

5.9

6,823

1763

1576

1007

1845

1042

2011

5.5

7,202

1861

1663

1063

1947

1100

2012

5.8

7,616

1968

1759

1124

2059

1164

2013

6.3

8,096

2092

1870

1194

2189

1237

2014

4.5

8,456

2185

1953

1248

2286

1292

2015

3.1

8,714

2252

2012

1286

2356

1331

Source: ISER, 2005.

3.2.2.4

Real Property Tax Base Growth

The real property tax base of both the MSB and the COP grew steadily between 1995 and 2005 (see
Table 7).12 While the rate of growth for both entities varies highly from year to year, the 10-year and
5-year growth rates are remarkably similar both intra- and inter-jurisdictions. For example, the all-year
CAGR for the MSB is 10.0 percent per annum while the all-year CAGR for the COP is 10.3 percent.
At the same time, 2000-2005 CAGR is 10.7 percent in the MSB and 10.3 percent the COP. These
results indicate that the area is experiencing remarkably consistent growth over time and that between
1995 and 2005 there wasn’t much different between the COP and MSB.

12

This number includes the increasing value of existing real property and the values of newly constructed real
properties.
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Table 7. Growth in the Real Property Tax Base
Mat-Su Borough
Total Value
($Millions)

Year

Palmer

Annual Growth
(%)

Total Value
($Millions)

Annual Growth
(%)

1995

1,822

N/A

97.2

N/A

1996

1,967

8.0

106.6

9.7

1997

2,124

8.0

115.3

8.1

1998

2,348

10.5

130.2

13.0

1999

2,597

10.6

152.8

17.4

2000

2,832

9.1

159.4

4.3

2001

3,023

6.7

168.9

6.0

2002

3,248

7.4

174.7

3.4

2003

3,575

10.1

186.5

6.7

2004

4,159

16.3

245.2

31.5

2005

5,200

25.0

286.6

16.9

CAGR (All Years)

10.0

10.3

CAGR (2000-2005)

10.7

10.3

6.7

3.4

Worst Year
Source: Van Sant, 2006.

This analysis uses the all-year CAGR for the MSB as the expected growth rate for the tax base within
each phase. Given the long-term stability of the growth rate in the past, the study team believes that it
is reasonable to assume that the next 10 years will be somewhat similar to the past 10 years. While
the local property market is experiencing the slowing effects of a rising interest rate environment, the
MSB and COP are also benefiting from high property values in Anchorage and the expectation that
the Knik Arm Crossing will be built in the future. In addition, the analysis has also provided a
conservative scenario based on the worst year growth rate in the MSB. This conservative scenario
assumes that value of the property tax base grows only at 6.7 percent per year over the next 10 years.

3.3

Projected Fiscal Effects by Phase

This section describes the anticipated fiscal effects by phase.
The results of this analysis can be interpreted in several ways. First, the results of the analysis can show
whether it is likely that annexing a given phase would result in positive or negative fiscal implication
for the city. However, while the model used in this analysis is complex, it is also sensitive to the
underlying assumptions used in it. The fact that the model is based upon assumptions and estimated
changes over time means that the model also contains an amount of uncertainty. Thus, the study
team counsels against interpreting the monetary figures listed below as exact. Additionally, when
estimated revenues and costs are close to one another, the results should be interpreted as “more
likely” to result in positive or negative fiscal effect. For example, say a phase was estimated to cost the
COP $5,000 more per year in 2005 than it was estimated to bring into the city in revenue. This
amount would certainly be within the model’s error range. Thus, it would be more correct to say that
the phase was more likely to result in higher costs than revenues than it would be to say that the
phase would definitely result in $5,000 per year in losses.
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Second, the results of this model may be used to estimate how changes in public policy could affect
the fiscal effect of annexing specific phases. For example, the analysis estimates that all the Phases in
aggregate would have had a net fiscal effect of roughly -$613,000 in 2005 using the current property
tax mill rate. However, an increase in the property tax rate in the entire COP from 3 mills to 4 mills
moves the phase from a strong likelihood of a negative fiscal effect to a strong likelihood of a positive
fiscal effect. The non-property tax equivalent would be if one to three, medium to large, big box
stores opened in the area and generated real, personal, and sales tax increases as seen when a new
large commercial store opened. Thus, the model can help the client see what sort of fiscal policy
changes might be necessary to annex the phase at no net loss to the COP. This question is both one
of public policy and economics, because certain phases might be desirable enough to annex even if
they wouldn’t pay for themselves.

3.3.1

All Phases Combined

The analysis estimates that under 2005 conditions, annexing all of the phases included in the analysis
would add roughly 5,500 citizens to the city’s population base and $450 million in taxable value.
Overall, the annexation would add $2.4 million in revenue and $3.2 million in costs for a net fiscal
effect of -$808,000 under 2005 conditions. By 2015, the area’s population would grow to roughly
9,100 persons (3,600 more than in 2005) with a real and personal property tax base of between
$1 and $1.4 billion. Revenue would grow to between $5.5 and $6.6 million while costs would grow
to roughly $7.8 million for net fiscal effect of between -$1.2 and -$2.3 million per annum depending
on the growth in real property values.
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Table 8. Summary Project Fiscal Effects in All Phases
Estimation Category

2005

2015 Most Likely

2015 Conservative

Demographics
Population

5,529

9,142

9,142

Single Family

1,998

2,911

2,911

Mobile Home

58

71

71

151

497

497

2,207

3,479

3,479

257

658

658

2,464

4,138

4,138

450,457,000

1,364,175,000

1,013,482,000

Multi Family Units
Total Residential Structures
Total Commercial Structures
Total Structures
Total Taxable Value
Revenues
Property Tax

$1,352,000

$4,093,000

$3,040,000

Sales Tax

$245,000

$609,000

$609,000

Business Licenses and Fees

$148,000

$369,000

$369,000

Building Permits/Fees

$180,000

$462,000

$462,000

$59,000

$97,000

$97,000

Miscellaneous Revenues

$110,000

$182,000

$182,000

Utilities Sales Tax

$272,000

$750,000

$750,000

$2,368,000

$6,563,000

$5,509,000

$573,000
$924,000
$207,000
$460,000
$1,016,000
$3,181,000

$1,819,000
$1,812,000
$332,000
$460,000
$3,420,000
$7,841,000

$1,819,000
$1,812,000
$332,000
$460,000
$3,420,000
$7,841,000

Fines and forfeitures

Total Revenue
Costs
General Government
Public Safety-Police
Public Safety-Fire
Public Safety Building Repayment
Public Works
Total Costs
Revenue/Cost Comparison
Estimated Annual Benefit/Cost

-$813,000
-$1,278,000
-$2,332,000
Source: Northern Economics, Inc. estimates 2006. Note: All dollars are nominal, undiscounted, figures.

The combination of all of the phases creates an area with a population of roughly 5,500 persons. This
number is very close to the estimated population of the current COP. At the same time, the
annexation would add $450 million dollars in taxable value which is more than the COP’s 2005 tax
base. However, the annexation is unlikely to pay for itself. The reason that it is unlikely to pay for itself
is that the COP is highly dependent on sales tax revenue relative to other revenue sources. In 2005,
sales tax revenues accounted for 51 percent of all COP revenues, while property taxes accounted for
15 percent of all revenues. Thus, the current COP generates $3.40 in sales tax revenues for every
dollar of property tax revenues. The annexed phases are unlikely to generate the same level of sales
tax revenues as the current COP, which contains the core shopping assets for the area under
consideration. In fact, many of the residents of the annexation phases are likely shopping in the COP
already. The model estimates that the annexation phases in aggregate would capture $0.33 in general
sales tax and utility sales tax revenue for every dollar of property tax revenues.
Palmer’s sales tax revenues are dominated by relatively few large payors. In 2005, the top ten percent
of payors (i.e. more than 50 payors) generated 83 percent of all sales tax revenues. Thus, while the
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“average” payor generates more than $7,000 in revenue for the COP each year, the median payor
generates only $468 in revenue each year. It is accepted best practice in economic modeling to use
the median value when the average and median differ by a large amount. Thus, this model uses the
median. If the model used the average, then the revenue generated by all of the annexation phases
would outstrip costs by more than $1.6 million per year. However, it would be unreasonable to use
the average figure in this case given that development in the annexation areas is largely residential and
not “big-box” commercial. The model is highly sensitive to the current assumption that development
in the annexation phases will be largely residential and smaller commercial ventures. The construction
of one or several “big-box” stores within the annexation areas would radically change the amount of
sales tax generated and likely eliminate any negative fiscal effects associated with annexation. Thus, if
no “big box” stores are built in the annexation areas, the long-term fiscal effects would likely be
negative and require higher property or sales tax rates to support local services. If a big box store or
two is built in the annexed areas then the fiscal effects would likely be positive for the COP.
The COP finds itself in the similar situation to that experienced by many cities before it. Residential
development rarely pays for the services required to support the growing populace, while commercial
and industrial development generate more revenue than they demand in direct services. Thus,
development is a balancing act between the social fiber provided by a residential development and
generating revenues from commercial and industrial development to support the services demanded
by that populace.

3.3.2

Phase 1

Phase 1 encompasses the currently incorporated area of the COP and borders the city on its northern,
western, and southern edges excepting the area of the East Outer Springer Loop. Figure 5 depicts the
Phase 1 annexation study area.
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Figure 5. Phase 1 Palmer Annexation Study Area

Source: Alaska Map Company, 2006
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Phase 1 is also the most fiscally viable phase analyzed in this project. The analysis estimates that based
on 2005 data, annexing the phase would add roughly 1,400 citizens to the city’s population base and
$150 million in taxable value. Overall, the annexation would add $0.7 million in revenue and $0.8
million in costs for a net fiscal effect of -$91,000 under 2005 conditions. By 2015 the area’s
population would grow to roughly 2,250 persons with a real and personal property tax base of
between $288 million and $389 million. Revenue would grow to between $1.5 and $1.8 million
while costs would grow to roughly $2.1 million for net fiscal effect of between -$0.6 million and $0.3
million per annum.
Table 9. Project Fiscal Effects in Phase 1
Estimation Category

2005

2015 Most Likely

2015 Conservative

Demographics
Population

1,382

2,252

2,252

Single Family

731

951

951

Mobile Home

36

39

39

Multi Family Units
Total Residential Structures
Total Commercial Structures

141

141

1,131

1,131

96

132

132

921

1,263

1,263

150,040,000

389,392,000

288,029,000

Total Structures
Total Taxable Value

58
825

Revenues
Property Tax

$450,000

$1,168,000

$864,000

Sales Tax

$61,000

$150,000

$150,000

Business Licenses and Fees

$37,000

$91,000

$91,000

Building Permits/Fees

$45,000

$114,000

$114,000

Fines and forfeitures

$15,000

$24,000

$24,000

Miscellaneous Revenues

$27,000

$45,000

$45,000

Utilities Sales Tax

$68,000

$185,000

$185,000

$704,000

$1,777,000

$1,472,000

General Government
Public Safety-Police
Public Safety-Fire
Public Safety Building Repayment
Public Works
Total Costs
Revenue/Cost Comparison

$143,000
$231,000
$52,000
$115,000
$254,000
$795,000

$448,000
$446,000
$82,000
$115,000
$987,000
$2,078,000

$448,000
$446,000
$82,000
$115,000
$987,000
$2,078,000

Estimated Annual Benefit/Cost

-$91,000

-$301,000

-$605,000

Total Revenue
Costs

Source: Northern Economics, Inc. estimates 2006.

The analysis results indicate that under 2005 conditions, Phase 1 is likely to result in relatively neutral
or slightly negative fiscal effects for the COP. In the long run, these effects would become moderately
negative under the “most likely” growth scenario, but would be more negative under the conservative
growth scenario. Better than expected growth in taxable values or better than expected growth in
sales tax revenues would likely result in a neutral or positive set of fiscal effects. Even the inclusion of
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slightly more commercial sales tax revenue or more industrial property tax revenue would likely make
the annexation of this phase a net positive for the COP on a fiscal level. Additionally, the phase’s
proximity to the center of the COP makes this type of commercial development more likely. In
summary, Phase 1 is the least fiscally risky of all of the phases under consideration.

3.3.3

Phase 2A

Phase 2A is bisected by the Palmer-Wasilla Highway and extends from the western edge of phase 1 to
just west of North Trunk Road. Figure 6 depicts annexation analysis area Phase 2A.
Figure 6. Phase 2A Annexation Analysis Area

Source: Alaska Map Company, 2006

Annexation of the phase would likely have neutral to slightly negative effects in the near-term with the
potential of larger negative effects in the longer-term. While the “most likely” scenario predicts largely
neutral to slightly positive effects, the conservative scenario predicts slightly negative effects. The
analysis estimates that based on 2005 data, annexing the phase would add roughly 1,200 citizens to
the city’s population base and $121 million in taxable value. Overall, the annexation would add
$0.59 million in revenue and $0.7 million in costs for a net fiscal effect of -$112,000 under 2005
conditions. The analysis estimate that by 2015 the area’s population would grow to roughly 2,000
persons with a real and personal property tax base of between $233 million and $315 million.
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Revenue would grow to between $1.24 and $1.49 million, while costs would grow to roughly $1.69
million for net fiscal effect of between -$0.45 million and $0.2 million per annum.
Table 10. Project Fiscal Effects in Phase 2A
Estimation Category

2005

2015 Most Likely

2015 Conservative

Demographics
Population
Single Family
Mobile Home

1,235

2,012

2,012

457

654

654

2

5

5

33

107

107

Total Residential Structures

492

766

766

Total Commercial Structures

57

132

132

549

897

897

121,270,000

314,728,000

232,800,000

Multi Family Units

Total Structures
Total Taxable Value
Revenues
Property Tax

$364,000

$944,000

$698,000

Sales Tax

$55,000

$134,000

$134,000

Business Licenses and Fees

$33,000

$81,000

$81,000

Building Permits/Fees

$40,000

$102,000

$102,000

Fines and forfeitures

$13,000

$21,000

$21,000

Miscellaneous Revenues

$25,000

$40,000

$40,000

Utilities Sales Tax

$61,000

$165,000

$165,000

$591,000

$1,488,000

$1,242,000

$128,000
$206,000
$46,000
$103,000
$227,000
$711,000

$400,000
$399,000
$73,000
$103,000
$711,000
$1,685,000

$400,000
$399,000
$73,000
$103,000
$711,000
$1,685,000

-$120,000

-$197,000

-$443,000

Total Revenue
Costs
General Government
Public Safety-Police
Public Safety-Fire
Public Safety Building Repayment
Public Works
Total Costs
Revenue/Cost Comparison
Estimated Annual Benefit/Cost
Source: Northern Economics, Inc. estimates 2006.

The analysis results indicate that under 2005 conditions, Phase 2A annexation is more likely to have
slightly negative fiscal effects for the COP than Phase 1, but in the long run, the “most likely” scenario
predicts slightly less negative effects than in Phase 1. The conservative scenario indicates that
moderately negative fiscal effects are possible. The phase’s position on the Palmer-Wasilla highway
could result in better than expected growth in taxable values or better than expected growth in sales
tax revenues, which would then result in a more neutral outlook for fiscal effects. The project fiscal
effect under the “most likely” scenario is roughly equivalent to the sales tax payments made by the
COP’s third largest payor.
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3.3.4

Phase 2B

Phase 2B sits south of Phase 1 and east of Phase 3 and includes the East Outer Springer Loop Area.
Figure 7 depicts the annexation analysis area Phase 2B.
Figure 7. Phase 2B Annexation Analysis Area

Source: Alaska Map Company, 2006

Annexation of the phase would likely have slightly negative effects in the near term with an increasing
likelihood of moderately larger negative effects in the longer term. The analysis estimates that based
on 2005 data, annexing this phase would add roughly 650 citizens to the city’s population and $52
million in taxable property to the tax base. Overall, the annexation would add $0.28 million in
revenue and $0.37 million in costs for a net fiscal effect of -$9,000 under 2005 conditions. The
analysis estimates that by 2015, the area’s population would grow to roughly 1,200 persons with a
real and personal property tax base of between $100 million and $136 million. Revenue would grow
to between $0.62 and $0.73 million, while costs would grow to roughly $0.99 million for net fiscal
effect of between -$0.27 million and -$0.26million per annum.
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Table 11. Project Fiscal Effects in Phase 2B
Estimation Category

2005

2015 Most Likely

2015 Conservative

Demographics
Population

649

1,190

1,190

Single Family

248

385

385

Mobile Home

9

11

11

10

62

62

Total Residential Structures

267

457

457

Total Commercial Structures

31

132

132

298

589

589

52,224,000

135,534,000

100,253,000

Multi Family Units

Total Structures
Total Taxable Value
Revenues
Property Tax

$157,000

$407,000

$301,000

Sales Tax

$29,000

$79,000

$79,000

Business Licenses and Fees

$17,000

$48,000

$48,000

Building Permits/Fees

$21,000

$60,000

$60,000

$7,000

$13,000

$13,000

Miscellaneous Revenues

$13,000

$24,000

$24,000

Utilities Sales Tax

$32,000

$98,000

$98,000

$276,000

$728,000

$622,000

General Government
Public Safety-Police
Public Safety-Fire
Public Safety Building Repayment
Public Works
Total Costs
Revenue/Cost Comparison

$67,000
$108,000
$24,000
$54,000
$119,000
$373,000

$237,000
$236,000
$43,000
$54,000
$420,000
$990,000

$237,000
$236,000
$43,000
$54,000
$420,000
$990,000

Estimated Annual Benefit/Cost

-$98,000

-$262,000

-$368,000

Fines and forfeitures

Total Revenue
Costs

Source: Northern Economics, Inc. estimates 2006.

The annexation of Phase 2B, under 2005 conditions, would likely result in slightly negative fiscal
effects for the COP, which would have to be balanced through cutting services or increasing revenue.
These negative effects would likely strengthen in the future. While revenues could be raised through a
general increase in sales or property taxes, the COP could also raise revenue by enacting a severance
tax on gravel resources within the COP. Gravel pits within Phase 2B are currently the primary source
of gravel for both the MSB and the Municipality of Anchorage. In October 2005, the MSB put before
the voters a severance tax of $0.25 per cubic yard of material, $0.25 per short ton of coal, and $2.50
per acre of timber severed from property within the borough. The proposed tax was defeated by
voters by a count of 4,457 in favor and 8,590 against. In fact, the proposal did not carry a single
voting precinct. The study estimates that the proposed tax would have generated $1 million (See
Appendix A) from the gravel resources in Phase 2B. A smaller tax, one of say $0.05 to $0.10 per cubic
yard, would generate enough revenue to negate the estimated negative fiscal effects of annexing the
phase.
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There are risks associated with justifying the annexation of this phase with revenues from a gravel
severance tax. First, a tax would generate interest in moving gravel operations away from the taxing
location and into an area with less cost. There are rail loading facilities in a well-graveled area just
west of Wasilla, for example. Second, the center of the local market is expected to shift away from
Anchorage and west of the current gravel deposits as population growth shifts in the same direction.
Thus, the COP could find itself in the position of taxing an industry with a declining comparative
advantage. The amount of displacement associated with these effects is unknown and outside of
current project scope. A deeper discussion of the severance tax can be found in Appendix A.

3.3.5

Phase 3

Phase 3 contains the junction of the Parks and Glenn Highways and is roughly bordered on the south
by the Glenn Highway and by Trunk Road to the west. Figure 8 depicts Annexation Analysis area
Phase 3.
Figure 8. Phase 3 Annexation Analysis Area

Source: Alaska Map Company, 2006

Fiscally, this phase is highly dynamic because the phase also contains the new Mat-Su Regional
Medical Center and large tracts of lands owned by the University of Alaska. In addition, much of the
acreage in Phase 3 has environmental constraints (wetlands and waterbodies) in the central and
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eastern sections that would reduce buildable land for higher density development. The Kepler-Bradley
Lakes Recreation Area is located here. While the analysis reports that annexation of the phase would
likely result in negative fiscal effects in 2005, those effects would become substantially revenue
neutral in 2006 with the addition of the medical center to the tax roles. The center’s $80 million+
taxable value more than doubles the phase’s 2005 tax base. Thus, the short-term effect of annexation
would likely be revenue neutral. The analysis estimates that based on 2005 data, annexing the phase
would add roughly 1,446 citizens to the city’s population and $64 million in taxable property to the
tax base. The taxable value would jump to $140 million in 2006. Overall, the annexation would add
$0.46 million in revenue and $0.83 million in costs for a net fiscal effect of -$0.37 million under 2005
conditions. This negative net fiscal effect would fall to $-0.04 in 2006 before increasing in the long
run. The analysis estimates that by 2015 the area’s population would grow to roughly 2,400 persons
with a real and personal property tax base of between $272 million and $361 million. Revenue
would grow to between $1.5 and $1.7 million while costs would grow to roughly $1.97 million for
net fiscal effect of between -$0.47 million and -$0.27 million per annum. We note that the model
assumes that the medical center remains a for-profit enterprise and on the tax rolls.
Table 12. Project Fiscal Effects in Phase 3
Estimation Category

2005

2015 Most Likely

2015 Conservative

Demographics
Population
Single Family
Mobile Home
Multi Family Units
Total Residential Structures
Total Commercial Structures

2,356

2,356

284

514

514

6

9

9

47

134

134

337

658

658

39

132

132

376

789

789

63,986,000

361,183,000

271,581,000

Total Structures
Total Taxable Value

1,446

Revenues
Property Tax

$192,000

$1,084,000

$815,000

Sales Tax

$64,000

$157,000

$157,000

Business Licenses and Fees

$39,000

$95,000

$95,000

Building Permits/Fees

$47,000

$119,000

$119,000

Fines and forfeitures

$15,000

$25,000

$25,000

Miscellaneous Revenues

$29,000

$47,000

$47,000

Utilities Sales Tax
Total Revenue

$71,000

$193,000

$193,000

$458,000

$1,720,000

$1,451,000

$150,000
$242,000
$54,000
$120,000
$266,000
$832,000

$469,000
$467,000
$86,000
$120,000
$832,000
$1,973,000

$469,000
$467,000
$86,000
$120,000
$832,000
$1,973,000

-$374,000

-$253,000

-$522,000

Costs
General Government
Public Safety-Police
Public Safety-Fire
Public Safety Building Repayment
Public Works
Total Costs
Revenue/Cost Comparison
Estimated Annual Benefit/Cost
Source: Northern Economics, Inc. estimates 2006.
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Annexation of Phase 3 would likely result in moderately negative fiscal effects for the City of Palmer
under the 2005 assumptions. Future effects could range from slightly negative to moderately negative.
The study team believes that the model’s assumptions for this phase are very conservative given that
the Mat-Su Regional Hospital is like to drive accelerated growth in the region and that the phase’s
potential fiscal effects are more positive than predicted by the model. The phase is starting from a
relatively low base and accelerated growth driven by the hospital is almost certain. Thus, the overall
outlook for this phase may be more positive than currently predicted.

3.3.6

Phase 4

Phase 4 sits north of Phase 1 and Phase 2 and includes the Palmer Fishhook Area.
Figure 9. Phase 4, Annexation Analysis Area

Source: Alaska Map Company, 2006

Annexation of the phase would likely have slightly negative effects in the near-term with an increasing
likelihood of larger negative effects in the longer term. The analysis estimates that based on 2005
data, annexing the phase would add roughly 800 citizens to the city’s population and $63 million in
taxable property to the tax base. Overall, the annexation would add $0.34 million in revenue and
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$0.47 million in costs for a net fiscal effect of -$130,000 under 2005 conditions. The analysis
estimates that by 2015, the area’s population would grow to roughly 1,300 persons with a real and
personal property tax base of between $121 million and $163 million. Revenue would grow to
between $0.72 and $0.85 million, while costs would grow to roughly $1.12 million for net fiscal
effect of between -$0.4 million and -$0.27 million per annum.
Table 13. Project Fiscal Effects in Phase 4
Estimation Category

2005

2015 Most Likely

2015 Conservative

Demographics
Population

817

1,331

1,331

Single Family

278

408

408

Mobile Home

5

7

7

Multi Family Units

3

52

52

Total Residential Structures

286

467

467

Total Commercial Structures

33

132

132

Total Structures
Total Taxable Value

319

599

599

62,937,000

163,338,000

120,819,000

Revenues
Property Tax

$189,000

$490,000

$362,000

Sales Tax

$36,000

$89,000

$89,000

Business Licenses and Fees

$22,000

$54,000

$54,000

Building Permits/Fees

$27,000

$67,000

$67,000

$9,000

$14,000

$14,000

Fines and forfeitures
Miscellaneous Revenues

$16,000

$26,000

$26,000

Utilities Sales Tax

$40,000

$109,000

$109,000

$339,000

$850,000

$722,000

$85,000
$137,000
$31,000
$68,000
$150,000
$470,000

$265,000
$264,000
$48,000
$68,000
$470,000
$1,115,000

$265,000
$264,000
$48,000
$68,000
$470,000
$1,115,000

-$131,000

-$265,000

-$393,000

Total Revenue
Costs
General Government
Public Safety-Police
Public Safety-Fire
Public Safety Building Repayment
Public Works
Total Costs
Revenue/Cost Comparison
Estimated Annual Benefit/Cost
Source: Northern Economics, Inc. estimates 2006.

The results for Phase 4 are very similar to the results for Phase 2B, except that Phase 4 does not have
the extensive gravel resources that could provide another revenue stream to the city. The model does
not predict the fiscal effect of annexing Phase 4 would improve over time. In fact, the model shows
that fiscal effects are likely to stay the same (at best) or deteriorate in the future. As with other phases
that would result in a negative fiscal effect, the negative effect could be mitigated by faster than
expected growth in the real property tax base or by larger than expected sales tax streams from
commercial sources. However, based on the lack of information to that effect, it would seem that
faster growth rates in either category would be unlikely at the moment.
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Appendix A–Severance Taxes
The City of Palmer asked Northern Economics, Inc. to analyze potential revenues that might be
obtained from a severance tax on gravel within the City of Palmer. This assumption is based on both
annexation of areas with large gravel pits, Phase 2B, and the passage of a severance tax on gravel.

Severance Tax
A severance tax is generally defined as a tax levied on the extraction and commercial use of the
resource in question. Within the MSB, sand and gravel is a major resource, with Anchorage
consuming an estimated four million tons per year (Northern Economics Inc., 2005). The majority of
this usage goes to construction.
Within the State of Alaska, both boroughs and local municipalities levy severance taxes. They do so
under the authority of AS 43.55, with the amount of the severance (production) tax determined by,
“…taking the greater of a cents per unit volume (bbl or mcf) or percentage of value basis and
multiplying that figure by an economic limit factor.” Further, the value of the oil or gas is calculated
on a net-back basis, with the delivery price adjusted download (for transportation charges) to generate
a field price, which is the basis for the tax (www.tax.state.ak.us April 2006).
As noted by the State (Alaska Taxable, 2005) the legal framework derives from Article X, Sections 1
and 2, of Alaska’s Constitution, and, “…it is assumed, although not expressly stated in statute…that a
municipality may impose severance taxes, as has been done by the Denali and Kodiak Island
Boroughs.” Palmer is defined as a Home Rule City, under the Alaska Constitution, and is thus allowed
to have broad taxing powers that are not specifically enumerated in state law (Alaska Taxable, 2005).
An Alaska Attorney General’s opinion (April 29, 1986) states that a first class borough has the legal
authority to levy severance taxes. It appears that Palmer has the authority to levy a severance tax, but
there are only borough precedents for the action; there are no cities in Alaska that currently levy a
severance tax.

Current Severance Taxes, Alaska
State and borough severance taxes are discussed in the following sections.

State Severance Tax
Within Alaska, the most well-known severance tax is that levied against oil and gas extraction and use
on the North Slope of the Brooks Range. Oil and gas property is exempt from local municipal
taxation; the state levies a 20 mill tax rate against the property and reimburses each municipality its
portion.

Kodiak Island Borough
There are two Boroughs in Alaska that levy severance taxes. The Kodiak Island Borough assesses a
severance tax on:
…certain natural resources that are severed or harvested within the boundaries of the Kodiak
Island Borough. The tax rate is the borough-wide mill levy, which is currently 11.0 Mills. The
resources that we collect taxes on are grouped into three categories: 1) fish, 2) rock, sand and
gravel (mining), and three) timber (logging).
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Rock, sand and gravel severance tax. To estimate the value for rock, sand and gravel, the
Kodiak Island Borough looked at the construction industry. The major source of extraction for
this category is rock. The rock is sold to construction companies for their building lots and
road construction. Based on revenues generated in fiscal years 2003 and 2004, the estimated
revenue for fiscal year 2006 is $6,640.
Timber severance tax. The estimate value for timber is $55,330. This is an increase over the
$46,750 received in fiscal year 2004. The severance tax on logging is been in the state of
decline for several years now, due to a decreased demand from Asian markets. It appears that
the decline has slowed. This year we feel that the decline has stopped and that we should at
least be at the fiscal year 2004 level. It should be noted that in fiscal year 1997 we received
$272,000 in the mill rate was only 9.25 mills.
Fish severance tax. Budgeting for fish severance tax involves many factors. How many fish will
be available for harvesting? What countries will be buying the fish? What will the price per
pound be? What will the environmental issues be? Does the market prefer wild fish to farmed
fish? Many of these variables are very difficult to predict in with these issues in mind, the
borough is budgeting fish tax for 2006 and $903,060. (Kodiak Island Borough, Adopted
Budget for Fiscal Year Ending June 30, 2006)
Table 14 illustrates severance tax revenues for 2005 (actual) and 2006 (budget) for the Kodiak Island
Borough. Sand, gravel and rock taxes generated $8,416 in FY2005 and were projected at $6,640 for
FY2006.
These amounts are well under 1.0 percent of the borough’s revenues for FY2005 and FY2006.
Table 14. Kodiak Island Borough, Selected Revenues, Fiscal Year 2005 and 2006.
Type of Tax

FY 2005
Actual ($)

FY 2005
Actual (%)

FY2006
Budget ($)

FY2006
Budget (%)

Property Tax

9,174,547

78.21

9,880,290

75.52

980,109

8.35

903,060

6.90

8,416

0.07

6,640

0.05

Logging

17,013

0.15

55,330

0.42

Subtotal

1,005,538

8.57

965,030

7.38

107,058

0.91

104,500

0.80

1,136,352

9.69

1,239,075

9.47

265,392

2.26

230,000

1.76

42,348

0.36

57,200

0.44

Severance Tax
Fish
Mining

Licenses, Permits
Intergovernmental Rev
Interest Earnings
Misc Revenue
Fund Balance Use

0

0.00

606,323

4.63

11,731,235

100.00

13,082,418

100.00

Source: Northern Economics Inc., Kodiak Island Borough
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Denali Borough
The Denali Borough also levies a severance tax on sand and gravel. The current rate is five cents per
yard or ton extracted. The primary taxed resource is coal from the Usibelli coal mine; however, sand
and gravel is also taxed, albeit at a lower revenue:
There is a severance tax levied in the Denali borough, on any severer of certain natural
resources, an excise tax denominated as the severance tax. The tax shall be in an amount
equal to five cents per ton of the gross production of coal and limestone five cents per cubic
yard of gravel resulting from the following activities: mining, quarrying, extracting, removing,
or producing for sale, profit, or commercial use any coal, gravel and limestone. The tax
liability is accrued upon sale or contractual transfer (Chapter 3.30 Severance Tax, Denali
Borough Code; Severance Tax Return form.
The Denali Borough budget for FY2005 included total revenue of $1,952,000 with $1,700,000
generated by overnight accommodation taxes (i.e., the bed tax) and $50,000 as a mineral severance
tax. The majority of the $50,000 is based on a $0.05 per ton tax on coal from the Usibelli mine at
Healy, Alaska.

Matanuska-Susitna Borough
The MSB submitted a severance tax to voters in October of 2005. Proposition 1 included a severance
tax of $0.25 per cubic yard of material, $0.25 per short ton of coal, and $2.50 per acre of timber
severed from property within the borough. The proposed tax was defeated by voters on October 4,
2006 by a count of 4,457 in favor and 8,590 against.

Potential Revenues, City of Palmer
Gravel from the area labeled as Phase 2B is almost exclusively shipped by rail to Anchorage, with an
estimated total volume per year of 4 million tons.
Table 15. Estimated Gravel Severance Tax, City of Palmer, 2006 and 2016.
Severance Tax Estimate

2006

2016

Estimated tax, $0.05 per ton

$200,000

$221,000

Estimated tax, $0.25 per ton

$1,000,000

$1,105,000

Source: Northern Economics Inc.

The lower estimate, $200,000, is based on a $0.05 per ton rate, and it assumes that a cubic yard of
gravel weighs a ton. There are variations about this figure, but it is a reasonable approximation for this
analysis. The higher estimate is based on the recent Proposition 1, submitted to MSB voters. It
represents a number that is unlikely to be achieved within the project window (ten years).
Either of these taxes would generate interest in moving gravel operations away from the taxing
location and into an area with less cost. There are rail loading facilities in a well-graveled area just
west of Wasilla, for example. The amount of displacement is unknown and outside of current project
scope.
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Appendix B– Maps and Figures
Please see the following pages for larger versions of the maps which appear in this report.
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Appendix C – Table of Land Uses and Assessed Values by Phase

Land Use Type

Assessed
Land Value
(000's)

Acres

Assessed
Building Value
(000's)

Parcels

Phase 1
Commercial
Commercial - Mixed
Exempt
Exempt - Mixed
Farm
Industrial
Residential
Residential - Mixed
Uncategorized
Total

90
26
34
5
188
204
1,116
228
1,675
3,566

926,300
343,100
24,000

3,275,300
634,000
245,900

374,800
1,064,600
17,758,700
1,682,500
7,896,900
30,070,900

1,108,200
477,800
110,327,800
3,900,000

15
6
5
1
9
24
746
24

119,969,000

830

2,682,100
487,300
583,200
135,900

5,056,100
429,500
3,895,300
346,000

1,308,100
14,596,100
779,500
14,038,600
34,610,800

227,000
74,668,600
2,037,100

20
3
8
2
2
10
452
8

86,659,600

505

Phase 2A
Commercial
Commercial - Mixed
Exempt
Exempt - Mixed
Farm
Industrial
Residential
Residential - Mixed
Uncategorized
Total

82
9
180
23
154
174
972
119
830
2,541

Phase 2B
Commercial

14

19,700

38,000

4

Commercial - Mixed
Farm
Industrial
Industrial - Mixed
Residential
Residential - Mixed
Uncategorized
Total

5
82
196
73
576
180
1,703
2,829

31,000
18,300
528,000
341,900
6,478,000
39,400
5,314,600
12,770,900

81,500
8,400
593,400
344,600
37,352,300
1,034,600

1
2
4
2
237
4

39,452,800

254

Commercial
Commercial - Mixed
Exempt
Farm - Mixed
Industrial
Residential
Residential - Mixed
Uncategorized
Total

410
66
246
7
28
1,018
7
3,292
5,074

1,633,900
62,100

219,100
682,500

31,400
270,700
11,536,500
542,500
7,740,500
21,817,600

156,000
40,900
40,517,100
411,900
140,800
42,168,300

7
2
5
1
8
278
2

Phase 3
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Phase 4
Commercial

172

450,800

349,800

3

Farm
Industrial
Residential
Residential - Mixed
Uncategorized
Total

37
4
794
8
828
1,845

146,800
96,300
8,157,000
9,500
5,066,900
13,927,300

15,500
9,000
48,591,200
44,300

1
2
275
1

49,009,800

282

Commercial
Commercial - Mixed
Exempt
Exempt - Mixed
Farm
Industrial
Industrial - Mixed
Residential
Residential - Mixed
Uncategorized
Total

257
18
300
153
30
122
3
574
43
1,303
2,803

64,103,900
2,985,000
1,188,000
277,600
67,100
2,242,300
358,400
164,524,200
3,883,300

189
4
44
8
5
22
2
1537
14

239,629,800

1825

City of Palmer

Grand Total

44

18,657

18,649,900
577,100
434,300
24,400
17,500
2,021,700
94,900
24,756,800
752,000
15,713,300
63,041,900
176,239,400

Final

576,889,300

3999

