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POSI TI ON  STATEMENT: Spoke on the turbine-powered aircraft
exenption and proposed | anguage that would specify the borough's
authority to collect a fee on fuel delivered or sold at a
bor ough- owned or operated airport.

MARK SM TH

Yukon Fuel Conpany

Anchor age, Al aska

POSI TI ON STATEMENT: Expressed hope that [HB 216] wll provide
AEA the flexibility to offer a higher |oan fund anmount to those
communities that need it.

ALLAN HEESE, Airport Manager

Juneau I nternational Airport

Juneau, Al aska

POSI TI ON STATEMENT:  Expressed the need to include | anguage that
woul dn't preclude the fuel flowage fee sone airports charge.

KEVIN RI TCH E, Executive D rector

Al aska Muni ci pal League

Juneau, Al aska

POSI TI ON STATEMENT: Testified on CSHB 216.

ACTI ON NARRATI VE

TAPE 03-15, SIDE A
Number 0001

CHAIR CARL MORGAN called the House Community and Regional
Affairs Standing Comrmittee neeting to order at 9:06 a.m
Representatives Mrgan, Anderson, Sanmuels, and G ssna were
present at the call to order.

HB 216- MUNI TAXATI ON OF REFI NED FUEL PRODUCTS

CHAI R MORGAN announced that the only order of business would be
HOUSE BILL NO 216, "An Act relating to nunicipal taxation of
refined fuel products.”

Nunber 0113
REPRESENTATI VE ANDERSON noved to adopt CSHB 216, Version 23-
LS0822\ 1, Cook, 4/14/03, as the working docunent. There being

no objection, Version | was before the committee.

REPRESENTATI VE ANDERSON, speaking as the sponsor of HB 216,
explained that initially HB 216 was witten to prohibit any
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property tax, sales tax, or other tax on refined fuel products
or constituents of fuel products. However, the |anguage has
been narrowed considerably, narrowed such that it prohibits the
collection of wholesale sales or wholesale transfers of any
refined petrol eum product. He noted that Representative Sanuels
has an anendnent that he wll be offering to prohibit the |evy
or collection of a sales transfer or use [fee] on fuel wused in
t ur bi ne- powered aircraft.

REPRESENTATI VE ANDERSON hi ghl i ghted the addition of Section 4 in
Version |I. Section 4 is designed to increase the maxi num anount
of loans fromthe bulk fuel revolving loan fund fromthe current
$200, 000 to $300,000. This change is necessary due to the rise
in fuel prices nationwide and in particular in rural Al aska.
Representati ve Anderson noted his support of the addition of the
| anguage in Section 4.

Nunmber 0458

MARCI A DAVIS, Vice President and General Counsel, ERA Aviation

Inc., said that she would speak to the turbine-powered aircraft
exenption. She informed the committee that she has spoken with
representatives from the Al aska Minicipal League (AM.) and sone
muni ci palities. She related her understanding that the concern
is to not entirely cut off nmunicipalities who own and operate
airports and have cone to depend upon revenue from that source.
Ms. Davis stated that ERA isn't opposed to supporting the
airports; however, ERA' s preference is to do so at the state
| evel . Because Anchorage is the primary hub where al nost all of
the fueling operations for ERA take place and because of the
existing federal |aw, ERA doesn't see a limtation. As the | aw
is witten Anchorage [would only] be able to inpose a fuel tax
on aviation fuel within its boundaries and use those funds to

support the Merrill Field operation, the only |legal use of those
funds. That isn't fair because there is no nexus between the
taxes collected in Anchorage and their support of Merrill Field.

She proposed that the solution may lay in what is known as fue
flowage fees, which are necessarily tied to fuel that's
delivered or sold on the airport property. Ms. Davis inforned
the commttee that Juneau has a fuel flowage fee as do many
other municipalities that own or operate an airport. The fuel
fl owage fees are used to generate revenue to support the airport
that the [municipalities] own or operate. This is done under
the federal |aw However, when nunicipalities try to use sales
taxes on fuels or other devices not tied to the fuel flow ng on
their airport, the nunicipalities are in |egal trouble. Ms.
Davis suggested including |anguage that would specify the
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borough's authority to collect a fee on fuel delivered or sold
at a borough-owned or operated airport. Including the
af orenenti oned |anguage would address ERA's concern while
| eaving nmunicipalities free to collect the costs associated with
the fuel flowing at their airports.

Nunmber 0852

M5. DAVIS added that the airline industry is heavily taxed.
Currently, just looking at federal taxes and fees, 26 percent of
the average $200 roundtrip ticket is a federal tax and fee.
That 26 percent tax doesn't include the state charges, the state
fuel tax as well as any landing fees and other charges inposed
at the state-owned airports. She said she feels that adding a
| ocal tax is dangerous because tourismis a state industry and
as such the state is in the best position to nmonitor it and
ensure its economc viability. Therefore, the crux of taxation
on comrercial aviation fuel should reside with the state.
However, Ms. Davis said that [ERA] appreciates the conundrum
that nunicipalities are in when they own or operate an airport
within their boundaries and need to pay for those facilities

She reiterated the need to restrict the municipal and borough
taxation on aviation fuel to a fuel flowage fee so that there is
a |l ogical and geographi cal nexus between the funds paid and the
ai rport at which those funds are used.

REPRESENTATI VE CI SSNA asked if the 26 percent of federal taxes
was that high before the terrorist attacks of Septenber 11,
2001, tragedy.

M5. DAVIS answered that the statistics were from 2002 and thus
she assuned that it included sone of the security changes
resulting from the terrorist attacks of Septenber 11, 2001,
t ragedy.

Number 1095

MARK SM TH, Yukon Fuel Conpany, announced that he would be
speaking to Section 4 of Version I. He infornmed the commttee
that Yukon Fuel Conpany deals with a lot of western villages
that use the bulk fuel revolving |oan fund. In February 2003,

the world fuel prices increased by about $.60 a gallon over
historical prices and prices for the sumer of 2002. M. Smth
expressed concern that the users of the bulk fuel revolving |oan

fund would experience dimnished buying power. Furt her nore,
there are many new Denali Comm ssion farns com ng on and these
farms are designed to take 13 nonths of fuel. This is
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beneficial to the conmmunity, which can sonetines see efficiency
in potential reduction of prices by obtaining a single delivery.

Al so, sone villages are ill-prepared to deal wth increased
consunption and the additional funds required to support
addi tional infrastructure. As nore projects occur in [western
Al aska]l, there is nore activity with the Denali Conm ssion.
Therefore, the hope is that [this legislation] wll provide the
Al aska Energy Authority (AEA) the flexibility to offer a higher
| oan fund amount to those communities that need it. The bul k
fuel revolving loan fund is a good program that has experienced
good response and repaynent. He recalled that there shouldn't
be a financial inpact due to the $5 million in additional funds
that was included |ast vyear. "The fund should be well able to

handle this increased limt," he said.

Number 1325

ALLAN HEESE, Airport Manager, Juneau International Airport,
informed the commttee that although he has spoken with city
representatives who have simlar concerns regarding HB 216, he
can only represent the airport. M. Heese pointed out that
Juneau International Airport does have a fuel flowage fee and
the language in the legislation seens to preclude Juneau
International Airport from charging that fuel flowage fee.
Therefore, M. Heese expressed hope that there would be a change
in that area of the |egislation. He explained that typically
airports have a very conplex negotiation process in which they
try to develop finances that are equitable across a broad

spectrum of air carriers. For instance, Juneau International
Airport has air carriers ranging in size from Alaska Airlines to
smaller carriers and general aviation. Hi storically, the fuel

flowage fee is a way in which the finances are arranged, and
therefore it's a very inportant part of the airport's financial
pi cture. M. Heese acknow edged t he concerns t hat
muni cipalities shoul dn' t be precl uded from using this
traditional funding source and expressed the hope that the
| anguage woul d support the aforenmentioned. He nentioned that he
had worked with Representative Sanmuels who he believes will be
of fering sonme | anguage that is acceptable.

Number 1425

KEVIN RITCH E, Executive D rector, Alaska Minicipal League
(AML), began by thanking Representatives Morgan, Anderson, and
Samuel s and their staff who engaged in problemsolving. M.
Ritchie related his belief that the |anguage [to be offered]
won't negatively inpact nunicipalities.
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REPRESENTATI VE ClI SSNA asked if the term fuel flowage fee has to
be in the | anguage or are there approxi mati ons that worKk.

MR RITCH E related his understanding that fuel flowage fee is
within the famly of sales and transfer taxes.

REPRESENTATI VE SAMUELS renarked that the fuel flowage fee is a
specific term He related his belief that after the anmendnent,
whi ch | eaves nmunicipally-owed airports whole, is offered any
| anguage necessary to nove from the fuel flowage fee to sales
tax could be done. He characterized the aforenentioned as a
semantics issue.

CHAIR MORGAN, upon determning no one else wished to testify,
announced that public testinony would be cl osed.

Nunber 1631

REPRESENTATI VE SAMJELS noved that the commttee adopt Anendnent
1, which read as foll ows:

Page 1, line 14, after "aircraft”

| nsert , except for fuel that is transferred
into an aircraft at a municipal or private airport,"”

REPRESENTATI VE SAMJELS explained that Anmendnment 1 would allow
the nunicipally-owed airports to continue with their current
[ practices]. As the legislation noves to the House Finance
Commttee, the fuel flowage fee could be reviewed.

CHAIR MORGAN, upon determning there was no objection to
Amendment 1, announced that Amendnent 1 was adopt ed. He, then,
announced his wish to forward this legislation on to its next
commttee of referral.

Nunber 1705

REPRESENTATI VE SAMUELS noved to report CSHB 216, Version 23-
LS0822\I, Cook, 4/14/03, as anended out of commttee wth
i ndi vi dual recommendati ons and t he acconpanyi ng fiscal notes.

REPRESENTATI VE ClI SSNA objected and inquired as to why this
commttee woul dn't amend the | egislation.

REPRESENTATI VE ANDERSON rel ated his belief that the matter [with
regard to the fuel flowage fee] had been resolved with the
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adoption of Anmendnent 1. Representati ve Anderson said he didn't
believe the words fuel flowage fee had to be included in the
| egi sl ati on. He interpreted Representative Sanuels to be
highlighting that the legislation has another commttee of
referral

REPRESENTATI VE CISSNA related her belief that each commttee
should do the work falling under its purview.

REPRESENTATI VE ANDERSON asked Ms. Davis if Amendnent 1 would
cover the fuel flowage fee issue.

Nunmber 1826

M5. DAVIS noted that the fuel flowage fee is a term of art
that's used nationwi de. Essentially, fuel flowage is a transfer

style tax. She explained that the charge is based upon fuel
flow ng upon or over the land owned by the entity assessing it.
The fuel sinply has to be noved. She inforned the comittee

that the fuel flowage fee [for the Juneau International Airport]
is described as sales of aviation fuel and aviation fuel
delivery services at the airport. The Ted Stevens Anchorage
International Airport and the Fairbanks International Airport
define fuel flowage fees as charged on all aviation fuel
di spensed at the Anchorage and Fairbanks airports, except fue

di spensed as nanifested cargo. She said that Anendnent 1
basically Iimts out cargo. She reiterated that the |anguage in
Amendnment 1 would sinply require a transfer of fuel, no sale is
required. Therefore, the |anguage would adequately cover the
fuel flowage fee.

REPRESENTATI VE SAMUELS infornmed the commttee that currently the
fuel flowage fee is part of the package negotiated with the

Fai rbanks and Anchorage International Airports. Represent ati ve
Samuels related his belief that Amendnent 1 fixes the [fuel
flowage fee] problem w thout going too far. He said that

specifying the fuel flowage fee in the legislation would have
the wunintended consequence of precluding Juneau, Ketchikan,
Honer, Kenai, and Merrill Field fromtheir current practice with
the fuel flowage fee. Representative Sanuels enphasized that
there is no desire to stop nunicipalities from continuing the
current practice at the nmunicipally-owed airports, which he
believes the anendnent achieves. If Amendnent 1 doesn't
acconplish the aforenentioned, then adding or [elimnating] the
fuel flowage fee could be done.
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REPRESENTATI VE ClI SSNA commented on the floor amendnents that
occur because issues haven't been thought through enough. She
noted that noving legislation rapidly isn't the way the system
was established rather it was set up to painstakingly review
matters. Representative Cissna expressed her desire for the
commttee to put in the time [on issues] when necessary.
Representative C ssna w thdrew her objection.

Nunber 2116

CHAI R MORGAN announced that there being no further objection,
CSHB 216 as anended, CSHB 216(CRA), was reported from the House
Communi ty and Regi onal Affairs Standing Conmittee.

ADJ OQURNVENT

There being no further business before the commttee, the House

Community and Regional Affairs Standing Conmmttee neeting was
adj ourned at 9:36 a.m
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