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W TNESS REG STER

ROB EARL, Staff

Representati ve Bob Herron

Al aska State Legislature

Juneau, Al aska

POSI TI ON  STATEMENT: Provi ded background information and a
sectional analysis of HB 67 on behalf of Representative Herron,
CO- prime sponsor.

Wanettta Ayers, Director

Anchorage O fice

Di vi si on of Econom ¢ Devel opnment

Depart ment of Comrerce, Conmunity & Economi c Devel opnment ( DCCED)
Anchor age, Al aska

PCOSI TI ON  STATEMENT: Provided an overview of the Alaska Film
Ofice (AFO and its activities.

CURTI S THAYER, Deputy Conmm ssi oner

O fice of the Conm ssioner

Depart ment of Comrerce, Conmunity & Econom ¢ Devel opnent

Juneau, Al aska

POSI TI ON STATEMENT: Answered questions during the overview of
the Alaska FilmOfice (AFO.

RALPH SAMUELS, Vi ce- President

Governnment & Community Rel ati ons

Hol | and Anerica Line

Anchor age, Al aska

PCOSI TI ON STATEMENT: As a guest of the committee, spoke on his
experience as a |legislator and on the subject of tourism

ACTI ON NARRATI VE

10: 15: 25 AM

CHAI R BOB HERRON cal l ed the House Special Committee on Econom c
Devel opnent, International Trade and Tourism neeting to order at
10:15 a.m Present at the call to order were Representatives
Herron and Gardner. Representatives Minoz, Foster, Thonpson,
Tuck, and Keller arrived as the neeting was in progress.
Represent ati ve Johansen was al so present.
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10: 15: 32 AM

CO- CHAI R HERRON recessed the neeti ng.

[ Al t hough not previously stated, the neeting was recessed to a
call of the chair.]

10: 15: 46 AM

CO CHAI R HERRON brought the neeting back to order at 10:17 a.m
Present at the call back to order were Representatives Herron
Foster, Thonpson, Gardner, Tuck, and Keller.

HB 67-FI LM PRODUCTI ON TAX CREDI T
OVERVI EW(s): ALASKA FI LM OFFI CE; ALASKA FI LM TAX | NCENTI VE -
CASE STUDY

10: 18: 14 AM

CHAI R HERRON announced that the first order of business would be
HOUSE BILL NO 67, "An Act relating to transferable film
production tax credits; and providing for an effective date by
anending the effective dates of secs. 3 and 4, ch. 63, SLA
2008. "

10: 18: 30 AM

COCHAIR HERRON noted that the bill's co-prime sponsors are
Representative Tuck and hinself, and that the intent of the

chair is to nove the bill out of commttee on 2/17/11.

10: 20: 27 AM

REPRESENTATIVE CHRIS TUCK, Alaska State Legislature, Juneau,
Al aska, introduced proposed HB 67, as co-prime sponsor. He
informed the conmttee the bill extends tax incentive credits

for the film industry. The film industry is an inportant step
in the diversification of Al aska' s econony, and the Al aska Film
Incentive Program enacted in 2008, is largely responsible for
the recent growh of this industry. The bill wll extend the
tax credits that have played a major role in the success of
Al aska's filmindustry and continuing interest in filmng |arge-
scale productions in Alaska brings opportunities to Al aska
busi nesses and wor kers. Fromthe tinme of the first tax credits
in 2008, 15 productions have received tax credits and 910 film
production days in Alaska resulted in a total "Al aska spend" of
$14,910,810. As of January 2011, there are 28 film productions
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prequalified for the Alaska Film Incentive Program the
proj ected Al aska spend for these productions totals $83, 805, 000,
which brings the total projected boost to Al aska's econony to
over $100, 000, 000. Representative Tuck concluded that proposed
HB 67 will extend the sunset on this program for an additional
10 years, and assure the film industry that Al aska is open for
busi ness.

10: 23: 16 AM

ROB EARL, staff, Representative Bob Herron, Al aska State
Legislature, said that with support from Al aska businesses, the
| egislature created the Alaska Film Ofice and the Alaska Film
Production Incentive Program in 2008 to encourage growth of the
film industry in Al aska. Credits are structured to encourage
film productions all across the state, and to put Al askans to
wor k year - around. M. Earl explained that the existing program
contains a sunset after five years, or after $100 mllion in
credits are issued. Currently, the program offers a
transferrable tax credit of 30 percent of qualified spending, an
additional 10 percent for Al aska-hire, 2 percent for shooting in
rural Alaska, and 2 percent for working during the wnter
nont hs. Furthernore, eligible productions can sell tax credits
to any conpany with a corporate tax liability, thereby offering
tax relief. Tax credits are issued only after filmng is
conplete and an independently-owned Al aska-certified public
accountant (CPA) has verified Al aska expenditures. M. Earl
restated the tax credit schedule and pointed out that the
average tax credit was about 32.5 percent, and the highest was
about 37.5 percent. The bill proposes to extend the tax credits
for ten years past the existing sunset date of 7/1/13, to
7/1/23, and to continue the funding level at $100 million for
each five-year period. He then highlighted portions of the
sectional analysis: Section 1 authorizes $200 mllion in tax
credits over ten years, limting the anpbunt of tax credits in
the first five years to $100,000, to ensure that $100,000 will
be available in each five-year period; Section 2 changes the
qualifying period from 24 nonths to 36 nonths, in order to
accommodate |arger productions; Section 3 sets in statute
protection of a production conpany's comercially valuable
information; Section 4 adds the transfer of digital nedia to
tape or filmto the list of qualifying expenditures; Section 5
updates statutory references to match the program extension
date; Section 6 requires the comm ssioner of revenue to report
tax credits equal to $200 nmillion; Section 7 extends the program
for 10 years past the schedul ed sunset date, unless the ceiling
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is reached before then; Section 8 updates the audit and recovery
| anguage in the bill.

10: 29: 09 AM

REPRESENTATI VE MUNOZ asked how the tax credits are brokered to
prospective conpani es.

10: 29: 33 AM

REPRESENTATI VE TUCK advised that nost are brokered through
financial institutions, although sone are pre-sold and others
are matched up with conpanies that have a high corporate tax
liability with the state. In further response to Representative
Munoz, he said Alaska is pretty conpetitive with other states
such as Louisiana, which has a simlar program except that it
guarantees the sale of the tax credits.

10: 30: 49 AM

REPRESENTATI VE GARDNER asked how close the program is to the
current limt of $100,000, and for a tineline of the clains.

10:31:12 AM

REPRESENTATI VE TUCK advised qualified tax credits of about $15
mllion, plus the projected amount of $83 nillion, puts the
programvery close to its limt.

10: 31: 43 AM

CO- CHAIR HERRON observed Southcentral is a very desirable
| ocation for film production. He questioned whether a 2 percent
tax credit for filmng in rural locations is "the best we can
dol n

10: 32: 24 AM

REPRESENTATI VE TUCK warned about the public's perception of
granting "such a huge tax break." However, because of the high
cost of fuel, transportation, and other challenges to filmng in
rural areas, he agreed that 2 percent nay not be enough. He
di scussed two novie productions that were filnmed in Barrow.

10: 33: 30 AM
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REPRESENTATI VE GARDNER recalled that the Ilist of qualified
expenses allowed by the original legislation limted film stars'
sal ari es. She asked whether there are in-state expenses that
are not deducti bl e.

10: 34: 02 AM

REPRESENTATI VE TUCK noted that the industry divides costs
"above the line and below the line." He explained that bel ow
the line expenses are for production people and actors, and
above the |I|ine expenses are for producers, witers, and

directors. The state grants tax credits for salaries above and
below the line, with an additional 10 percent for Alaska hire
He deferred to the filmoffice for nore specifics.

10: 34: 42 AM

REPRESENTATI VE GARDNER surm sed any noney spent in Alaska is a
qualified expense with the possible exception of a portion of
salaries for "big stars.”

10: 35: 01 AM

REPRESENTATI VE TUCK said correct. He added that an Al aska-
based CPA firmnust verify the expenses.

10: 35: 07 AM

REPRESENTATI VE FOSTER observed the 2 percent added tax credit
for film production in a rural area is a good incentive, and
could be expanded. The production of a film would have a
positive inpact on jobs in villages that are at the poverty
l'ine.

10: 35: 53 AM

CHAIR HERRON opined it is inportant to think of workforce
developnment in this industry, and strive to supply Al askan
workers at all technical |evels.

10: 36:17 AM

REPRESENTATI VE TUCK al so encouraged l|local and rural comunities
to use this opportunity to develop their own productions about
their communities. He then pointed out the qualified
expenditures are listed in section 4 of the proposed bill, and
in regulations.
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10: 37: 06 AM

WANETTTA AYERS, Director, Anchorage Ofice, D vision of Economc
Devel opnent, Departnment of Commerce, Community & Economc
Devel opmrent (DCCED), infornmed the conmttee the Alaska Film
Ofice (AFO is located in the Anchorage office of the Division
of Econom c Devel opnent, DCCED. She stated that the 2008
statutory authority establishing AFO tasked the office with the
followng five actions: co-administer the Alaska Film
Production Incentive Program with the Departnment of Revenue
(DOR); cooperate with the private sector in the devel opment of

the film industry; pronote Alaska as a film location; provide
assistance to the private sector during filmng activities;

address wor kforce devel opnment issues. Currently, sone of AFO s
activities are: col l aboration with the private sector through
its website, www film al aska.gov., which contains information on
the incentive program details on filmng in Al aska, and |inks
to speci al i zed dat abases; engagenent W th i ndustry
organi zations, trade associations, and allied groups in the film
i ndustry; promotion of Alaska as a film location through
speaki ng engagenents, exchanging ideas with targeted contacts,

and fielding daily inquiries. Ms. Ayers provided an exanpl e of

di splay advertising that was a brochure placed in industry
magazi nes and directories such as Director's @ild of America
Quarterly and Monthly, Produced By, and Locations Magazine.

Al t hough the website is the primary vehicle for the pronotion of

Alaska as a filmng location, the film office also nmakes
contacts through trade shows and ot her marketpl aces by providing
i nformation, conducting followup activities, and providing a
"| eave-behind" piece on filmng in Al aska. In terms of

provi di ng assistance, M. Ayers stated that AFO and DCCED st aff

respond to inquiries about filmng in Alaska on a daily basis;

conduct followup and outreach after the initial contact is
made; neet regularly with producers and provide introductions to
state and local contacts; explain the incentive program and
assi st producers with the application process; provi de
alternatives and creative solutions to production challenges;

work wth Alaska businesses, comunity representatives, and
ot her stakehol ders about how to serve the industry.

10: 43: 24 AM

M5. AYERS turned attention to workforce devel opnent and rel ayed
in order to develop a skilled film industry workforce AFO is
working with a variety of organi zati ons including: t he
Departnment  of Labor & Workforce Devel opnent (DLWD) on
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apprenticeships for technical careers in the film industry;
the University of Alaska (UA) on academc prograns that are
recogni zed by the film industry; private sector businesses on
ways to provide on-the-job training; youth training prograns
through school districts; rural outreach efforts to support
productions filnmed in rural areas; skilled trade union training
on industry standards.

10: 44: 18 AM

REPRESENTATI VE GARDNER asked about the source of funding for the
wor kf or ce devel opnent prograns.

10: 44: 24 AM

M5. AYERS responded that the prograns are in the very early
stages of developnent; in fact, sonme nmay begin with existing
funding from the agencies and institutions that are involved

She acknow edged that these prograns would not be funded through
AFO,  but noted that related agencies in other states regard
wor kf orce devel opnent as an inportant aspect of attracting the
filmindustry.

10:45: 35 AM

REPRESENTATI VE  FOSTER asked for exanpl es  of appl i cabl e
apprenti ceshi ps.

10: 46: 15 AM

M5. AYERS said the best exanple is that the film industry
requires skilled electricians who understand the specific needs
of the film industry; further exanples are forthcomng from

DLWFD. She then provided a slide that illustrated the process
to pre-qualify for the Al aska Film Production Incentive Program
The pre-qualification process involves: eval uation; pre-
qgualification approval; production phase; audit of production

costs; application for tax credits; review and approval of tax
credits; novenent of approved applications to DOR, issuance of
the tax credit certificate. Over the last three fiscal years
forty-five appl i cations for pre-qualification have been
submtted and forty-four were approved. There have been
fourteen tax credit applications and all have been approved.
The total for pre-qualified tax credit applications at this date
is approximately $34.5 million, and the total for approved tax
credits is $4.8 mllion. M. Ayers turned attention to staffing
and budget, and stated that AFO is staffed by 1.5 full-tine
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positions with additional support from DCCED officials. The
operating budget for Fiscal Year 2011 (FY 11) is $283,000 in
di rect program costs, addi ti onal support costs  of an
undet erm ned anount, and unall ocated overhead costs of $27, 800,
for a total of $310, 800.

10: 50: 53 AM

CHAI R HERRON asked how often the website is refreshed.

10: 51: 07 AM

M5. AYERS assured the conmttee the website is updated regularly
by a skilled website manager; in fact, the website wll mgrate
to the new state website devel opnent program soon

10: 51: 55 AM

CHAI R HERRON asked to be notified of that change. He then asked
whet her tel evision productions qualify.

10: 52: 29 AM

MS. AYERS said television productions qualify for the incentive
program however, a television production may not achieve the
“m nimum spend.” In further response to Chair Herron, she said
the website includes guidelines for tel evision productions.

10: 52: 36 AM

CHAI R HERRON asked for a description of AFO s outreach net hods.

10: 53: 24 AM

CURTI S THAYER, Deputy Conm ssioner, Ofice of the Comm ssioner,
Department of Commerce, Community & Econom ¢ Devel opnent, said
he consulted with the conm ssioner of DCCED and they determ ned
that the filmoffice is one of the departnent's prograns worthy
of enphasis. M. Thayer noted that AFO is growi ng, and has
potential for nore growmh; in fact, representatives from the
comm ssioner's office have net on a regular basis wth
production conpanies in Anchorage, and have traveled to Los
Angel es on an outreach trip to contact producers |ooking at
filmng in Al aska. He described past novie productions in
Anchorage and Barrow and said there are three productions
currently considering filmng in Al aska because of the tax
incentive program and its |ongevity. Al t hough Al aska's lack a
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sound stage limts sone filmng, there is a possibility that the
private sector will build a sound stage in Southcentral, even
t hough that project will not qualify for tax credit incentives.
M. Thayer concluded that outreach by the film office includes
nmeeting with production conpani es, but not "wi ning and dining."

10: 55:42 AM

CHAI R HERRON asked whether the film industry collaborates wth
ot her industries.

10: 56: 02 AM

MR. THAYER i ndi cated yes. He explained that DCCED wants to see
AFO working with the Al aska Travel Industry Association (ATIA)
and the Al aska Seafood Marketing Institute (ASM). For exanpl e,
the film office is providing to film scouts scenic footage of
Al aska |ocations produced from advertising funded by the
| egi sl ature through ATIA. He said, "Were the state has spent
nmoney in one hand, supporting tourism we have been able to
utilize that and turn that into site locations for the film
office, at no additional cost to the state."

10: 56: 57 AM

M5. AYERS recognized the residual benefits of the inmages of
Alaska that are broadcast in film and television, thereby
hol di ng value for other industries such as tourism and fishing.

In response to Chair Herron, she opined AFO will not exceed the
proposed $200 million funding linmt; furthernore, proposed HB 67
provides a level of certainty that will stinulate the needed

private sector investnent in order to strengthen the industry's
infrastructure in Alaska, and to provide a trained workforce.

10: 58: 20 AM

REPRESENTATI VE TUCK corrected his response to Representative
Gardner and said that $4.9 million in tax credits have been
granted thus far, and it is projected that an additional $10
mllion will be granted. Therefore the programis not close to
reaching its limt of $100 mllion on the amount of tax credits

al l owed, but alnost $100 million has been spent in Al aska.

10: 58: 57 AM
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REPRESENTATI VE FOSTER re-stated that the construction of a sound
stage would not be a qualified expenditure, and asked whether
the commttee should exam ne how to spur this type of activity.

10: 59: 31 AM

M5. AYERS observed that there are other states that have
included the construction of a sound stage into their film
devel opnent  program She opined that the extensions and
nodi fications in proposed HB 67 will assure the private sector
that an investnent in film industry infrastructure is worth
maki ng.

11: 00: 12 AM

REPRESENTATI VE FOSTER requested information on other states
actions "to incentivize infrastructure."

11: 00: 42 AM

MR. THAYER cautioned that a sound stage is a unique structure of
10, 000- 15,000 square feet, requiring 40-foot ceilings, with no
posts, and sited on 10 acres of land. He advised that there are
no existing buildings Iike that in Al aska.

11: 01: 42 AM

CHAIR HERRON inquired as to whether the adm nistration supports
t he proposed | egislation.

11: 02: 07 AM

MR. THAYER said the governor introduced the legislation in its
original form In further response to Chair Herron, he
confirmed that the governor supports the legislation in its
current formon 2/10/11.

[HB 67 was heard and hel d. ]

11: 02: 52 AM

CHAI R HERRON i ntroduced forner |egislator Ral ph Samuel s.

11: 03: 56 AM
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RALPH SAMUELS, Vice-President, Government & Community Rel ations,
Holland Anerica Line, recalled that his six years as a
| egislator "was the experience of a lifetine." He advised
nmenbers of the commttee to take a long-term economc view on
matters of state policy.

11: 07: 03 AM

CHAI R HERRON asked for a preview of M. Sanmuels's presentation
at the "Lunch and Learn."

11: 07: 15 AM

MR. SAMUELS said his presentation will focus on tourism as a
whol e, and how the various facets of tourism fit together in
Al aska. He displayed a map of the npbst common cruise routes
from Seattle to Seward, and explained that there are two
separate cruise narkets: "gulf sailings" and Southeast.
Sai lings along the Southeast corridor are primarily from Seattle
or Vancouver and there is vigorous conpetition between the
cruise agencies for custoners interested in this route. The
gulf sailings cross the Gulf of Al aska to Seward or Wittier,
and bring in tourists who support the visitor industry in
Anchor age, Kenai, Fairbanks, and Denali. The denographics and
offerings are different for each of these itineraries, and
transferring a cruise ship to another area nmeans "taking it from

sonebody else.” He pointed out that cruise ship passengers have
many options to choose fromif they are not pleased with a trip
or a destination. In Southeast, residents are nore aware of the

presence of cruise ships than are Anchorage residents; however
60 percent of the visitors to Al aska began their trip on a
cruise ship and 25 percent of independent travelers previously
visited on a cruise. This adds up to 70 percent of visitors
associated with the cruise industry. M. Sanuels noted that
"everybody flies" to Hawaii, and cruise visitors represent only
4-5 percent of the tourism industry. In Al aska, however, the
return of one ship for the 2012 season will be equal to three
full planeloads of tourists per day for 100 days; in fact, there
is no other way to bring in the volunme of tourists needed to
support the tourismindustry.

11:13: 44 AM

CHAI R HERRON asked whether proposed HB 67, through its support
for reality television shows and other nedia, helps the cruise
busi ness.
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11:14: 00 AM

MR. SAMUELS expressed no opinion on the bill, but acknow edged
that Al aska's repeated exposure to the Anerican public is good.
He stressed, however, that nedia exposure does not take the
place of a sustained marketing canpaign, even though al
busi nesses profit from nmedia productions in the state. He spoke
of the inpact of television and radio marketing conpetition from
other states and destinations. M. Sanuels then displayed a
list of the cruise lines that left the Al aska market in 2010 and
which indicated a total loss of 142,000 passengers. He
expl ai ned the |oss of 12,000 passengers by Holland Anerica Line
was due to a change of route. The business perspective of a
decision by the cruise line to nake a change of route is based
upon the passenger's cost of the cruise.

11: 20: 17 AM

REPRESENTATI VE KELLER asked whether the Alaska Railroad was
af f ect ed.

11: 20: 32 AM

MR. SAMUELS stated that railroad passenger nunbers dropped with
the |l oss of cruise passengers. He opined the |oss inpacted many
entities.

11: 21: 43 AM

REPRESENTATI VE GARDNER observed that hotel stays and restaurants
were also affected because the change in route caused passengers
to stay on the ship.

11: 22: 02 AM

MR. SAMJELS agreed that I|ocal taxes and hotel revenue are
affected by cruise passengers because sone spend one night
before or after a one-way cruise. He then displayed a chart
that indicated that cruise lines leaving the market in 2011
resulted in a total |oss of 35,454 passengers leaving, and a
| oss of 14,995 passengers due to itinerary changes. Addi ti ons
to the market for 2011 are 58,510. passengers for a total gain
of 7,061 cruise passengers. For the 2012 season, the
projection is for 90,000 passengers below the 2008 season,
al though not all itineraries have been published, and Princess
Cruises and Holland Anmerica Line have announced additions to
their schedul es. He provided an exanple of a marketing
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publication prepared by businesses of the Florida-Caribbean
Crui se Association that encourages ships to conme to a specific
region, and noted that the Al aska Cruise Association can do the
sane. M. Sanuels concluded that there is now nore
"conversation"” between the government and the cruise industry
than there was after the Alaska Cruise Ship Initiative of 2006
was enact ed.

11: 27: 07 AM

REPRESENTATI VE FOSTER opined the cruise industry is good for
rural Al aska when visitors begin to explore other parts of the
st at e.

11:28: 19 AM

MR. SAMJELS agreed and expressed his hope that the Bush caucus
will nmeet with Holland Anerica Line staff on how to open the
door to the Western Al aska area.

11:29:27 AM

REPRESENTATI VE JOHANSEN referred to ports in the Caribbean that
conpete against each other for cruise industry business and
cautioned that Southeast Alaska ports cannot conpete against
each other. He surmised that the state and the cruise industry
must market all of Alaska as one package for the benefit of
ever ybody.

11: 30: 18 AM

MR.  SAMJELS agr eed. In further response to Representative
Johansen, he said that the reason ships cannot increase cruise
ship port tinme in Ketchikan is because of the geography of the
rout e.

11: 32: 33 AM

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

Special Commttee on Econom c Devel opnent, International Trade
and Tourism neeting was adjourned at 11:32 a. m
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