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Juneau, Al aska
POSI TI ON STATEMENT: Spoke as the sponsor of HB 49.

ACTI ON NARRATI VE

COCHAIR BILL THOVAS called the House Comunity and Regional
Affairs Standing Committee neeting to order at 8:11:15 AM
Representatives d son, Thonmas, Kott, LeDoux, and Neuman were
present at the call to order. Representatives Kott and Ci ssna
arrived as the neeting was in progress.

HB  2-TAX ON COWERCI AL VESSEL PASSENGERS

CO- CHAI R THOVAS announced that the first order of business would
be HOUSE BILL NO 2, "An Act relating to taxes regarding certain
comercial passenger vessels operating in the state; and
providing for an effective date." [Before the conmttee was
CSHB 2, Version 24-LS0003\G Kurtz, 2/17/05.]

8:.12:10 AM

CO CHAIR OLSON noved to adopt CSHB 2, Version 24-LS003\L, Kurtz,
4/ 1/ 05, as the working docunent. There being no objection,
Version L was before the committee.

8:12: 30 AM

JOHN PEARSON, Hyder Board of Trade, Inc., informed the commttee

that Hyder, an unincorporated community of about 130 residents,
is located at the Canadian border at the end of the Portland

Canal . Hyder has a unique relationship wth British Col unbia.
The community, while isolated, is directly linked to the Lower
48 by a paved highway. Tourism is the primary industry of
Hyder . In fact, the U S. Forest Service recorded 56,000
i ndependent visitors who cane to view the bears at Hyder. Last
year was also the first year that Hyder was actively engaged in
the cruise tourism industry. Next year, Hyder wll increase
port calls by about 300 percent. M. Pearson related support
for HB 2 with the following two nodifications. M. Pearson

requested an exclusion of the Portland Canal because it is
recogni zed as an international waterway sinmlar to those waters
that Al aska Marine H ghway vessels travel from Bellingham to
Ket chi kan.

8:15:10 AM
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REPRESENTATI VE NEUMAN inquired as to the location of the
| anguage in the |egislation.

CO CHAIR OLSON specified that the |language [to which M. Pearson
is referring] is "marine waters of the state"”, which is |ocated
on page 2, line 2 of Version L.

8:16:44 AM

MR. PEARSON inforned the commttee that the Portland Canal is
flanked by British Colunbia on one side and Al aska on the other

si de. Any vessel traveling between Prince Rupert, British
Colunmbia, and Stewart, British Colunbia, wthout ever making a
port call in Alaska would be required to pass through Al aska

waters, which is simlar to the situation when the Al aska Marine
H ghway operated between Hyder, Al aska; Stewart, British
Col unmbi a; and Ket chi kan, Al aska. Therefore, the request is to

only exclude Portland Canal. He pointed out that only two U'S
comunities are exenpt from the Jones Act: Hyder, Al aska and
Savannah, Georgi a. M. Pearson related his belief that any

vessel making landings at Stewart would be considered the sane
as any other community in Al aska.

MR. PEARSON announced that the Hyder Board of Trade, Inc., also
seeks the inclusion of uni ncorporated comunities while
requiring docunentation that indicates that there is a port
call. This Jlegislation, he related, provides unorganized
comunities the ability to do sonme econonic devel opnent, in the
area of tourism that hasn't done before. He noted that for a
comunity such as Hyder to neet the federal standards and
mandat es of honel and security is a mgjor task.

8:20:17 AM

REPRESENTATI VE NEUVAN asked if British Colunbia presently has a
head t ax.

MR. PEARSON replied no. In further response to Representative
Neuman, M. Pearson clarified that he isn't requesting an
exenption fromtaxation for Hyder. However, Hyder would like to
share in the proceeds. M. Pear son, in response to
Representative Neuman, specified that Hyder is an unorganized
borough and wouldn't receive funds wunder this |egislation.
However, Hyder anticipates incorporating in the next five years,
he rel at ed.

8:22: 05 AM
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CODY RICE, Staff to Representative Carl Gatto, Alaska State
Legislature, confirned that he and M. Pearson spoke on this
I Ssue. The sponsor's and Legislative Legal and Research
Services' interpretation of HB 2 is that no matter whether a
comunity is identified as organized or not if the comunity is
identified as a port of call, that community will be considered
one of the five ports of <call and receive funds. The
|l egislation only refers to an incorporated city wthin a
borough, in which case the intention was to split the revenue
because of shared port and harbor costs. Wth regard to vessels
travel ing between Canadian ports w thout stopping in an Al askan

port, under MISA applying this tax would be illegal. He
mentioned that the commttee should have an anendnent that would
exenpt vessels that don't stop at an Alaska port of call in

order to provide sone clarity.
8:.24:26 AM

COCHAIR THOVAS related his wunderstanding that the smaller
vessel s that anchor outside the port would be exenpt from this
proposed tax. However, he said he thought the idea was to [tax]
t hose who i npact Al aska.

MR RICE said whether [such vessels are exenpt from this
proposed law] would depend upon the Departnent of Revenue's
interpretation of the law. However, he suspected that anchoring
woul dn't nmeet MISA standards for taxation purposes and that
passengers woul d actually have to be off-1| oaded.

CO CHAIR THOMAS interjected that passengers are off-loaded from
t hese vessels that are anchored [outside the port].

MR. RICE suggested then that in such a situation, it would
| i kely be considered a port of call.

8:26: 06 AM

M KE W NDRED, Al aska Travel Adventures, spoke in opposition to
HB 2. He characterized the proposal in HB 2 as a punitive tax

with Iimted spending potential. Furthernore, the proposed tax
doesn't tax the intended target, the cruise line, rather it
taxes the visitor. M. Wndred recalled the previous
presentation on HB 2 from which he understood one of the reasons
for the tax is that cruise lines make a |lot of noney, and
therefore the state should receive a portion of it. However

that doesn't seem to be the correct avenue, he opined. M.
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W ndred pointed out that there has been no risk sharing when the
crui se industry has built a $600 nmllion ship. In fact, there
have been several small cruise lines, such as Wrld Explorer
Cruises, that stopped comng to Alaska after [the terrorist
attacks of Septenber 11, 2001] because it couldn't make enough
noney. M. Wndred inforned the conmttee that the cruise ship
industry prefers a broad-based tax rather than a targeted tax.
He highlighted that the other taxes nmentioned: tinber, mning,
and oil taxes are industries that actually extract sonething
from the state. However, the visitor industry is one in which
the visitors |eave sonething, noney, when visiting. The
af orenentioned noney is left with [the state's] businesses,
which then in turn spend noney in the state.

MR WNDRED turned to the limted spending potential of the
proposed tax revenues, which are directly tied to the ship and
its cargo. This tax won't allow noney to be deposited into the
general fund to be distributed to outlying communities, which
will be hurt the nost by this proposed tax. This tax taxes the
visitor rather than the industry, he highlighted. Fur t her nor e,
visitors already pay a substantial anmount in port fees and dues.
For exanple, a visitor to Juneau will pay about $20 for ship
pil otage fees, $5 for Juneau's local head tax, $1.18 for a port
devel opnent fee, $1 for a docking fee, and a $.50 tonnage tax.
Therefore, before a visitor has even left the ship he/she pays
about $28. 00. In Juneau visitors also pay a sales tax, a
| oading permt fee, a land use fee, and an airport fee. The
af orenenti oned doesn't include the expenses of goods a [tourism
conpany buys and on which it pays sales tax, not to nention
corporate inconme taxes. Therefore, he charged that the visitor
is already paying a substantial fee.

MR. W NDRED posed a scenario in which a famly of four taking a
$1,000 per person cruise wuld face $200 in taxes under this
pr oposal . He informed the commttee that surveys have shown an
addi tional charge of $50 would deter 17 percent of visitors from
comng to Al aska. Mor eover, 48 percent, including the
af orenentioned 17 percent, say the decision to visit Al aska
would be nmarginal [with a $50 tax]. Even those who cone to
Al aska wi Il decide what not to do or spend when visiting Al aska.
He suggested that those things cut first are the expensive back
country/rural area tours, the extended tours, and the shore
excur si ons. M. Wndred said he can relate this with nuch
certainty due to the experiences Al aska Travel Adventures has
had.

8:36: 06 AM
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REPRESENTATI VE NEUMAN related his understanding that although
the cruise ships nmake a substantial profit, they don't pay
corporate taxes to the state.

MR. W NDRED agreed, but added that sone of the subsidiaries of
the cruise ships do [pay corporate taxes to the state], such as
Gray Line of Al aska.

REPRESENTATI VE NEUVAN turned attention to M. Wndred's earlier
exanple of a cruise that costs $1,000 per person, and pointed
out that the $200 tax for a famly of four would be in relation
to $4,000 for a cruise for four. Representative Neuman recall ed
that M. Wndred had said that a sales tax is charged on all the
tours that Al aska Travel Adventures offers.

MR. W NDRED agr eed.

COCHAIR THOVAS interjected that the sales tax is at the |ocal
| evel .

REPRESENTATI VE NEUMAN asked if [Alaska Travel Adventures]
transfers the local |evel sales tax or does the conpany charge a
fee on top of that |ocal |evel sales tax.

MR. WNDRED clarified that Al aska Travel Adventures collects the
appropriate sales tax for that local comunity and it's returned
to the comunity.

REPRESENTATI VE NEUVAN characterized this proposal as a user fee.
He related the burden that the tourismindustry creates on | ocal
communities, which is a substantial cost to the |ocal
comunities. He noted his disagreenent with M. Wndred's
earlier suggestion that this proposed tax is to support the
general fund (GF).

MR. W NDRED said that he couldn't think of an instance in which
the individual or conpany using the [local] services didn't pay
for the services directly. For instance, Bartlett Regional
Hospital (BRH) does fairly well from the visitor industry. He
suggested that BRH provides services to locals that it wouldn't
be able to otherwise due to the [profit] made from the tourists.
Therefore, he opined that nost of the services are paid for by
the visitors to the state. "I would have a hard tine believing

that there are places where there's a large burden on the
state, where those people aren't paying for those services," he
opi ned.
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8:41:12 AM

REPRESENTATIVE CISSNA recalled M. Wndred' s earlier conment
t hat the cruise lines bring sonething to the state
Representative Cissna pointed out that the cruise lines bring
garbage and pollution. After talking with different conmunities
about their |ocal econony, she has discovered that the tourism
i ndustry is up. However, tourism isn't necessarily beneficia
because it brings in many sunmer workers and those who build an
industry for the sunmer are left with no incone in the wnter.

The aforenentioned people wll rely on state services in the
winter and thus it's a [burden] for the state and the |ocal
comunities. Wth regard to nedical services, she pointed out

that mnmedical services are already stretched in snaller areas.
Representative Cissna concluded by opining that the proposa
enbodied in HB 2 sounds |ike a user tax because it pays for nany
of the services that have built up for the cruise line industry.

MR. W NDRED agreed, but said the issue with this legislation is
in regard to how to tie the noney to the [rural areas] when the
tax collected has to be tied to the cruise ship and its cargo.
At sonme point, the noney can't be spent in a rural comunity
because it isn't tied to the cruise ship. However, a 2 percent
sales tax, even if it were seasonal, could be spent anywhere in
Al aska, including rural conmunities.

8:45:20 AM

REPRESENTATI VE LEDOUX surmised that if the cruise ship tax
revenue goes specifically to the directly inpacted communities,
then there would be nore noney in the state treasury to go to
the nore renote comunities.

MR. WNDRED opined, "I think within the area that you' d be
offsetting ... the state isn't spending a lot right now that
nost of that is already either offset through the visitor or
there isn't a very high cost there, at this point."

REPRESENTATI VE LEDOUX rel ated her understanding that M. Wndred
had just testified that there are significant costs to the
outlying areas, but those areas wouldn't be inpacted by the
crui se ship tax.

MR. W NDRED specified, "The place you' d have to offset to spend
the general fund noney el sewhere would be within the core of
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where the ship is traveling. So, that wouldn't include that
rural comunity."”

REPRESENTATI VE LEDOUX surm sed then that the tax revenue from
the cruise ships places nore noney in the state treasury and
it's spent on the comunities directly inpacted. Once those
comunities are addressed with the [cruise ship tax revenues],

nore G- is left for other areas.

CO CHAI R THOVAS explained that the first five ports receive the
revenue generated from the tax, and the remainder of the noney
is placed in the GF. The question then becones how to get noney
to Point Barrow when the cruise ship visitors departed in
Skagway and traveled by bus to [Point Barrow]. The chances that
the noney left in the GF is dispersed to rural areas is nore
difficult.

8:48: 23 AM

REPRESENTATI VE LEDOUX recalled M. Wndred s speculation that
inposing a head tax would have ramfications for other |[|and-
based industries. Therefore, she asked whether M. Wndred had
a study illustrating that people visiting Juneau, with its $5
head tax, have reduced their spending on |and-based [tours] by
$5 a person.

MR. W NDRED replied no. However, during the sane tineframe [as
the $5 tax was inposed in Juneau] several other large factors
occurred, such as [the terrorist attacks of Septenber 11, 2001]
and the econom c decline. Therefore, such a study would be
difficult to perform

REPRESENTATI VE LEDOUX asked if M. Wndred would be able to
prove that everyone spent $5 less during a time when there
aren't other factors to consider.

MR. W NDRED opined that a $5 port tax wouldn't have nearly the
inpact as a $50 port tax. However, $200 in tax for a famly of
four is an inpact on where that famly spends its noney. M.
Wndred said he would prefer the nobney be spent with [I|ocal
busi nesses] that can then spend that noney with the state, which
hel ps the econony much nore than the proposed tax revenue that
goes directly to the G- In fact, a statewide sales tax would
encour age travel throughout the state.

8:51:44 AM
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REPRESENTATI VE SALMON asked if other states charge a tax such as
t hat proposed in HB 2.

MR. WNDRED replied not to his know edge, although there are
port fees in other states. The State of Al aska already has port
fees for each community visited. He indicated that there aren't
any specific head taxes to enter the state due to sone
interstate commerce | aws.

REPRESENTATI VE SALMON asked if Alaska's port fees are conparable
to those charged on the Wst Coast.

MR. W NDRED deferred to M. Habeger
8:53:17 AM

REPRESENTATI VE ClI SSNA turned to independent travelers to Al aska,
and asked if there have been studies regarding whether cruise
ship visitors take a separate trip to outlying areas that aren't
part of the [cruise].

MR. WNDRED confirnmed that there are sone studies regarding the
nunber of individuals who, post cruise, take trips [to outlying
ar eas] . He inforned the commttee that part of Al aska Trave

Adventures is a recreational vehicle (RV) business. He further
informed the commttee that since [the terrorist attacks of
Sept enber 11, 2001] people weren't willing to spend noney on a
package [that included a cruise and RV trip]. M. Wndred said
there is a huge tie in all the visitors that cone to Al aska

because of the nmarketing of the state. Cruise lines, he
rel ated, spend well over $70 million on marketing Al aska, which
creates an imge of Al aska. Largest portion of the state's
match [in marketing] amounts to about $10 nillion spent on
marketing in Alaska in the travel planner. One of the primary
focuses of the travel planner is independent travel. He

hi ghlighted that the cruise ship industry is a huge portion of
maki ng the travel planner happen.

8:57:35 AM

MR WNDRED, in response to Representative GCissna, explained
that the travel booklet is put out by the Al aska Travel |ndustry
Associ ation, which is a private marketing group.

REPRESENTATIVE CISSNA interjected that the aforenentioned
private marketing group receives state assistance. She then
poi nted out that although M. Wndred has used the RV business
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as an exanple [of tourism reaching outlying areas], the real
outlying areas aren't on the road system

MR. W NDRED agreed, but pointed out that the booklet provides
nanes and advertisenments for direct bookings [to outlying/renote
ar eas] .

8:59:17 AM

REPRESENTATI VE NEUVAN recal | ed that the governor cut the tourism
mar keting funds quite a bit |ast year. He inquired as to how
much the state pays [for marketing].

MR WNDRED estimted that the state pays a little over $4
mllion to match the funds the [tourism industry] puts forth
[for marketing]. The total [funds for marketing] anounts to
al rost $10 mllion.

9:00:43 AM

CO CHAIR THOWVAS pointed out that page 24 of the MDowell G oup
report in the conmttee packet may answer sone of Representative
Cissna's questions regarding the nunber of travelers to the
Interior and what those travelers spend there. The report
specifies that $100 mllion was spent [by passengers and crew
in Southcentral and $28 million in the Interior.

9:01:11 AM

MR WNDRED referred to the January 27, 2004, letter from
M chael Tibbles, Legislative Director, Ofice of the Governor.
The aforenentioned letter specifies that about $115 million in
state spending is [potentially] attributable to the cruise
i ndustry. However, the MDowell G oup perforned a study [dated
April 22, 2004], which shows that instead of the $155 million in
state funds there was only about $900,000 nost of which cane
through the Division of Sport Fish and the fish and wldlife
protection [division]. He said that both of the aforenentioned
are based on a percentage. From having run sport fishing
busi nesses, M. Wndred related that not nmany extra personnel
are hired for enforcenent, which seens to happen "because it's
al ready there.” In a situation in which the cruise ship
i ndustry disappeared and the charter boats no |onger existed,
the inpact to the Division of Sport Fish would nmainly be to its
revenue side rather than its cost side. Therefore, he indicated
his agreement with the MDowell Goup's estimte of the cost to
the Division of Sport Fish of $600, 000.
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MR WNDRED then directed attention to the MDowell Goup's
packet of information entitled, "The Economc Inpacts of the
Cruise Industry in Alaska, 2003" dated Cctober 2004.

The commttee took an at-ease from9:04 a.m to 9:21 a.m
9:22: 03 AM

DON HABEGER, Regional Vice President, Government & Community
Affairs, Royal Caribbean Cruises (RCC), first addressed the
uni queness of HB 2 by pointing out that no other state has any
kind of head tax such as proposed in HB 2. Al t hough one m ght
say Hawaii has a head tax, there are sone mjor differences.
One of which is that all of Hawaii's harbors are state-owned,

and therefore it's all controlled by Hawaii's departnent of
transportation. He explained that Hawaii does have a per
passenger wharfage fee for the use of the dock, which ranges
from $.35-$5.00. Hawai i does have other fees such as those

based on the length of the vessel and the nunber of Iines. \V/ g
Habeger then turned to the challenges [HB 2 would create for]
Al aska businesses. He then provided a handout entitled, "Al aska
Busi nesses WII Pay" to the conmmttee. The aforenenti oned
docunent includes a pie chart, which addresses the potenti al
econom ¢ inpact of a $50 or $100 head tax on consumers coning to
Al aska. The response was that there would be a definite inpact
on the tourist's spending once he/she arrives in Al aska. M.
Habeger opined that as "we get" further away from the core
economc activity, Alaska's businesses are placed in nore

j eopar dy. For exanple, one of the ground presidents of RCC
visited None. VWhile that individual 1likes None, it was
determned that [offering tours] in None wuld be nore

challenging if the cost increased, such as would be the case
with this proposed tax.

MR. HABEGER then turned to the [cruise ship] industry's own
muni ci pal revenue sharing. The earlier nmentioned McDowell G oup
report discusses the over $30 million that the industry pays for
its usage of docks, including sone private docks, bed taxes, and
ai rport fees. Therefore, M. Habeger said [RCC] believes that
the cost to the state and nunicipalities isn't as nuch as the
industry brings to the state. M. Habeger then recalled an
article regarding a Florida lawsuit that the sponsor referenced
during his presentation. He infornmed the comrittee that the
af orenentioned lawsuit was dism ssed w thout prejudice. The
|l awsuit was a class action suit that alleged that RCC was in the
practice of overcharging customers through taxes and fees.
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However, investigation showed that, in fact, RCC is under
chargi ng and thus the case was di sm ssed.

9: 30: 28 AM

REPRESENTATI VE LEDOUX rel ated her understanding that at the end
of a cruise, the passengers are given envel opes suggesting how
much to tip enployees on the ship. Therefore, she asked whet her
the cruise ship industry is worried that tips would detract from
the on shore [revenues].

MR. HABEGER answered that it's not an area that has been
consi der ed. He highlighted that the cruise ship industry is a
service industry, which often includes a tip portion of an
enpl oyee' s wage. Al t hough the [cruise ship industry] provides
suggested amounts, it's left to the discretion of the consuner
of the service.

9:32:36 AM

SUSAN BURKE, Attorney at Law, Goss & Burke, PC, representing
the North Wst Cruiseship Association (NWA), infornmed the
committee that HB 2 involves three areas of |law the tonnage
clause of the U S. Constitution; the MISA;, and the privileges
and imunities clause of the U S. Constitution. She expl ai ned
that the privileges and immunities clause specifies that
residents of one state enjoy the sane privileges of immunity
when they travel to another state. The aforenmentioned 1is
referred to as the right to travel between and anong the states.
Furthernore, the equal protection clause of the U S. and Al aska
Constitutions specifies that simlarly situated people can't be
treated differently wthout a valid reason. Ms. Bur ke
hi ghlighted the language in the federal statute that restricts
the proceeds of passenger fees to only provide services to the
vessel. She said she understood the concerns of Representatives
Neuman and Cissna regarding inpacts fromtourismto comrunities,
but she pointed out that sone of those inpacts aren't from
crui se ship tourists.

MS. BURKE reiterated that, by law, the proceeds [of the proposed
tax] can only be used for services to the vessel. However,
under the Commerce C ause the aforenentioned have been limted
to mrine pilot f ees, har bor only police, harbor fire
protection, docking facilities, wharfing facilities, and the
like. Under HB 2, $5 of the $50 fee goes to the nunicipalities
in which each of the first five ports of call are |ocated.
Under HB 2, 25 percent [of the $50 fee] is set aside for
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regional inpacts for Prince WIIliam Sound and Sout heast Al aska.
However, if it's not a port, she didn't see how, practically,
the entity could provide a service to the vessel that enhances
safety and efficiency. She said she couldn't think of anything
on which the state, since it doesn't own any of the docks, could
possi bly spend the noney. Therefore, she questioned the point
of this proposal. Ms. Burke recalled Representative Gatto's
remarks at a prior hearing in which he indicated that the
purpose of the head tax is to conpensate the state for its
contributions to the industry. However, that's not a service to
vessel . Therefore, she suggested that a broad-based sales tax
that everyone has to pay is preferable to the proposal enbodied
in HB 2. Al t hough the revenue going to the five ports of cal

conmes close to neeting the requirenments of MISA Juneau, a
community that already charges $5 per head, already finds itself
in a difficult position finding projects that fall wunder the
MISA. The farther away from the port the project that uses
these funds, the less likely the head tax is |egal, she opined.

9: 39: 39 AM

M5. BURKE turned to the constitutional provision regarding the
right to travel. 1In an old US. Suprene Court case, Crandall v.
Nevada, the State of Nevada inposed a $1 fee on anyone | eaving
the state by stagecoach or train. The case rose to the U S
Suprenme Court, which ruled that such a fee can't be inposed
because people have to be able to travel freely between states.
She enphasized that the U S. Constitution doesn't allow such
fees to be charged to residents of sister states. Fur t her nor e,
there are difficulties with regard to determ ning whether an
i ndi vi dual is traveling on Dbusiness or pleasure. She
hi ghlighted that the Commerce C ause specifies that one can't
discrimnate against nonresidents wth regard to conmerce.
Therefore, M. Burke characterized [HB 2] as having a serious
constitutional inpedinment even if one believes the matter can
get past the tonnage clause and the federal statute issues.

9:42: 09 AM

M5. BURKE noved on to the concept of user fees, and stated that
there's no question that user fees are constitutional. However,
there are limtations. For instance, user fees can only be

charged to those who are actually using the service for which he
or she is being charged. The aforenentioned isn't the case with
HB 2 because an individual that doesn't get off the cruise ship
is charged the $50 tax, and therefore the proposed tax isn't a
user fee in that sense. "It's not a user fee in the sense that
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crui se ship passengers are a peculiar source of the inpact that
may be perceived by communities,” she stated. She hi ghlighted
that people from Anchorage who mght travel to the Mat-Su
Borough for summer recreational activities cause inpacts. Ms.
Bur ke expl ai ned t hat a | egal user fee has to be
nondi scrimnatory and charged to residents and nonresidents
ali ke, which this proposed tax doesn't do. In conclusion, she
recall ed Representative Gatto's testinmony from a prior neeting
in which he suggested that the courts could work out whether the
| egislation is constitutional or not. However, M. Burke opined
that the legislature does have an obligation to be concerned
about these constitutional issues.

9:45: 04 AM

REPRESENTATI VE NEUVAN asked if there is any mddle ground on
this issue and the | egal concerns raised by M. Burke.

M5. BURKE replied that for a passenger head tax the answer is
no. Agai n, she suggested that a broad-based sales tax m ght
wor K. This proposed tax won't work because of the federal
statute specifying that the proceeds of this tax can't be used
for anything other than a service to the vessel and the right to
travel .

9:46: 28 AM

REPRESENTATI VE LEDOUX referred to the nenmo from M. Tibbles,
which highlights that many communities charge enbarking or

di senbar ki ng taxes. She asked iif +those taxes have been
chal l enged constitutionally and if so, she inquired as to the
outcone of such challenges. If there has been no constitutiona

chal | enge, she inquired as to why not.

M5. BURKE clarified that she hasn't researched each of those

muni ci pal taxes. However, she enphasized that those are
muni ci pal taxes and [those are all charged in nunicipalities]
with ports. She further clarified that she hasn't researched

whet her the amount charged is reasonable in relation to the
anmpunt of services provided, although she assunmed that the
municipalities are providing services to vessels because they
are ports. Ms. Burke rem nded the conmttee that these vessels
pay a head tax in Juneau and substantial port fees at every
pl ace they go in Al aska and el sewhere. Under the tonnage clause
those are perm ssible. In further response to Representative
LeDoux, Ms. Burke confirnmed that the Interstate Comrerce C ause
woul d apply to nunicipalities as well as to the state.
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9:48: 04 AM

REPRESENTATI VE KOIT inquired as to how the related initiative
woul d dovetail with HB 2.

M5. BURKE said that although she hasn't had an opportunity to
review Version L, Version Gis fairly simlar to the initiative.
Ms. Burke said that she didn't know what woul d happen if both HB
2 and the initiative were to pass.

CO- CHAI R THOVMAS announced that HB 2 would be held over.
9:49: 37 AM

REPRESENTATI VE KOIT asked if there is any data showi ng how many
Al askans actually participate in the cruise ship industry versus
visitors.

MR. HABEGER answered that he didn't believe such research has
been done. Although there is often review of market shares from
various regions, he didn't believe the data is refined down to
st at es. He said he would have to check into whether such
i nformati on coul d be obtai ned.

REPRESENTATI VE KOTT turned to the transitional |anguage in HB 2,
whi ch makes the legislation effective imediately. He inquired
as to when famlies planning a cruise do so [in relation to the
time of the cruise].

MR. HABEGER highlighted that consumer purchasing habits have
changed since [the terrorist attacks of Septenmber 11, 2001] such
that there was a shrinking of tinme before the decision-naking
process. However, that tinefranme is expanding again. M.
Habeger estimated that people plan a cruise about a year to six
nont hs in advance of the cruise.

REPRESENTATI VE KOTT surmised that if HB 2 takes effect on its
effective date, there will be a large nunber of visitors who
woul d' ve  probably purchased tickets prior to Novenber .
Therefore, the cruise ship industry would be obligated to pay
whatever tax is in place, although it hadn't passed it on to the
consuner who purchased the ticket prior to the transitional
dat e.
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MR. HABEGER replied yes, adding that the industry would be faced
wi th whether to seek the noney fromthe consuner as an add-on or
to pay for it fromthe cruise line's profit.

REPRESENTATI VE KOTT asked if it would be legal to seek the funds
[for the newWly inplenented tax] from a consuner that has already
purchased his or her ticket.

M5. BURKE said she wasn't sure of the answer, but she supposed
it has to do with the incidence of the tax. Normally, a tax is
i nposed at the nonment the object of the tax takes place. Thi s

proposed tax 1is nore I|like an arrival tax, she opined.
Ther ef or e, in ternms of traditional taxing concepts, the
passenger would be obligated to pay it. In further response to

Representative Kott, M. Burke specified that it wouldn't be
retroactive if the tax is inposed on the act of arriving in
Al aska.

REPRESENTATI VE KOTT suggested that there is sone advertising by
the cruise ship industry that would specify a price, but [upon
passage of HB 2] the consuner would be asked to pay an
addi tional tax.

M5. BURKE pointed out that this would be the state governnent
inposing the tax and it would be the |aw In further response
to Representative Kott, M. Burke said that it would be a
busi ness decision whether to refund an individual's ticket [who
didn't want to pay the additional tax]. She stated that she
didn't believe the cruise line would be legally obligated to
[refund tickets].

10: 00: 04 AM

CO-CHAIR THOVAS rem nded the commttee that HB 2 would be held
over.

HB 49- MUNI Cl PAL Al D GRANTS

CO CHAI R THOVAS announced that the final order of business would
be HOUSE BILL NO 49, "An Act relating to nunicipal aid grants;
and providing for an effective date.”

10: 00: 27 AM

REPRESENTATI VE  NORVMAN  ROKEBERG Al aska State Legi sl ature,
sponsor, noted that he has reviewed an anendnent, |abeled 24-
LS0192\ G 1, Cook, 4/ 1/ 05, from Representati ve Sal non.
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Representative Rokeberg said that he wants to nove the
| egislation so that he can request a hearing in the House

Finance Committee. Representative Rokeberg related his
understanding that the aforenentioned anendnent would add sone
$10,000 for unincorporated areas. Representative Rokeberg

recalled that before revenue sharing was not funded at all,
[uni ncorporated comunities] were granted funding that had
decreased to the $3,500 |[evel. He left [whether to adopt the
anmendnent] to the commttee to decide, but noted that he's
trying to manage the fiscal note rather than increase it.

10: 01: 56 AM

REPRESENTATI VE SALMON noved that conmittee adopt Anendnent 1,
| abel ed 24-LS0192\ G 1, Cook, 4/1/05, which read:

Page 1, line 1, followng "grants":
I nsert "for muni cipalities and certain
uni ncor porated comunities”

Page 1, line 7, follow ng "subsection.":

Insert "Each fiscal year the departnment shall pay
a nunicipal aid grant of $10,000 to each conmunity.
The departnent with advice from the Departnent of Law
shall determ ne whether there is in each comunity an
incorporated nonprofit entity or a Native village
council that will agree to receive and spend the grant
for the benefit of the comunity. If there is nore
than one qualified entity in a community, t he
departnent shall pay the grant to the entity that the
departnent finds nost qualified to receive and spend
t he noney. The departnent nmay not pay the grant to a

Native village council unless the council waives
immunity from suit for clains arising out of
activities of the council related to the grant. A

wai ver of imunity from suit wunder this subsection
must be on a form provided by the Departnent of Law
If there is no qualified incorporated nonprofit entity

or Native village council in a community that is
willing to receive the grant, the grant for that
comunity may not be paid. Nei ther this subsection

nor any action taken under it enlarges or dimnishes
the governnental authority or jurisdiction of a Native
village council.™

Page 1, lines 10 - 11:
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Del ete "equal grants in the reduced anount to all
muni cipalities”

Insert "grants reduced by an equal percentage to
all municipalities and eligible conunities"

Page 1, line 12, follow ng "section,":
| nsert

"(1) "conmmunity" nmeans a place in the
unor gani zed borough that is not incorporated as a city
and in which 25 or nore persons reside as a social
unit;

(2)"

REPRESENTATI VE KOTT obj ected for di scussion purposes.

10: 02: 10 AM

REPRESENTATI VE SALMON expl ai ned that Anmendnent 1 would provide
$10, 000 to each municipality. He opined that it's unfair to the
unorgani zed and smaller comunities that wouldn't receive
anything under HB 49. He commented that the $10,000 was
[randomly selected], and therefore returning to $3,500 would
even be acceptabl e.

10: 03: 07 AM

REPRESENTATI VE SALMON noved to amend Anendnent 1 such that the
grant ampunt of $10,000 woul d be changed to $3,500. There being
no objection, the anmendnent to Amendnent 1 was adopt ed.

Therefore, Arendnent 1, as anended, was before the comm ttee.

REPRESENTATI VE KOTT nmintained his objection to Amendnent 1, as
anmended.

10: 04: 00 AM

REPRESENTATI VE ROKEBERG, in response to Representative Neuman,
confirmed that the legislature did pass legislation that added
somre $6 nmillion for fuel assistance to organized conmunities
t hroughout the state.

COCHAIR THOVAS noted a House floor amendnent to the
aforenentioned legislation that would ve provided $3,500 to
unor gani zed comrunities fail ed.

10: 04: 57 AM
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REPRESENTATI VE ROKEBERG interjected that the legislation wasn't
intended as fuel assistance but rather [to provide assistance]
Wi th no strings attached.

10: 05: 26 AM

A roll call vote was taken. Representati ves LeDoux, Neunan,
Ci ssna, Salnon, and Thomas voted in favor of the adoption of
Amendnent 1, as anended. Representatives Kott and O son voted
against it. Therefore, Amendnent 1, as anended, was adopted by

a vote of 5-2.

10: 06: 09 AM

REPRESENTATI VE NEUMAN noved to report HB 49, as amended, out of
commttee with individual recomendations and the acconpanying
fiscal notes. There being no objection, CSHB 49(CRA) was
reported from the House Comrunity and Regional Affairs Standing
Commi ttee.

ADJ OQURNMVENT

There being no further business before the commttee, the House
Community and Regional Affairs Standing Commttee neeting was
adj ourned at 10:06: 27 AM
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