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to Representative Carl Moses

Al aska State Legislature
Juneau, Al aska

POSI TI ON STATEMENT: Presented HB 28 on behalf of the sponsor

Represent ati ve Moses.

KEVIN RI TCH E, Executive

Di rector

Al aska Muni ci pal League (AM)

Juneau, Al aska

POSI TI ON  STATEMENT: During discussion of HB 28,

property taxes in Al aska.

REPRESENTATI VE MARY KAPSNER

Al aska State Legislature
Juneau, Al aska

POSI TI ON STATEMENT: Testified on HB 28 and spoke as the sponsor

of HB 36.

KATH E WASSERMVAN
Al aska Muni ci pal League
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Juneau, Al aska
POSI TI ON  STATEMENT: During discussion of HB 28, related the
plight of small conmunities, and testified in support of HB 36.

REPRESENTATI VE DAVI D GUTTENBERG

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Testified in support of HB 36.

BOBBY ANDREW Presi dent

Al eknagi k Natives Limted

Al eknagi k, Al aska

PCSI TI ON STATEMENT: Testified on HB 36.

Bl LL ROLFZEN, State Revenue Sharing Muinici pal Assistance

Di vision of Comunity Advocacy

Depart ment of Commrerce, Conmunity, & Econom c Devel opnent

Juneau, Al aska

POSI TI ON  STATEMENT: During discussion of HB 36, answered
questi ons.

REPRESENTATI VE CARL GATTO

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Spoke as the sponsor of HB 2.

CODY RICE, Staff

to Representative Carl Gatto

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Presented HB 2 on behalf of the sponsor
Representative Gatto.

ACTI ON NARRATI VE

COCHAIR KURT OLSON called the House Conmunity and Regiona
Affairs Standing Committee neeting to order at 8:14:15 AM
Representatives O son, Thonmas, LeDoux, and Cissna were present
at the call to order. Representative Salnon arrived as the
nmeeting was in progress.

HB 28- MUNI Cl PAL DI VI DEND PROGRAM

CO CHAI R OLSON announced that the first order of business would
be HOUSE BILL NO 28, "An Act relating to the nunicipal dividend
program and providing for an effective date."
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8:14:32 AM

ADAM BERG Staff to Representative Carl Mdses, Alaska State
Legi sl ature, explained that HB 28 proposes giving every
incorporated nmunicipality in the state an anmount of noney based
on the nmunicipality's population. The intent, he relayed, is to
enpower |ocal officials by allowing them to decide how best to

spend the noney within their community. He explained that the
dividend is $250 per person with a mninum paynment of $40, 000
per nmunicipality. Bor oughs woul d al so receive a dividend based

on the total popul ation of the borough mnus the tota
popul ation of incorporated nunicipalities within the borough.

The noney will cone from the earnings reserve account, and only
after permanent fund dividends have been accounted for and
i nflation-proofing has taken place. In the event the earnings

reserve account is less than the nunicipal dividend paynents,
muni ci pal dividends woul d be reduced on a pro rata basis.

8:16: 35 AM

KEVIN RITCH E, Executive Director, Alaska Minicipal League
(AML), opined that key components of this issue are the shift
away from |l ocal services, l|local issues, and econom c devel opnent
over the last 10 years. The aforenentioned canme to a head with
the elimnation of revenue sharing |ast year. Next year at this

time, as the facts indicate, there will be half the small cities
that there are this year. Although these small communities are
poor, they have been in existence for thousands of years and a
hi gher standard of |iving has devel oped such that sonme public
safety is expected as is the ability to fly or drive out of the
comunity. However, those services are being lost and the
smaller city population will mgrate to the larger comunities.
Those larger communities are losing their ability to address
probl ens. In fact, Al aska has sone of the highest property

taxes and sonme of the highest total local taxes in the nation.
M. Ritchie then referred to a handout entitled, "Status Update
(3/1/05) Municipal Governnents (DCCED Division of Comrunity
Advocacy)," which provides a summry of what is happening in
Al aska's small cities. He pointed out that the conmttee packet
should also include letters from many of the inpacted
comunities. The green sheet entitled, "Local Governnent |ssue
Paper" details property tax increases since 1986 as provided by
the state assessor, and illustrates the correlation between
property taxes and state funding. He noted that the commttee
packet should al so include a docunent that provides a conparison
of local taxes nationwide and in Al aska. One of the nost
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significant pieces of information is that Anchorage's property
taxes rank 17th in the nation in 2003, while on a per capita
basis the tax revenues in Anchorage ranked 31st in per capita
taxation in Al aska.

MR RITCH E then highlighted that one of the mmjor factors for
rising taxes in communities is the fact that the state hasn't
fulfilled its statutory obligation to reinburse municipalities
for the senior <citizen and disabled veteran property tax
exenpti on. In summary, M. Rtchie stated that what the
| egi slature does this year <could save half of the snal

communities of the state. The econony of the state is largely
dependent upon the conmerce between small and | arge conmuniti es.

8:23:29 AM

REPRESENTATI VE LEDOUX asked if M. Ritchie nmeant to say that
Al aska has sonme of the highest |ocal taxes in the nation.

MR RITCH E replied yes.

REPRESENTATI VE LEDOUX pointed out that the chart provided by M.
Ritchie specifies that while property taxes are ranked 17th,
when one considers [all taxes] Anchorage is ranked 50t h.

MR. RITCH E acknow edged that the chart covers state and | ocal
taxes throughout the nation. He highlighted that Alaska is the
only state wthout state taxes. The significance of having
really high property and local taxes is in conparison with other
states, which provide significant sharing of revenues with their
comunities. Furthernore, when any one tax is skewed, even nore
of the conpetitive edge with the country is |ost.

8:25:14 AM

REPRESENTATI VE CI SSNA inquired as to why the [state] would want
smal ler comunities. She said she wasn't surprised with M.
Ritchie's testinony as she observed the ©problens snall
communities face in her visits to small comunities over the
interim From all these, she has realized that what the
| egi slature does has an inpact. She characterized this
| egi sl ati on as good. She then indicated the need to know why
incentives are necessary for small towns and why small towns are
inportant to the state. Representative Cissna turned attention
to her own district, which is the core of the health services in
the state, including many of the institutions of last resort.
Those institutions reported a huge influx. For exanple, one

HOUSE CRA COW TTEE - 5- March 29, 2005



agency reported an increase in consuners in the anmount of 3, 000.
Such an influx begins to erode capacity, which in turn inpacts

quality and causes costs to increase. Representative Ci ssna
enphasi zed the need for the state to have policies that nmaintain
stability. She said that revenue sharing is inportant to have

in attenpting to keep health care costs in line. She indicated
that perhaps [the plight of small comunities] is related to
[ health care costs].

8:29: 35 AM

MR R TCHE said that he would address the value of "small
cities to small cities" and to Al aska as a whole. I n Al aska,
nearly all of the very small rural comunities are poor and have
a rich cultural history. In the past 50 years, revenue sharing
and other prograns have allowed these small comrunities to have
an acceptable level of services such as public safety, |aw
enforcenment, and transportation. However, the quality of life
in these small comunities is dimnishing to the point that
residents are noving out. He highlighted [an Institute of
Soci al and Econom c Research (ISER) study entitled, "Status of
Al aska Natives 2004"], which states: "Qut-mgration of Al aska
Natives from their honmes in rural Al aska has accelerated over
the last 30 years. In the last decade, 11,011 Al aska Natives
(nearly 10% of the rural population) mgrated to urban areas.”
Wth regard to the value these small communities have to the
state, he related that about one out of five jobs in urban areas
sell itenms to other areas of the state. An estinated 20 percent
of the jobs in urban areas serve other parts of the state. M.
Ritchie pointed out that poor small comunities are nagnets for
federal funds that aren't available otherw se. If many small
communities are lost or shrink to the point of being nonviable
communities and nore people nove into urban areas, the urban
areas | ose sone of the jobs that serve the rural areas.

8:33:13 AM

REPRESENTATI VE LEDOUX pointed out that many small comunities
aren't muni cipalities and are oper at ed t hr ough tribal
gover nnment s. She surm sed that this municipal dividend doesn't
i nclude tribal gover nment s, al though they have the sane
financial problens [as nunicipalities].

MR RITCH E said that he isn't conpetent to speak to the funding
of tribes, which have a different funding stream than
muni ci palities. However, he said that there is so little noney
in much of rural Alaska and thus if the tribal governnent or the
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muni ci pal governnment doesn't work together, there are serious
impacts on the quality of life in the community. He noted that

those comunities that have no nunicipal governnent at all, and
in sone cases have no tribe either, are part of the
| egi sl ature's unorgani zed borough, to a |arge extent. "1 think

the legislature as a whole would be well-served to | ook at all
communi ties and what could be done to assist them" he opined.

8: 35: 00 AM

CO- CHAIR THOVAS referred to the docunent entitled "Status Update
(3/1/05) WMunicipal Governnents”, which specifies that these
smal |l communities struggling with financial situations have made
significant reductions to core services, including the closure
of washeteri as. He asked if sone communities provide
washeterias for the commnity.

MR R TCH E replied yes, and clarified that sonetines the
washeterias are run through a local health organization or a
muni ci pality. He explained that if there's no running water or
sewer in a community, the washeteria becones a center for
washi ng cl ot hes, washi ng onesel f, and obtaining water.

8:35: 56 AM

REPRESENTATI VE MARY KAPSNER, Al aska State Legi sl ature,
interjected that many snmall comunities run the local water and

sewer plant to which the washeterial/laundromat is often
at tached. Many communities, she related, believe washeterias
fall under the realm of public health. For instance, before

there were washeterias it would have been al nost inpossible to
stop a lice outbreak. She explained that traditionally [many of
these small rural comunities] had steam baths, but now, wth
nore antibiotics being prescribed, bacteria that is nore
difficult to kill is surfacing. For exanple, steam bath boils
are being transmitted and the steam bath has to be burned to
elimnate the bacteria. Therefore, the washeterias are becom ng
nore inportant [in these snmall rural communities].

8:37:36 AM

CO-CHAIR THOVAS related that he lives in a community that's
econom cally depressed. He related that three of his five
children have left Al aska because of the lack of jobs in
Sout heast . Al t hough people strive to obtain an education, that
education can't be used in [the small rural conmmunity] and thus
t hose individuals mgrate.
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MR R TCH E noted that in nmany Southeast conmunities when a
maj or industry closes, the conmunity struggles to recreate

itsel f. However, when the initial wave of residents |eave [due
to the closure of a major industry] the infrastructure renains,
which results in higher taxes or |ower services. The

af orenenti oned could cause others, who don't really want to
| eave, to do so. Therefore, the elimnation of revenue sharing
and avoi dance of the Public Enployees' Retirenent System (PERS)
and Teachers' Retirenment System (TRS) issue pushes comrunities
down further.

8:40: 10 AM
CO CHAIR THOVAS recal led that when fishing was the hot industry

and fishing prices dipped, people [in small rural villages]
turned to | ogging, which also ultinmately faced a downturn.

8:41. 06 AM

REPRESENTATI VE SALMON pointed out that HB 28 is simlar to [HB
49] . As funds are taken away from these small comunities,
people have to nove to the urban areas. The villages that
really need funds aren't even on the list included in the
comittee packet. Tribal communities are still part of Al aska

he enphasi zed. He further enphasized the need to look at this
probl em [throughout] the whole of Al aska because the smaller
communities are part of [Al aska's econonic] formula. He echoed
earlier testinony regarding the fact that resour ce- based
i ndustries, such as fish, tinber, and fur, are di m nishing.

8:44: 03 AM

KATH E  WASSERMAN, Al aska  Muni ci pal League, recalled her
experience as mayor the of one of these small comunities, and
opined how it's wvirtually inpossible to operate a smal
comunity. She related the dimnished services that Pelican has
experienced and the difficulty in taking care of a smal
comunity to which no noney is entering. Although every entity,
small community, and state nmay not operate wisely all the tineg,
it doesn't mean it should be cut. Wth regard to the governor's
recent conments at the Southeast Al aska Conference at which he
related that life is good in Al aska, M. Wssernman opined that
[the aforenentioned view] is all about one's |[|ocation. She
guestioned what business wll want to enter a comunity w thout
[ basic] services. These communities, she opined, need the tools
to build thensel ves back up to viable communities.
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8:47:27 AM

CO CHAIR THOVAS remarked that he didn't 1like revenue sharing
| egi sl ati on because such legislation doesn't provide funds to
the wunorganized municipalities. He estimated that about 80
percent of Alaska's wealth is from the oil royalties from
outside the urban areas. Furthernmore, the inpacts of [the
i ndustries producing those royalties] are felt in those [rural
areas] . He characterized the oil industry and the wealth it
brings as an asset that all Alaskans should share. He concl uded
by echoing Representative Salnon's comment that the unorgani zed
muni cipalities should receive their share.

8:49: 05 AM

REPRESENTATI VE CI SSNA asked if the sponsor has thought about
ways to expand the inpacted popul ati on.

MR. BERG said that subject has cone up. M. Berg related that
Representative Mses is open to amendnents that would include
uni ncorporated areas. However, the |egislature has [encouraged]
the organization of conmmunities. Therefore, the unincorporated
areas aren't included in this |egislation because [the sponsor]
believes it's inportant to get these communities help. Watever
[legislation helping communities] can neke it through the
| egislature is what the sponsor desires, he related. | f
i ncluding unincorporated areas kills the legislation, then no
one woul d be hel ped.

8:50: 56 AM

CO- CHAIR THOVAS recalled that under the old nunicipal revenue
sharing, everyone shared the funds.

MR BERG reiterated that the sponsor is open to include
unorgani zed areas so long as it's backed by the wll of the
| egi sl ature.

COCHAIR THOVAS surmsed that allowwng the funds to go to
unorgani zed areas would dilute the total allocation to each
comunity.

MR. BERG suggested that the <conmittee could increase the

allocation. He reiterated that the desire is to provide as nuch
hel p as possible to as many communities as possible.

HOUSE CRA COW TTEE - 9- March 29, 2005



8:52:44 AM

REPRESENTATI VE SALMON poi nted out that out of the 95 villages in
District 6, 72 villages are not on |list of those that wll

receive funds under HB 28. Therefore, he questioned what to
tell those villages. He opined that he would rather not see any
noney go out |[to any area], if +those 72 wvillages aren't
i ncl uded.

MR. BERG reiterated that the sponsor is open to anendnents to HB

28. The desire is to provide help to all the conmunities
[ possi ble], but the sponsor wants to have legislation that wll
pass through both bodies. He also reiterated that if the
political will is there to take care of the unorgani zed areas as
wel |, the sponsor is supportive of that.

8:55: 04 AM

REPRESENTATI VE CISSNA interjected that [the state/legislature]
has elimnated help to comunities in many other ways beyond

revenue sharing. If [the legislature] doesn't act soon, she
opined that the nature of Alaska wll change. Ther ef or e,
Representative Cissna said that she would like to see the

commttee do sonmething with HB 28.
8:.56: 01 AM

CO-CHAIR OLSON announced that the commttee would not take
action on HB 28 today.

HB 36- APPROP: MUNI REVENUE SHARI NG SAFE COW

CO CHAIR OLSON announced that the next order of business would
be HOUSE BILL NO. 36, "An Act making an appropriation for the
state revenue sharing program and the safe communities program
at fiscal year 1998 levels, as adjusted for inflation, to
provide for public safety and other nmunicipal services; and
providing for an effective date."

8:56: 23 AM

REPRESENTATI VE MARY KAPSNER, Al aska State Legislature, sponsor

began by noting her disappointnment that HB 28 didn't nove out of
commttee because it's a long-term fix [for the revenue sharing
and safe comunities prograns], while HB 36 is a one-year fix.
She explained that HB 36 would reinstate nunicipal assistance
and revenue sharing at fiscal year (FY) 1998 |evels. The 1998
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| evel s were chosen because it was during a nore fiscally
conservative tinme that also recognized the inportant role that
municipalities play in the delivery of services to all Al askans.
Representative Kapsner inforned the commttee that currently

staffing at the small community level is skeletal. |[If no one is
present to open mail, then no one is there to receive the
notices regarding federal grants for which they could apply.
She revi ewed t he services provi ded by comunities.

Representative Kapsner hi ghlighted that this | egi sl ation
acknowl edges the constitutional obligation to provide certain
services, such as public safety, public health, education, and
transportation. Whet her the services are delivered through the
state or local level, these constituents have to be served. The
choice is whether to have the nmunicipalities close and shift the
responsibility back to the state wth line item appropriations.
Representati ve Kapsner pointed out that while an increase in the
price of oil is good for the state, it's not good for consuners,
muni ci palities, and small comrunities. Represent ati ve Kapsner
related that she had | ooked forward to this session because she
hadn't anticipated the fighting over pennies, but rather had
expected that there would be nore generosity of spirit and an
understanding that nunicipalities are hitting hard tines.

9:01:19 AM

REPRESENTATI VE LEDOUX turned attention to Table 2 in the January
2005 Legislative Research Service Report, which lays out the
revenue sharing distribution to unincorporated comunities. She
noted that none of the seven unincorporated communities in her
district are listed in Table 2.

REPRESENTATI VE KAPSNER rem nded the commttee that this table
refers to the 1998 all ocation. She offered to research why
those communities weren't receiving the appropriation in 1998.

REPRESENTATI VE LEDOUX surm sed that those seven comunities
didn't receive nunicipal revenue sharing because they are
uni ncorporated communities wthin an incorporated borough

However, she said she didn't see any reason to distinguish
bet ween unincorporated and incorporated communities wthin a
bor ough.

REPRESENTATI VE KAPSNER recalled that in 1996, because of a
Senat e initiative, t he contribution to uni ncor por at ed
communities was ratcheted down. For further information, she
deferred to M. Rolfzen w th DCCED.
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9: 03: 23 AM

CO- CHAIR THOVAS inquired as to why Metlakatla received zero in
muni ci pal revenue sharing. He then turned to the nunicipalities
on the 1998 list, and inforned the commttee that QGustavus has
re-filed for second class city status and it's not on the I|ist,
which is the case wth other comunities as well. Co- Chai r
Thomas said that he didn't realize that it takes two to three
years to be recognized as a nunicipality. He expressed the need
to provide incentives for comunities to organize.

9: 05: 07 AM

KATH E WASSERMAN, Al aska Muni ci pal League (AM.), conmented that
al though sone say that the state is in good shape and nmaking
noney, the smaller communities don't seemto be benefiting. She
highlighted the rising costs for fuel, insurance, and PERS as
well as the loss of capital grants, revenue sharing, and
rei mbursenent of the senior and veteran tax, all of which nake
it difficult for these [smaller comunities]. She concl uded by
relating AML's support for HB 36.

9: 06: 50 AM

REPRESENTATI VE DAVI D GUTTENBERG Al aska State Legislature, spoke
in support of HB 36. He reviewed the erosion of funds for areas

t hroughout the state. Representative GQGuttenberg opined that
since the state is receiving higher oil revenues, it should pass
sone [of that revenue] on to the conmunities. He pointed out

that many comrunities have no sustaining sources of incone. He
echoed earlier testinony regarding the lack of |ocal staffing
and the difficulties it «creates. Representative Quttenberg
opi ned that it's key for the state to recognize its
responsibility to gi ve back to communi ti es, whi ch he
characterized as nost efficient because when things fall apart,
they find their way to the legislature. "Mintenance of dollars
will prevent that," he opined.

9:10: 24 AM

BOBBY ANDREW President, Al eknagik Natives Limted, infornmed the
commttee that the Village of Al eknagik signed a nenorandum of
under standing (MOU) COctober 29, 2000, to address village issues,
especially in the face of declining revenues comng in to the
vil | age. Once HB 36 passes, it will help those villages that
don't have a tax base. He pointed out that nost of the |ands
[in many of the villages] are town sites or Native allotnents.
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He informed the commttee that the main offices of many of the
regi onal corporations are |located in urban areas. He enphasized
that there are many needs in the Village of Al eknagik, such as

inproving the water and sewer systens. This legislation would
assist the village. In fact, [the assistance provided by this
| egi slation] could help with the matching dollars that sone of
the progranms for which comunities apply. The [Village of

Al eknagi k] is fortunate to be able to utilize [sone funds] from
the Bristol Bay Econom c Devel opnent Corporation.

9:13: 20 AM

REPRESENTATI VE KAPSNER inquired as to with whom the Village of
Al eknagi k' s MOU was.

MR. ANDREW answered that the MOU is between Al eknagi k Natives
Limted, the Aleknagik Traditional Council, and the Cty of
Al eknagi k. He informed the commttee that the aforenentioned
organi zations neet quarterly. At a recent neeting, a resolution
in support of HB 36 was passed.

9:14: 22 AM

CO- CHAIR OLSON announced that all three nmunicipal assistance
bills woul d be back before the comm ttee next week.

9:15: 01 AM

Bl LL ROLFZEN, State Revenue Sharing Minicipal Assistance,
Division of Community  Advocacy, Depar t ment of Commer ce,
Communi ty, & Econom c Devel opnent ( DCCED) , informed the

committee that the revenue sharing program was revised in 1980
to the current statutory program which only provides funding to
uni ncor porated areas within organized boroughs. Therefore, that
was followed in HB 36. Wth regard to the communities such as
GQustavus not being on the lists, the data used is from the end
of fiscal year 2004, prior to the governor's veto. If this
| egislation is enacted, the information would be updated. Wth
regard to the community of Metlakatla, it, under revenue
sharing, received funding as an unincorporated comunity; under
safe comunities, it received funding as a nunicipality; and
under capital matching grants it received funding as an
uni ncorporated entity.

9:16: 23 AM
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REPRESENTATI VE CI SSNA pointed out that the Cty of Qustavus is
|isted on Table 2.

MR. ROLFZEN clarified that in 2004 G@ustavus was an
uni ncorporated community, but nowit's a city governnent.

CO CHAIR THOVAS commented that the anmount of nobney a community
receives i s dependent upon how it's organized.

[HB 36 was hel d over.]

HB  2-TAX ON COWERCI AL VESSEL PASSENGERS

The comm ttee took an at-ease from9:17:38 AMto 9:26: 45 AM

CO CHAI R OLSON announced that the final order of business would
be HOUSE BILL NO 2, "An Act relating to taxes regarding certain
conmmer ci al passenger vessels operating in the state; and
providing for an effective date."

9:26: 53 AM

COCHAIR THOMAS noved to adopt CSHB 2, Version 24-LS0003\G
Kurtz, 2/17/05, as the working docunent. There being no
obj ection, Version G was before the conmttee.

9:27:07 AM

REPRESENTATI VE CARL GATTO, Al aska State Legislature, sponsor,
explained that this legislation sinply reinburses the state for
a portion of the expenses that are incurred due to the presence
of a certain industry.

9:28:29 AM
CODY RICE, Staff to Representative Carl Gatto, Al aska State

Legi sl ature, presented a PowerPoint presentation, which began by
addressing the ability of the cruise ship industry to pay these

t axes. M. R ce highlighted statements by the senior vice
presi dent of Royal Caribbean Cruises Ltd. regarding the inpact
of taxes on the cruise ship industry as well, as a Juneau Enpire

news article dated 5/19/03, which reported a |awsuit against
[ Royal Caribbean Cruises, Ltd.] for fraudulent head taxes. The
af orenentioned suit was ultimately settled out of court for $125

mllion in cruise vouchers. M. Rce then related 2004
financial data, which wll be updated soon, although the
information seens to be in line with 2005 annual reports. For
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instance, the net profit for Carnival this year is up 53-56
percent and the net incone for Royal Caribbean Cruises [is up]

66 percent. He then turned attention to a Juneau Enpire
article, which relates that people are still cruising although
prices for cruises have risen, on average, 20 percent. Yet ,

testinmony in the House Finance Conmttee [from Charlie Ball,
President of Princess Lines] related that a $50 increase on a
$1, 200 package woul d be a significant increase.

MR. RICE then pointed out an actual brochure for Mexican cruise,
whi ch specifies government fees totaling approximately $191.26
per person. The legislation before the comrttee proposes a $50
per person tax that is only applicable once in 30 days. He then
turned attention to the slide in his PowerPoint that related
Carnival Cruise Lines revenues, which he related would be
updated over the next few days. He noted that on the
af orenenti oned slides and others the tineframe between 2003 and
"2003-b" refers to one quarter of 2003. He highlighted that
al t hough around Septenber 11, 2001, there was a dip in profits,

Carnival Cruise Lines responded fairly well, particularly in
light of the fact that it and Royal Caribbean were building a
significant amount of ships. M. Rice noved on to the chart

specifying the nunber of passengers Carnival Cruise Lines
carried from 1995-2003, which specifies the conmpanies 500
percent growh in the nunber of passengers carried, with a
significant amount of that growh occurring between 2001-2003.
He informed the conmttee that Carnival Cruise Lines increased
its total nunber of ships from just over 40 to over 70 ships
bet ween 2002-2003. He noted that part of that was due to
Carnival Cruise Lines acquisition of Princess tours.

MR RICE highlighted that the <cruise ship industry does
contribute to charities in Alaska in the anpunt of nore than
$500,000 a year and pays $844,750 to DEC for air and water
quality nonitoring. However, [the charge for air and water
quality nonitoring] is just less than $1.00 per passenger. He
then turned the commttee's attention to a table entitled,
"Costs Attributable to the Cruise Ship Industry as Determ ned by
OVB and the Departnent of Revenue,"” which was created |ast year

in relation to House Bill 537, the governor's tourismtax. The
chart outlines the costs potentially attributable to the cruise
ship industry's presence in Alaska, which anmounts to

approximately $115 mllion in costs to the state.

9: 36: 05 AM
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CO CHAI R THOVAS pointed out that the chart specifies that about
$60 million [of that $115 mllion] comes from airports, although
there is no airport head tax. Therefore, although those m ght
be tourism dollars, they wouldn't be from the cruise ship
i ndustry.

MR RICE said that he's not an accountant, and therefore he
couldn't speak to the process behind this table. However, he
related his wunderstanding that the assunption was that nost
crui se ship passengers do use one or nore of the major airports
because nobst passengers cruise one way and fly one way.
Therefore, there is sone wusage of airports by cruise ship
passengers.

9:37:14 AM

REPRESENTATI VE GATTO related his wunderstanding that airport
security systens are designed around peak | oads and sonme portion
of the peak loads are attributable to tourists who arrive on a
cruise ship and fly hone. "And so they've proportioned the
anpunt that the airport had to, essentially, have in place as
that anmount that is attributable only to this group of people
[cruise ship passengers].”

9: 38: 09 AM

MR RICE turned to the final issue of legality, in particular
how it relates to the Maritine Transportation Security Act
(MISA). The MISA specifies that only reasonabl e fees charged on
a fair and equitable basis can be charged and can only be "used
solely to pay for the cost of a service to the vessel or
watercraft; enhance the safety and efficiency of interstate
comerce; do not inpose nore than a small burden on interstate

or foreign comrerce.” Version G reiterates nmuch of that
| anguage with regard to how the state wll distribute those
funds. He informed the commttee that the disposition of
receipts is nodeled after the Cruise Ship Initiative because
it's substantial and simlar and falls in line with Attorney
General Renkes' opinion. He pointed out that the conmttee
packet should include an Cctober 6, 2003, nenorandum from the
attorney general regarding |egal questions. He quoted the
following excerpt from the aforenentioned nenorandum "Wl e
there are limtations inposed by federal |aw on the purposes for
which the excise tax in section 1 of the proposed bill can be
used, it wuld be a mstake to interpret this federal
restriction as creating a dedicated fund." M. Rice explained

that current legislation has a subaccount to neet the standards
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required in the MISA, the receipts are placed in the subaccount
and are used to pay the $5 a port fee at the first five ports.
He noted that there is also a regional subaccount of which 25
percent of the receipts wll cover the costs of regional areas
that may or may not necessarily be a port, but still be inpacted
by the cruise ship industry. The remainder is placed in the
state GF for usage only on such projects as enhanced safety and
efficiency of interstate comerce. M. Rice acknow edged that
there is the question as to whether the subaccounts create a
dedi cated fund by state standards. An attorney general opinion
in 2003 specified that while the subaccounts did satisfy federal
standards for creating a dedicated fund, they didn't violate
state standards for creating a dedicated fund.

9:41: 53 AM

REPRESENTATI VE GATTO returned attention to the PowerPoint slide
entitled, "lssues for D scussion.” He highlighted that the
cruise ships are enornously profitable. However, the cruise
ships continually say that any $50 tax would hurt business,
al though the facts haven't borne that out. He related that

passenger interviews have shown that nobst passengers shrug off a
$50 tax because taxes in other places are substantially nore.
For instance, when one cruises to Mexico, the port fees are
about $150, which anmpbunts to about $50 per port. However, the
proposal in HB 2 would charge a fee of $50 for the first five

ports in Al aska. The current contributions to the state are
essentially zero. Wth regard to the cruise ship industry's
ability to continue to prosper in Alaska, Representative Gatto
pointed out that Alaska is a primary destination. Fully 10
percent of [cruise passengers] cone to Al aska, which he opined
woul d continue to increase for sone tinme. |In fact, the building
of ships wouldn't continue unless the prospects of filling those
shi ps was clear and convincing. Wth regard to the illegality

of [a tax such as that proposed in HB 2], he said that's not a
decision that can be nmade in comrittee or can be nmade by the
cruise ship industry; "that's why we have a court system"” He
indicated that [whether the tax is illegal] isn't of concern
[for the commttee] unless the statute clearly specifies that
cruise ship taxes, in any form are illegal. Represent ati ve
Gatto said his concern is that if the Departnment of Revenue
projections are correct, the state is already spending a certain
anmount of noney to support the cruise ship industry. However ,
the argunent [of the departnent] is that it doesn't |ike
targeted taxes, although the taxes on mning, tinber, tourism
and oil and gas are such. Representative Gatto said that he is
at a loss to find a non targetted tax. The cruise ship industry
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has said it would support a sales tax and an incone tax for the
state, which he opined is because they don't pay any part of
t hose. The idea [with HB 2], he stressed, is to recover a
portion of the state's costs on behalf of the cruise ship
i ndustry.

9:48: 08 AM

REPRESENTATI VE LEDOUX inquired as to whether any other states
have crui se ship taxes.

REPRESENTATI VE GATTO answered that Hawaii does. He inforned the
commttee that Bernuda, Jamaica, and the Virgin Islands also
charge cruise ship taxes. Representative Gatto also inforned
the commttee of the cruise ship industry's ability to do the
practice of "port pulling,” which the comunity of Wittier
experienced with its mninmm tax. However, this |legislation
collects a certain anount of noney up-front and distributes it
to the first five ports, and thus the ports aren't left in the
"W ng." Representative Gatto opined that Al aska provides the
crui se ships arguably the nobst beautiful scenery in the world
for free and they sell it. He indicated that if other
industries in the state are going to be taxed, then it's only
fair to [tax the cruise ship industry]. "And if you're really
worried about the legality, let's concentrate on the legality
guestion in the courts,"” he opined.

9:51: 25 AM

REPRESENTATI VE LEDOUX restated her question as to whether any
other states have head taxes and if so, have they net
constitutional chall enges.

MR. RICE answered that he isn't aware of any other states that
have head taxes. However, discussions with the drafter of the
MISA provision and the Legislative Legal and Research Division
attorneys have viewed the MISA as so broad that it invalidates
quite a few existing taxes, such as riverboat taxes and
i ndi vidual port taxes in Florida and Hawaii. M. Rice said that
nost other states don't have a statewide head tax, which he
opined is fitting in relation to the size and nunber of ports.

9:52: 47 AM
MR RICE, in response to Representative LeDoux, specified that

whet her [a tax] neets MISA cl auses depends upon how the receipts
are spent. If the receipts aren't spent solely on costs
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attributable to the vessel and to enhance the safety and
efficiency of interstate conmerce, then it doesn't neet the
MISA. Thi s | egi sl ati on, he  opi ned, woul d neet t he
aforenentioned standards and require the legislature to
appropriate receipts only in ways that neet those standards.

REPRESENTATI VE GATTO informed the conmttee that a Ilot of
shi pping occurs in San Pedro, California, besides cruise ships.
Therefore, San Pedro already has its infrastructure in place to
handl e |arge vessels. However, if it weren't for the cruise
shi ps, Al aska woul dn't have a need for large vessels and thus an
infrastructure has to be constructed to accompdate the only
| arge vessels arriving in the state.

9:54: 22 AM

CO- CHAIR THOVAS turned to the notion that Juneau is the inpacted
comunity, and pointed out that those comng in from other
Sout heast conmunities are fairly well displaced when they cone
to shop in Juneau. Wth regard to the inpact funds that can be
given to municipalities, Co-Chair Thomas opined that the funds
should go to those communities outside of the port.

9: 55: 35 AM

REPRESENTATI VE CI SSNA surm sed that Co- Chai r Thomas  was
referring to the inpact on communities to which the cruise ship
i ndustry decides not to visit. However, she questioned whether
the noney [from the cruise ship industry] makes up for the
expense of the port facilities.

REPRESENTATI VE GATTO infornmed the conmttee that the cruise ship
i ndustry has categorized Juneau as a nust see, and therefore it
doesn't matter how nuch noney Juneau charges the cruise ships

because the industry won't bypass Juneau. The concern, he
related, is in regard to the other communities [that aren't mnust
see stops]. He highlighted that the subaccounts will take care

of those inpacted communities.

MR. RICE explained that 25 percent of [head tax] receipts are
placed in a regional subaccount, which is specifically designed
to go to those conmunities inpacted although they may not be a

port of call. The aforenenti oned happens so |long as the noney
is used to neet the safety and efficiency of interstate
comrer ce.

9:57:59 AM
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CO- CHAI R THOVAS highlighted the graph specifying the $60 mllion
in inpacts of [the Interior], which would result in funds being
generated in Sout heast and sent to Fairbanks and Anchorage.

MR RICE said that he can't predict where future |egislatures
w Il send the noney.

9:58: 54 AM

REPRESENTATI VE SALMON recalled that over the past couple of
years those in Fairbanks have conplained that there aren't
enough tourists. He opined that a $50 head tax wll inpact
those up north and thus that should be reviewed. He said that
tourists shouldn't be taxed to the point of not wanting to cone
to Al aska.

10: 00: 19 AM

CO- CHAI R OLSON announced that HB 2 would be hel d over.
ADJ QURNVENT
There being no further business before the commttee, the House

Community and Regional Affairs Standing Commttee neeting was
adj ourned at 10:00: 31 AM
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