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PCSI TI ON  STATEMENT: Encouraged the committee to support the
decrease in the commercial vessel passenger tax for Al askans and
Al askan | obs.

CRAI G DUNCAN, Fi nance Director

Cty & Borough of Juneau

Juneau, Al aska

POSI TI ON  STATEMENT: D scussed the financial inpact of the
$34.50 comerci al vessel passenger tax in Juneau.

ACTI ON NARRATI VE

9:08: 52 AM

CO CHAI R CATHY ENGSTROM MUNOZ called the House Comunity and
Regi onal Affairs Standing Committee neeting to order at 9:08
a.m Representatives Munoz and Herron were present at the call

to order.

Overview. Visitor Industry Inpact in Al aska

9:09: 06 AM

CO- CHAIR MUNQZ announced that the only order of business would
be an overview of the inpact of the visitor industry in the
st at e.

9:09:55 AM

CURTI S THAYER, Deputy Director, Depar t ment of Conmer ce,
Communi ty, & Econom c Devel opnent (DCCED), related that he would
di scuss a recent study DCCED conm ssioned from the MDowel l
G oup regarding the economc inpact of the tourism industry on
Al aska's econony. He then turned attention to the slides
entitled "By the nunbers ...," the first of which uses pie
charts to relate the Alaska visitor volune as well as the cruise
mar ket share in the sumer of 2009. He inforned the conmttee
that about two-thirds of sumrer visitors are cruise ship
passengers. Approxi mately 65 percent of Alaska's [summer]
visitors arrive by ship. Another way to neasure the percent of
visitors to the state is regarding how the tourist entered and
exited the state. When tourists enter Al aska, they often exit
by airplane, ferry, and highway. The total nunber of visitors
to the state [in 2009] was 1.58 mlIlion. Referring to the first
slide entitled "The Good," he pointed out that those visitors
produced about $2.1 billion in total visitor industry spending
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and $3.4 billion in direct, indirect, and induced spending.
Visitor industry enploynment accounts for about 36,000 jobs. He
then highlighted that in Southeast Alaska tourism anounts to
about 21 percent of the econony whereas in the Interior tourism
anounts to about 9 percent of the econony and in Southcentral it
anounts to about 7 percent of the econony. Touri sm produces
$1.1 billion in labor income and $2.8 nillion in tax revenue to
state and |ocal governnents. Tourism spending in Southeast
Al aska anobunts to about 35 percent, Southcentral Al aska about 43
percent or a little over $600 mllion, Interior Al aska about
$230 million, Southwest Al aska about $88 nillion, and the Far
North about $21 mllion. He then reviewed the visitor spending
by region and sector as illustrated by the pie charts in the
present ati on. M. Thayer then reviewed the visitor industry
enpl oyment totals per region, wth Southcentral having the
hi ghest anount of enploynent in the visitor industry as 17,600
are enployed in Southcentral Alaska. He nentioned that although
the enploynment in the Far North region is the |owest with 300
enpl oyees, it is growing as there are a lot of small niche
mar kets such as in Kaktovik and Prudhoe Bay. He noted that the
Ofice of Economc Devel opnent through the tourism agency is
mentoring smaller progranms in the Far North region.

MR. THAYER reviewed the graph entitled "Selected Revenues to
Muni ci pal and State Governnents OCctober 2008-Septenber 2009".

The total muni ci pal revenue tourism generated in the
aforenentioned tinmefrane was $69.8 mllion. Revenue gener ated
by tourismin the form of sales tax totaled $28.9 million while
the anount generated in bed taxes totaled $23.5 mllion. He

pointed out that the decline in tourismresults in a decline in
all economes across the state; the difference resulting from
the decline is usually nmade up by private property owners. The
state receives revenues from tourismthat total $138.8 mllion

including the commercial passenger vessel tax in the anount of
$46.4 mllion, the passenger ganbling tax in the anmount of $6.3
mllion, and the OCcean Ranger program in the anount of $4

mllion. The state revenues also include revenues in the
foll owing categories: nonresi dent  fishing/hunting/trapping
licenses and tags, Alaska Marine Highway, Al aska Railroad,
vehicle rental tax, and corporate incone tax. The total
sel ected revenues anount to $208.6 mllion.

MR. THAYER, referring to the slides entitled "The Not So Good"

informed the comrmittee that after decades of growmh [in
tourism, visitation declined 7 percent |ast year. The decline
resulted in a loss of $270 million in spending in Al aska. This
summer al one, cruise ship passengers are expected to decline by
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140, 000 passengers. The decline in cruise ship passengers
amounts to a $150 nmillion loss in the state's econony and the
| oss, over a two-year period, in nearly 5,6 000 jobs. These are
jobs in nmom and pop small businesses. He then directed
attention to the slide wth the chart entitled "Loss of
government revenue from 2009 decline"”, which specifies the
percent loss in bed tax revenues, vehicle rental tax revenues,
Al aska Department of Fish & Gane (ADF&S) license sales, and
sales tax revenues. He told the conmttee that Whittier expects
to have 88,000 less visitors, which will also inmpact Anchorage
car and hotel rentals. He rem nded the conmttee that |osses in
sal es tax revenues have to be made up by residents in the area.

9:17:19 AM

MR. THAYER noved on to the slide "Wat can be done?" which
hi ghlights the governor's tourism enhancenent |egislation. The
governor's | egislation reduces the head tax from $46 to $34. 50,
but keeps intact the corporate income tax, the ganbling tax, the

Ccean Ranger tax, et cetera. The governor's legislation also
clarifies the guidelines on appropriating tax proceeds,
[relates] long-term and sustainable marketing efforts, and
removes barriers that inhibit growh. Al aska's nmarketing
efforts have slipped, especially in conparison to other
countries. For instance, Australia spends alnpost $70-%$90
mllion on marketing. Referring to the slide entitled "Benefits

to state", he highlighted that the tourism industry has agreed
to drop its lawsuit against the state and reconsider cruise ship
depl oynents for 2012 beyond, if the head tax is reduced. He
pointed out that cruise ships nake these determ nations 18-24
nmont hs ahead. Therefore, it took a while for the redeploynents
to occur after inplementation of the head tax and will take tine
to get these ships back in Alaska. He enphasized that Europe is
experiencing double digit increases in the nunber of visitors
and ships are being built that aren't going to be deployed in
Al aska. "So, it's not that there's a problem in the industry,
the problemis that Al aska has the highest tax and environnenta
regulations in the world,” M. Thayer said. He then highlighted
ot her benefits to the state, including putting Al askan famlies
and businesses back to work and growing and diversifying the

state's econony. In conclusion, M. Thayer related that
reducing the head tax is the one piece of Ilegislation that
impacts nore small businesses and the entire state than any

ot her piece of |egislation.

9:19:53 AM
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CO CHAIR MUNQZ noted her appreciation for M. Thayer's work and
the informati on he has provi ded today.

9:20: 36 AM

STEVE HI TES, Por t Comm ssi oner, Skagway Port Commi ssi on,
paraphrased from the following witten testinony [original
punct uati on provided]:

| am a 37-year resident of Skagway, and have served on
our City Council. | am currently serving as a Port
Conmi ssi oner .

In 1986 ny wfe and | took our life saving and
invested them in three 1920s antique autonobiles for
sightseeing tours. W drove all of our own city tours
ourselves. My brother-in-law was the conpany nechanic
and back-up driver. The norning that we finally
started up our new tour business, we had exactly $50
in the cash box, and it was the very last of our
famly' s noney. But the ships canme in, they were ful
of people who wanted to see “CGold Rush Skagway”, and
we were there to showit to them

The growing cruise industry allowed us to grow our
busi ness, create other jobs for other famly nmenbers
(my sister-in-law, her husband, ny sister, ny nephew,
my son), and create new jobs for other people in the
community. Sone of these jobs are now year-around,
even in a seasonal industry. W devel oped property,
paid property taxes, started up several ot her
busi nesses, and collected sales taxes on all of our
transactions for the Gty. The Gty s revenue grew.

The individual job that is created by a private sector
conpany in a conmmunity is essential to understanding
the real value of cruise tourism The person with a
job in tourism job pays rent, buys groceries, goes to
the hardware store, buys clothing, purchases gasoline
for their car, goes to local restaurants and bars, and
pays the local electric, phone, and internet provider
for service. As all this is happening, the conpany
this person works for is purchasing supplies and
materials for their business in the sane way. Tourism
is a spending multiplier, and its effect puts the
tourism dollar into the hands of a broad and diverse
set of actors, reaching into many businesses and
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touching a wider and w der range of individuals across
a comunity.

In 1986 when we started our business there were
100,000 cruise visitors to Alaska. Alaska hit one
mllion cruise visitors a year in the sumer of 2007.
It had never happened before: it was a huge m | estone
achievenent. But since that tinme, the Al aska Cruise
Ship initiative, which added a series of taxes, fees,
and regulations onto the top of existing port
expenses, increased the cost of operating in Al aska.
For 2010, Alaska has |lost 140,000 berths. This has
never happened before, either.

Al askan comrunities built “churches for Easter”: docks
and facilities that could handl e the busiest days with
stacks of four and five ships in port at the sane
tine.

It was our decision to do this. Wre the ones that
went to the bank, took out the loans, and built the
infrastructure. We bought extra buses, railroad cars,
built new gift shops, restaurants, and theaters. W
did this all based on the optimstic business
probability that this was all going to continue to
happen the way we had seen it happen every year for 30
years. And if there had been no Cruise ship initiative
the probability is that things mght have continued.
Certainly there would have been fluctuations in
traffic, but we would not have seen ships renoved from
the region because of the unacceptably high cost to
operate in Alaska vs. the lower <cost to operate
anywhere el se.

It’s |like noving noney from a bank account: if you're
going to get a better interest rate at another bank
you nmove your funds.

Renenber: the cruise lines wll ALWAYS fill their
shi ps, one way or another, whether they have one ship
or 25 ships sailing in the region. The question is:
how nmuch of a “push” do the cruise lines put behind
your region? As they grew their fleet presence, the
industry grew their marketing budgets until they were
spending sone $75 mllion each year marketing Al aska
to get their one mllion passengers. But when they
renove ships froma region, they also pull back their
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marketing dollars so that noney follows the ships.
Wth the |loss of three big ships and 140,000 berths in
2010, Al aska has lost some $11.75 million in cruise
line marketing support this year alone. That's why the
State needs to address a funding source for Al aska
mar keting: a huge chunk of it just sailed away! And
27% of the people who take an Al aska cruise returned
as an independent traveler within three years. THAT S
where our “independent travelers” were comng from
too. Reduce your cruise ship traffic now, and you wl|
reduce your independent traffic down the road.

So in addition to the thousands of jobs, hundreds of
busi nesses, and the mllions of dollars in economc
benefits to comunities, there is an overall benefit
to all Alaska tourism all of it as an outflow from
the ship. This happens just by letting the ship cone
in. None of it happens because soneone watching the
ship sail by decides they “deserve a piece of the
action”.

This is a clean industry. The di scharge water com ng
out of a cruise ship’'s outflow pipe is cleaner than
the water com ng out of any nunicipal sewage treatnent
plant in any city or town in Alaska. Mny snal
Al askan towns don’t have recycling prograns, prograns
that are in place on nost cruise ships sailing in
Al aska. The ships have to recycle their waste. But
vocal citizen advocates in Alaska have succeeded in
i nposing a higher bar on the cruise industry than on
any Alaskan comunity. One article in an extrem st
envi ronnmental publication described how cruise ships
suck the life and beauty out of the |and as they pass,
| eaving behind only a blue haze of exhaust hanging in
the air, and a polluted ocean in their wake.

The inplication is that cruise ships are destructive
by their very existence. This is patently absurd.

Al aska’s |eaders need to stand up to the extrem sts
and the extrene regul ations and taxes they pronote for
their agendas. These extrem sts are the nost dangerous
opponents of Alaska’s comunities. Their course wll
wreck our econony, renove paths to wealth, and
elimnate opportunities. Al askans don’t want this. But
there are many people who are easily swayed by the
seductive “spin” put out by the extrem sts. The only
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way to counter this is to dissenminate truthful
i nformati on about the value of this industry with our
nei ghbors, comunities, and governnent. The end result
will be a public that understands the facts, and that
isS open to supporting the industry.

The cruise tourismis a partner in our econony. They
are just |ike ol and gas, mning, tinber, and
fishing. They are NOT a “target” to go after to try to
bal ance a budget. They are not a source of unlimted
funds that can be tapped to pay for everything. They
are an engi ne of regional econom c grow h.

Those of wus in business, in local Governnent, those
who were the direct beneficiaries of the cruise
industry’s growh, we are the nost to blame. We didn't
properly stand up for the cruise lines, or rally our
nei ghbors to our cause against the extremsts. It’s
our fault. Quoting Pogo, the sage comc strip possum
from the bayous of Louisiana: “W have net the eneny,
and he is us.”

It’s no different than an auto manufacturer in Detroit
| ooking at his cost of doing business there. If | can
make nore noney, if | can be nore profitable for ny
sharehol ders, if | cannot get the people in Detroit to
understand the reality of my financial situation, I
will nmove ny factory to Tennessee. If you're the Mayor
of Detroit, or the CGovernor of Mchigan, or a nenber
of the Mchigan |egislature, and you don’'t UNDERSTAND

that, it's YOUR loss. It'’s no skin off the auto
manufacturer. Really. He may not WANT to do it, but he
will. He HAS TO. It’'s about the health and survival of

hi s busi ness.

The cruise lines don't WANT to |eave. Al aska cruises
have a good market niche. But they can make a whole
ot nore noney putting their ships in other places
where they don’t have such high costs and restrictive
regulations. The lines are building and [|aunching
al nrost two dozen brand new cruise ships in the next
two years to neet the growng world demand for cruise
vacations. NONE of them are coming to Alaska. Qur
destination S too expensive, and no | onger
conpetitive in t he crui se i ndustry. Econom cs
absol utely DOES enter into the equation.
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The extremists tried to tell the Al askan public that
econonmics didn’t matter. They li ed.

“I't’s only fifty bucks”, they said. No, that’s not
right, that’'s not true or factual, it’'s over $50
mllion every year, $150 mllion in total so far, and
SO you can’t say that.

Their $50 million State head tax this year wll be
responsible for over $93 nmillion in lost revenues to
busi nesses in Southeast Al aska, and over $165 nillion
| ost statewide. So a “tax on crui se passengers” really
ends up taking three tinmes as nmuch out of the pockets
of Al aska small businesses. That was NEVER the intent
of that legislation. It was NEVER the intent of the
voters in Al aska.

Facing the loss of cruise passengers to Skagway this
summer, after 15 years | have closed ny Skagway r et ai

busi nesses, and with it, elimnated 5 jobs. | have
cancel ed orders with dozens of small *“nade-in-Al aska”
famly conpanies who were ny suppliers. Those orders
were worth thousands of dollars annually. These orders
have stopped. | have had to reduce ny driving staff by
two full-time positions, and two half-tinme positions.
And, because we know that with fewer ships again next

year things will be even wrse, ny wife and | have
al ready decided that we have to elimnate a m ni nrum of
two nore full-tine jobs next year as well. This was

NEVER the intent of the cruise ship initiative. It was
NEVER the intent of Alaska's voters.

No one knows what havoc and econom ¢ destruction wll
cone in the wake of the loss of 140,000 cruise

visitors: but enployees will be laid off, jobs will be
elimnated, businesses wll close, and communities
will lose their local tax base. Al of this so the

initiative sponsors can say they have created a
“steady flow of tax noney comng in” to the State from
the crui se ships?

VWere will that noney cone from when these excessive
taxes and regulations drive away all but a handful of
ships, and the source of all those taxes is no |onger
around to take further abuse? VWhat wll the State do
when a dozen fornmerly prosperous comrunities, whose
| ocal tourism economies have been wecked by the
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initiative, conme begging, hat in hand, pleading for
hel p? What industry will the extrem sts, the pirates,
try to extort noney from next?

Wen the extrem sts started preaching their views, we
ignored them thinking their off-the-wall comments
were the raving of crazed anarchists. W |earned that
if crazy things get said over and over enough tines

unfortunately, unbelievably, sone people start to
bel i eve them

9:30: 45 AM
MR H TES conti nued:

W are greatly heartened by Governor Sean Parnell’s
historic wvisit to the Seatrade Cruise Shipping
conference in Mam last nonth, where he personally
met with our <cruise line customers. The Governor
carried our mnessage to the cruise industry: Al aska
hears you. And Al aska is open for business.

Now it’s the crucial job of this body to pick up on
the Governor’s lead, and urge your colleagues in the
House and Senate Finance Committees to nove the needed
| egislation out onto the floors of these chanbers for
di scussi on and vote.

Depl oynment of cruise ships to Alaska is usually nmade
by March 31°'. At |least one of the major lines has said
that they will wait to nake their depl oynent deci sions
until after this Legislative session ends. |If the
lines do not get sone relief, | believe they will have
no choice but to nake additional reductions in tonnage
in 2012. Gven that, the next opportunity for Al aska
to reverse this downward curve and the collateral
damage it will cause will be for the sumer of 2013.

Many small businesses will not nmake it that |ong. For
many of us, our fam |y businesses have been our life’'s
work. We are watching that life’'s work crunble before
our eyes. We are here to plead for help. You can stop
this. Wth your vote, you can change this around.

There is a big wide world covered with ocean just out

there. Cruise ships can go ANYWHERE on it. Thousands
of working Al askans and their famlies |ook forward to
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wel coming sone of them back in the not-so-distant
future.to Al aska.

9:32: 39 AM

CO CHAIR HERRON inquired as to M. Hites' reaction to the recent
bri efing paper regarding the commercial vessel passenger tax and
the newspaper article relating that there is a pending
settl ement pending | egislation.

MR HITES related that his first reaction was thank goodness
there m ght be a chance for this. He clarified that although he
has worked all his adult life in tourism he doesn't work for
the cruise industry but rather works with them He referred to
the cruise industry as his customer and |ike any other business
trying to nmake a little noney. M. Hites said that his second

reacti on was concern whether the [pending legislation] will nake
enough of a difference to matter soon enough. He related his
belief that there is opposition to reducing the tax as well as
confusion and m sunderstandi ng. In fact, sone believe the

econony is the problem which he opined isn't the case. He
further related the desire to work with the government and nmake
this work. M. Htes then acknowl edged that the voca
opposition who led the initiative collected 10,000 signatures,
but pointed out that he's representing 32,000 [tourisn] jobs.
The future, he opined, is terrifyingly uncertain.

9:36: 20 AM

CO- CHAIR HERRON recalled that those in opposition to reducing
the cruise vessel passenger tax suggest decreasing it to $39
rather than to $34.50 as is proposed in |egislation. He
inquired as to what's the neaningful difference in anobunt, nost
specifically he inquired as to why a reduction of approximtely
$11 would work [for the cruise industry] and a $7 reduction
woul dn' t .

MR. HI TES responded that it's a fornula of net onboard revenue.
He enphasized that the opposition doesn't understand because
they don't understand that after the cruise line takes all its
costs, they make a 10-11 percent return. Wien the $50 tax is
added on top of that 10-11 percent return, it results in a 1-2
percent return. There isn't a profit margin there, which is why
the cruise lines are going to the Mediterranean. At that point,
the argunent is no longer on a reduction of $7 versus $11 but
rather is an argunent with another country such as Spain. This
matter isn't $50, it's about the future of Al aska, he stressed.
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9:38: 59 AM
CO CHAI R HERRON t hanked M. Hites for his testinony.

MR HTES said it's an honor to be a part of this industry and
to be blessed to be in Al aska and share it with others.

9:40: 09 AM

FRED REEDER, Port Manager, Cruise Line Agencies of Al aska,
returned to the earlier question regarding why a reduction of
the tax to $34.50 was chosen. In order to understand why the
$34.50 was chosen, one needs to return to the founding fathers
and the Articles of Confederation under which the states were
nore in charge than the federal governnent. As goods starting
nmovi ng, communities taxed goods as they noved through their port
such that those further down the line paid nore for the goods.
The founding fathers decided that just because the barge went by
a community, that community couldn't just tax it. Therefore
the Tonnage C ause was inserted into the constitution specifying
that the service provided to a vessel can be taxed, but just
because a vessel passes by it can't be taxed. Because there was
litigation in effect from the Al aska Cruise Association the
original 2006 initiative specified that 25 percent of the
proceeds from the tax would be used to create subaccount, the
regi onal inpact fund. He explained that $34.50 is 25 percent of
$46.00. He then inforned the comrttee that |ast year there was
a case, Bridgeport Ferry Authority v. Bridgeport Ferry in which
the Second Circuit Court of Connecticut found that the authority
had raised the price of the ferry ticket by $1 per head and then
spent those funds on things not related to providing services to
the ferry passengers. In that case, the judge said the
authority couldn't [increase the ticket price by] $1.00 if the
entire $1.00 wasn't spent on providing services for the ferry
passengers. The | udge, after reviewing the authority's
expenditures of the $1 per ticket, determned that the authority
could only account for $.25 of +the $1.00 it collected.
Therefore, M. Reeder said he believes that there was review of
what was | egally defensible of the $46.00, of which the regional
i mpact fund was the first. The farther away the funds are spent
from the port at which they were collected, the nore the judge
will review the Iline item expenses of the port. The
af orenenti oned neans that the state would be held [responsible]
for noney it already spent. He opined that the state has |ikely
spent funds collected from the tax on projects that won't be
defensible in the |awsuit. Therefore, although the state may
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prevail in the lawsuit, it won't be at the full $46.00 |level and
thus the state will have to rei nburse passengers. He estinmated
that the state would have al ready spent about $50 mllion. Wth
regard to the community offsets for Juneau and Ketchikan, M
Reeder said those are already taxes that are being taxed and
probably legally defensible expenses. The other good part in
the proposed Senate legislation is that the final section
di scusses performng a study after three years in order to
determ ne how much noney was collected, spent, and the anount of
needs request ed. The aforenentioned is the best part of the
proposed Senate | egislation, he opined.

9:46: 55 AM

MR. REEDER informed the committee that the Gty of Sitka is
facing a $1 million loss in sales tax revenue because of the
decrease in cruise ship passengers. The City of Sitka has
al ready been before the legislature to increase the nunicipal
revenue sharing. |If the City of Sitka is given $1 mllion extra

to account for the loss in cruise ship passenger [revenues],
then there's less noney to provide to Anaktuvuk Pass or other
sources of funds have to be sought. Those Al aska conmunities
that can take care of thenselves should do so. Such action
frees up funds for those comunities that don't have a strong
econoni ¢ base. He reviewed the losses Sitka is going to face

and questioned from where the funds wll be obtained. He
predicted that the Cty of Sitka wll cut teachers, police
officers, and other staff. In fact, such discussions are

al ready occurring. Therefore, he enphasized that bringing back
cruise ships is a good thing for the conmunity.

9:48: 54 AM

MR. REEDER related that he was born in Sitka in 1952 and has
seen the comunity change since that tine. He further related
that when he graduated from Sitka H gh School in 1971, the
Al aska world was avail able. Currently, M. Reeder has three
children, who he always anticipated would work for him if they
so chose. This summer his eldest son wll work for himand earn
$9-$11,000 for the summer. He explained that typically he hires
seven college students, but this year he wll only have two
col |l ege students working for him He said he has been saddened
because he has had to turn away five college students. The City
of Sitka, he related, is short 100 jobs in the tourismindustry.
Al though many of the tourism jobs are seasonal in nature, they
provi de hopes and dreans for Al aska youth. He noted that
al though his mddle son and daughter were lucky and did find
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jobs in the tourism industry, they are not as good or as well
paying as the jobs he offers. He then inforned the conmttee
that probably 15 fairly wealthy nen have noved from WAshi ngton
State to Sitka, [opened businesses], and enployee people in
Sitka. Upon contenplation as to why these nen noved from Sitka
to Washington, he determned it was due to the fact that Al aska
has |ess taxes than Washington State. He opined that people
living in areas that are over taxed nove to an area that taxes
| ess. "The econom c benefits of those states that tax less is
amazi ng. W are the benefit of Wshington's high taxes nuch
like the Cty of Sitka has |ow taxes and encourages people to
nove there, we need to make sure that in our visitor industry
that we keep our taxes |low and continue to ask people to cone
here,"” he opined. The state's |low taxes benefit all Al askans.
In conclusion, M. Reeder encouraged the conmttee to support
t he decrease in the head tax for Al askans and Al askan j obs.

9:55:56 AM

CRAIG DUNCAN, Finance Director, Cty & Borough of Juneau,
clarified that he is present to discuss the financial inpacts of
$34.50 on Juneau, not the nerits of the $34.50 tax. He
explained that the Cty & Borough of Juneau (CBJ) funds its
operations with a conbination of property taxes and sal es taxes.
In 2008 the property and sales tax was about equal. However,
begi nning in 2009-2010, the sales tax has declined rapidly and
is actually less than the property tax by a significant anount.
The decrease in the sales tax is due to a conbi nation of things,
i ncluding the econom c down turn. In fact, there has been a 6
percent in Jlocal sales from local year round residents.
However, the actual decrease in the sales tax is significantly
greater, which he mainly attributed to a reduction in the cruise

shi p passengers. He informed the commttee that approximately
20 percent or so of CBJ's sales tax revenues are from tourism
mai nly from cruise ship passengers. The actual inpact due to
the decline in tourists is about 40 percent of the reduction.
The tourism going fromover 1 mllion [visitors] to a projected
860,000 [visitors] represents several mllion dollars of sales

tax revenue to the city, which places the city in a negative
financial situation along with other issues. Therefore, CBJ has
had to reduce its operating budget by sonme $4 nmllion.
Fortunately, that reduction was acconplished without elimnating
occupied positions but rather it included the elimnation of
vacant positions. M. Duncan related that he has heard reports
that those businesses that deal solely with tourism are sinply
not going to reopen this year. The aforenentioned will inpact
the sales tax collected as well as the econony related to
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enployment in the year round businesses that [the seasonal
touri sm busi nesses] support. He then referred to a graph he
provided to the commttee which illustrates that the drop from
2008- 2010 is about 6.5 percent. The critical part is that the
city continues to have cost increases. Had the city continued
to experience the sane trend [prior to the decrease in tourisny,
the city would ve collected 14 percent nore than its current

| evel . The sales taxes for CBJ are down to 86 percent of what
was anticipated prior to the econom c recession and decrease in
crui se ship passengers. O that 14 percent reduction, a nore

than proportional piece is due to the fact that the cruise
industry is pulling ships from Al aska. Those 140,000 passengers
wi |l nmake about a 40 percent inpact on the sales tax. The graph
illustrates that in 2011-2012 CBJ's sales tax inproves and sone
increases in the econony in terns of the Kensington M ne.
However, the increase will not occur in the [tourism area] if
the cruise industry continues to have fewer passengers in
Juneau.

CO CHAIR MUNQZ requested that M. Duncan comrent on the inpact
of property tax reassessnents due to property value decreasing
in the visitor sector.

10: 01: 16 AM
VR. DUNCAN, in response to Co- Chai r Munoz,
said that at this point it's a Ilittle early because the

assessnments for the fiscal year ending in 2011 are assessed
January 1, 2010, which was three nobnths ago. He then related
that comercial properties did decrease quite a bit |ast year,
by about 8 percent boroughw de. However, he opined that the
reductions will occur this sumer when there is a full reduction
in the cruise ship passengers on those businesses that target
tourism Therefore, there will Ilikely be large reductions in
the 2011 assessed val ue. How nmuch the reduction wll be, he
said he could estimate.

10: 02: 21 AM

COCHAIR MUNOZ asked if the $4 mllion deficit CBJ faces for
this biennial budget cycle also take into account projections on

property.

MR DUNCAN replied yes, but clarified that the deficit is $4
mllion per year. Therefore, [the deficit] is $8.8 mllion in
the two-year budget. Therefore, it's a significant cut and work
on cuts has been going on for a year now. The $8.8 mllion
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deficit is due to a conbination of things, perhaps 50 percent or
less of it is attributable to sales taxes. The property tax
projections assune stable comrercial property, which is being
assurmed because the belief is that any reductions in comerci al

property reductions due to a decline in tourism wll be offset
by the opening of the Kensington M ne. However, he confirmnmed
that there will be reductions in property valued of comrercial

properties that are seasonal .

10: 04: 11 AM

CO CHAIR MUNQZ thanked everyone for their participation. She
then related that she feels very confident that progress is
being made and there will be |egislation addressing the cruise
shi p passenger tax.

10: 04: 55 AM

ADJ QURNVENT
There being no further business before the commttee, the House

Community and Regional Affairs Standing Commttee neeting was
adj ourned at 10:04 a.m
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