SENATE FI NANCE COW TTEE
January 30, 2009
9:00 a.m

CALL TO ORDER

Co-Chair Stedman called the Senate Finance Comm ttee neeting
to order at 9:00:37 AM

VEMBERS PRESENT

Senator Bert Stednan, Co-Chair
Senator Charlie Huggins, Vice-Chair
Senator Johnny Ellis

Senator Kim Elton

Senat or Donny O son

Senat or Joe Thomas

MEMBERS ABSENT

Senat or Lyman Hof f man, Co-Chair
ALSO PRESENT

Johanna Bal es, Deputy Director, Tax Division, Departnent of
Revenue; Phillip OCates, Cty Manager, Cty of Seward.

SUMVARY

"Presentation: Conmercial Passenger Vessel Excise Tax
Updat e.

Present ati on:
Commer ci al Passenger Vessel Excise Tax Update

Co-Chair Stedman clarified that the excise tax, comonly
knowmn to the conmttee as the crew ship head tax, has
several elenments and that there are limtations as to how
the revenue can be spent. He reported that the Ofice of
Managenent and Budget would be before the committee at a
| ater date to answer further questions.

9: 03: 56 AM

JOHANNA BALES, DEPUTY DI RECTOR, TAX DI VI SI ON, DEPARTMENT OF
REVENUE, introduced a PowerPoint presentation *“Conmerci al
Passenger Vessel Excise Tax (CPV)” (Copy on File). She
shared that the tax and the subsequent provisions of the
tax, was initiated thorough a public initiative process. The
tax took effect on Decenber 17, 2006. She read from Slide
1b, “Initiative Overview (Revenue Provisions)”:
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* Inmposes a $46 CPV tax on large cruise ships (over 250
bert hs).

 Levies a tax at the rate of 33 percent of adjusted
gross inconme on cruise ship ganbling activities in
state waters.

e Subjects cruise ship conpanies to Alaska' s corporate
net incone tax.

» Assesses a $4.00 per passenger berth fee to cover the
cost of state-enployed marine engi neers (Ccean Rangers)
to observe health, safety and wastewater treatnent and
di scharge operati ons.

Ms. Bal es explained that the tax consists of the $46 CPV tax
and the $4 Ccean Ranger fee, bringing the cruise ship tax to
a total of $50 per passenger.

9: 06: 09 AM

Ms. Bales discussed Slide 3a, “Departnent of Revenue
Responsibilities”:

e Adm nister and collect the corporate net incone tax.

* Admnister and collect the 33% cruise ship ganbling
t ax.

* Administer and collect the $46 CPV tax (comonly
referred to the cruise ship “head tax”).

e Account for and disburse proceeds of the tax as
directed by the | egislature.

e Draft regulations for all tax purposes.

9:08: 04 AM

Ms. Bal es parlayed that Al aska has had a corporate incone
tax for many years. She pointed out that in the past foreign
flag vessels, which cruise ships generally are, were exenpt
from Alaska’s corporate tax under a federal provision that
the state had adopted. The initiative reversed the adoption
of the federal provision nmaking all foreign flagged vessels
subject to Alaska’s corporate inconme tax. She continued to
Slide 3b, “Adm nister and collect the corporate net incone
tax”:

e Cruise ship owers are subject to the corporate incone
tax just like all other corporations in Al aska.

e Mney collected is deposited in general fund (no
current estimate of revenues).

e First tax returns due April 15, 2008.

e There is no revenue sharing to nmunicipalities fromthis
tax type.

* Regul ations effective Cctober 2007.
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Ms. Bal es addressed Slide 4a, “Adm nister and collect the 33
percent cruise ship ganbling tax”:

* Regulations effective April 11, 2008.

e Tax is inposed on adjusted gross incone received from
ganbling activities conducted in state waters.

* Adjusted gross incone is gross ganbling proceeds |ess
prizes paid out and federal and nmunicipal taxes
| nposed on the incone.

e Annual return with the first returns due April 15,
2008.

* Revenue deposited in CPV tax account.

Ms. Bales continued to Slide 4b, “Adm nister and coll ect the
$46 CPV tax, (“head tax”)”:

* Levied on the cruise ship passenger per voyage.
e Paid by the cruise ship ower or operator.

e Due by the end of the nonth following the nonth in
whi ch t he voyage ended.

* Due for each voyage lasting |onger than 72 hours.

e Mist report the nunber of passengers at each Al aska
port of call.

9:11:12 AM

Senator Elton understood that the head tax was being paid to
the state by the cruise ship owner but was collected from
t he passenger. Ms. Bales clarified that that was correct. He
t hought the |anguage was confusing and could | ead people to
believe that the tax was being assessed to the cruise ship
owner when in fact it is added to the ticket price paid by
t he passenger. Ms. Bales agreed the |anguage could be nade
cl earer.

9:12: 37 AM

Ms. Bales addressed Slide 5a “Account for and disburse
proceeds of the CPV tax as directed by the |egislature:

e CPV tax is deposited into a sub account of the general
fund as foll ows:
o CPV tax account -75 percent of proceeds or $34.50
per person.
0 Regional Cruise Ship Inpact Fund -25 percent of
proceeds or $11.50 per person.

Ms. Bales turned to a chart on Slide 5b depicting receipts
from the CPV tax. The chart illustrates the cruise ship
season revenue in FYO7 and FY08, mnus the ganbling tax
revenue. There were approximately 1 mllion passengers each
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year. In 2007 the deposits into the two accounts totaled
$46, 306, 774. I n 2008 the deposits total ed $46, 755, 412. Slide
6a breaks these nunbers down nonth-by-nonth. Slides 6b and
7a depict the breakdown of the cruise ship season revenue
deposits in pie chart format. The projected cruise ship
season revenue, based on previous years, is $46,800, 000
total. Slide 8a shows the 2007, 2008 and projected 2009
numbers conbine for a total of $139, 862, 186.

9:15:16 AM

Ms. Bales hoped the 2009 tourist season would be as
successful as is projected. She stressed that all the funds
deposited into the CPV account are subject to statutory
guidelines as to how they should be spent. She discussed
Slide 8b, “CPV Tax Account”:

* Revenue disbursed to comunities under “first five
ports of call” rule comes fromthis account.

* @Ganbling tax revenue deposited in this account.

* Legislature nmay appropriate noney from this fund “for
state-owned port and harbor facilities, other services
to properly provide for vessel or watercraft visit, to
enhance the safety and efficiency of interstate and
foreign comrerce and such other | awful purposes.”

9:17:34 AM

Ms. Bales turned to Slide 9a, detailing the first five ports
of call (estimated disbursenent of $10 million annually):

» $5 per passenger shared with first five ports of cal

e Port of call

o Mist be a municipality or borough.

o Must be location where passengers enbark or
di senmbark (includes lightering of passengers).

o Cannot have its own passenger tax.

o Boroughs not wunified with a nunicipality my
recei ve $2. 50 per passenger.

o Cannot also receive funds from “Regional Cruise
Ship I npact Fund.”

9:19: 28 AM

Ms. Bal es addressed Slide 9b, “Revenue Sharing”:

« CPV Tax Account
o First 5 ports of call
= Legislature appropriated amount needed for
community revenue sharing from 2007 cruise
ship season- 2 disbursements mmde to
communities in Decenber 2007 and June 2008.
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= Legislature appropriate anount needed for
community revenue sharing from 2008 cruise
ship season- 1 di sbur senent made to
communities in January 2009.

9:20: 39 AM

Ms. Bales detailed the anpbunts received by comunities in
the first five ports of call as delineated on Slide 10a. She
explained that sone comunities receive shares based on
$2.50 per passenger instead of $5.00 per passenger. Those
comunities have a different share base because they are not
unified wthin the borough in which they are | ocated.

Co- Chair Stedman asked for a list of the ports with a $2.50
share base. Ms. Bales replied that Honer and Seward were
i sted because they are not unified with the Kenai Peninsul a
Borough. The City of Ketchikan has it own passenger tax but
t he Ketchi kan Borough, which is not unified with the city,
receives the $2.50 share. Co-Chair Stedman wondered where
the Cty and Borough of Juneau figured into the share base
equat i on.

Senator Elton asked for nore discussion of the different
communities on the list. He queried how the departnent made
t he decisions on share distribution in Hoonah where the port
is privately owned and the passengers are discharged
of f shore.

9:23:10 AM

Ms. Bales answered that the Gty of Hoonah qualifies under
statute for it’'s share because the private dock used by the
cruise ships is located wwthin the nmunicipality.

Ms. Bal es continued with Slide 10b, “CPV Tax Account”:

« CPV Tax Account

0o Remmining revenue (after sharing with first 5
ports of call) is not shared with communiti es.

o Funds can be used to “for state-owned port and
harbor facilities, other services to properly
provi de for vessel or watercraft visit, to enhance
the safety and efficiency of interstate and
foreign conmerce and such other | awful purposes.”

o Funds can be used for state projects in specific
communi ties.

o Appropriation is requires by the |egislature.

9:24:29 AM

Ms. Bales di scussed Slide 1l1a, which is a pie chart
depicting total CPV revenues of approximately $10 nillion
that will be deposited based on the projected 2009 season.
There were appropriations in the 2009 budget of
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approximately $15 million nade to the Departnent of
Commerce, Comunity and Econom c Devel opment (DCCED) for
muni ci pal grants. The proposed 2010 capital budget includes
another $39 mllion capital projects. The projects in the
port comunities are spilt between the DCCED and the
Depar t ment of Transportation and Public Wrks. | f
proj ections are accurate there will be $20 nmillion remaining
in the account for future appropriation.

Ms. Bal es addressed Slide 11b, “Regional Cruise Ship Inpact
Fund” (estimated amount available for appropriation- $11.6
mllion annually):

* Disbursenents from this fund nust be appropriated by
| egi sl ature.

* Funds can only go to nunicipalities and other
gover nnent al entities “inpacted” by ~cruise ship
activity.

9:27: 09 AM

Senator Thomas asked for clarification on the definition of
cruise ship activity. He shared concerns that the funds
woul d not extend into areas beyond the coast. He pointed out
that cruise ship activity inpacts the Interior. At |east 50
percent of cruise ship passengers pass through Fairbanks
area to access Denali National Park. He wondered how long it
woul d take the departnent to clarify what constitutes cruise
ship inpact. This would help in understandi ng the guidelines
for determning which municipalities could receive the
i mpact funds. Ms. Bales replied that there are cautionary
nmeasures to examne in determ ning which nmunicipalities wll
receive funds. She felt the question would be better
answered by O fice of Budget and Managenent (OVB). Co-Chair
St ednman added that in FYO8 the appropriation of $3.6 million
for Anchorage and $3.5 for Fairbanks, from the capital
budget for cruise ship inpact, had been vetoed. Anchorage
and Fairbanks had been |abeled low priority in the matter
He reiterated Senator Thomas’s concerns that the Interior be
consi dered when exam ning the distribution of noney fromthe
crui se ship inpact fund.

9:30:44 AM

Senator Elton wondered about the distribution of the $11.6
mllion in the Regional Cruise Ship Inpact Fund. He queried
the rule that states that those funds cannot be appropriated
to cities already receiving funds under the “first five
ports of call” rule. He understood that appropriations from
the fund could be nade to Juneau and Ketchi kan because they
do not fall on the departnent’s list of “first five ports of
call”, even thought they are nost likely one of the first
five ports of <call the cruise ship visits. M. Bales
acknowl edged that the departnent has details to work out.
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She felt that Senator Elton’s questions would be better
answered by the Departnent of Law and the Governors Ofice.
Senator Elton stated for the record that it was unfair to
the cities of Juneau and Ketchikan to be excluded from
avail able funds. He felt the revenue sharing as it is
currently set up was inconsistent. Co-Chair  Stedman
expl ained that Ketchikan, Juneau and Skagway host the
hi ghest nunbers of cruise ship and cruise ship passengers
seasonal ly. He stressed that the issue would be revisited.

9: 33: 38 AM

Senator Huggins asked about line itenms in this fund that
were vetoed in the last capital budget cycle. Senator
St edman specified that there had been nine line itens vetoed
amounting to $18.3 million. He added that the vetoed itens
had been deenmed low priority or set aside for future
consi deration. Senator Huggi ns wondered why the veto’'s had
occurred. He felt that the people had voted on the tax and
should benefit from the generated revenue. M. Bales said
that she would share the conmttee’s concerns wth the
governor’s offi ce.

Co-Chair Stedman recalled discussions with the Departnent of
Law concerni ng the FY0O9 capital budget projects. Senate Bil
221 initially appropriated $33,468,700 for capital budget

projects, leaving a balance of $3 nillion. Wen the
governor’s office returned the budget to the commttee after
consideration, line itens totaling $18.3 million had been

vetoed. Co-Chair Stedman stressed that the funding for the
projects had been available, wth noney to spare, which nade
the reasoni ng behind the governor’s vetos questionable. Co-
Chair Stedman was specifically curious about the tineline
that would apply to line itens that were marked to be
considered in the future.

9: 36:44 AM

Senator Elton enphasized that “low priority” was the
term nol ogy used by the executive admnistration and does
not reflect the priorities of the |egislative bodies. He was
offended that the admnistration had deened the Juneau
Centennial Hall Cruise Ship Passenger Energency Relief
Center as sonething that could be considered in the future.
He felt that the center should be built as soon as possible.
Co-Chair Stedman added that the AV Lituya was presently
grounded. He felt that comunities should be prepared for
i mredi ate response to marine energencies. M. Bales stated
that she would share the commttee’s concerns with the
governor’s offi ce.

9:39:12 AM
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Ms. Bales continued with Slide 12a which details the FYO09
appropriations of the total revenue deposited into the
Regional Cruise Ship Inpact Fund. One appropriation for
$2,500,000 was made for the Departnent of Transportation,
| eavi ng $32, 465, 547 in unappropriated funds.

Ms. Bal es addressed the | arge passenger vessel ganbling tax
(Slide 12b):

* First returns were filed April 15, 2008
e« Actual revenue for cal endar year 2007 was $6.8 mllion.

* Revenue deposited in Commrercial Vessel Passenger Tax
Account .

* No constitutional restrictions on how this noney can he
spent.

Ms. Bales referred to two pie charts on Slides 13a and 13B
del i neating actual and projected revenues.

9:41:18 AM

Senat or Huggi ns wondered if the unappropriated noney in the
Regi onal Cruise Ship Inpact Fund was generating additiona
revenue. M. Bales thought that the question was better
answered by OMB. Senator Huggins felt that the issue was
essential when examning the inflationary cycle. He felt
that the equitable distribution of the funds generated by
CPV shoul d be of high priority to the conmttee.

Senator Elton referred to Slide 13b which charts the FYO8-
FY10 | arge passenger vessel ganbling tax revenues (actua
and projected). He wondered if the desire of the executive
branch was to spend only $12 million total of the funds in
FY10, which would leave the remaining $8.4 mllion avail able
for legislative prioritization. Ms. Bales answered that she
woul d I ook into the question.

Co-Chair Stedman requested that M. Bales research which
communities applied for appropriation consideration and
whi ch qualifying communities have yet to apply. He felt that
the process for applying for appropriations from the state
should be readily accessible to all communities that my
qualify for the inpact funds. Ms. Bales avowed to relay the
concerns of the commttee to the governor’s office.

9:43: 49 AM

Co- Chair Stedman shared that there were concerns in the FY08
appropriation cycle concerning the timng of revenue sharing
paynents to communities. He wondered if the timng i ssue had
been sorted out for FYO09.
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Ms. Bales clarified revenue sharing would be earlier. She
explained that currently the paynents are made when the
departnment reconciles it’s accounts at the year’s end. She
asserted that the departnment was working toward distributing
the funds at an earlier date.

9:45: 55 AM

PH LLIP QATES, CITY MANAGER, CITY OF SEWARD, shared his
concerns with the limts of the distribution of funds under
the “first five ports of call” rule. He felt that the entire
state has a hand in a successful tourist season. He inforned
the commttee that clear reasons had not been given by the
governor’s office as to why projects in Seward had been
vetoed in the FY09 capital budget. He stressed that it was
difficult to plan for the future w thout understanding the
deci sion maeki ng rational e used by the executive branch.

Co-Chair Stedman pointed out that the Seward project for
dredgi ng crui se ship berthing basins and approaches had been
the first project to be vetoed. The $4.5 mllion project had
been set aside for future consideration. He wondered if the
city of Seward was still interested in funding for the
project. M. OQCates replied absolutely. He added that the
project is an ideal use for the CPV funds as it will benefit
the cruise ships directly. He stressed that if the project
is not inplenented, |arge cruise ship could stop visiting
Sewar d al t oget her.

9:48: 00 AM

Co- Chair Stedman di scussed the foll ow ng week’ s agenda.

#
ADJ OURNVENT

The neeting was adjourned at 9:48 AM
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