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MEMORANDUM

DATE: 2-07-07

TO: Representative Johansen

FROM. Representative Thomas

RE: HJR 8 Opposing Washington State Container Tax

I respectfully request that you schedule HIR 8 for a hearing in House Transportation at your
earliest convenience. HJR 8 asks that the Washington State Legislature not to enact additional

Ices on shipping containers being shipped to and from that state.

If you have any questions please contact by staff. Kaci Schroeder Hotch. Thank you.
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FAX 907-465-2652

Sponsor Statement for HIR 8 Opposing the enactment by the Washington
State Legislature of a shipping container tax.

Alaska depends heavily on goods shipped through ports in Washington state, which has long
been a gateway to this slate. In 2003, Alaska was the Puget Sound's 5hlargest trading partner.
The close economic connection between Alaska and Washington is responsible for at least

103,500 jobs and over $4 billion in labor earnings.

Currently there is a bill before the Washington State Senate tha' oroposes to create a Freight
Congestion Relief Account and taxation structure. A fee will be imposed on marine terminal
operators at the rate of $50 per twenty-foot equivalent unit The terminal operator will be
allowed u keep 10% of the fee as compensation for accounting costs, but must remit the rest
back to the slate which will then go into this account.

With shipping fees in Alaska already astronomical this additional tax could be devastating to the
How of goods to and from this state. HJR 8 brings this negative impact to the attention of the
Washington State Legislature and asks that the Washington State legislature find some other
means to fund infrastructure improvements to the polls of Washington | strongly urge your

support of this resolution.


http://www.akrcbulicans.org/thomas/

MEMO

Dated: February 12, 2007
To: Tamara Cook

Director, Legislative Legal and Research Services
From: Representative Kyie Johansen
Re: Drafting of a Committee Substitute for HJR 8
Dear Tam:

Enclosed is draft language for an addition of language to HJR 8. The
Transportation Committee would like to adopt the CS at a hearing this
Thursday afternoon at 1:00 pm.

On page 2, line 26, insert:

FURTHER RESOLVED, the Alaska State Legislature urges the
Attorney General for the State of Alaska to use the resources of the
Department of Law to research the legal issues presented by a container tax
as set out in SB 5207, and ifsuch a tax is enacted, and the facts and law
support it, to immediately file a complaint and request for an injunction in
Federal Court and any other forum that could provide relief.



FURTHER RESOLVED the Alaska State Legislature urges Talis Colburg,
Attorney General for the State of Alaska, to use resources of thr 'epartment
of Law to research relevant issues presented by a container tax as set out in
SB 5207 and ifsuch a tax becomes law, to file a complaint and request for

an injunction in Federal Court in Washington State.
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LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA Stale Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Slop 3101 Deliveries to: 129 6th St., Rm. 329
MEMORANDUM March 9, 2007
SUBJECT: GATT and Customs Convention o Containers

(Work Order No. 25-LS0731)
TO:

FROM:

Legislative Counsel

You asked tor a review and comment on the validity of the fee proposed on containers by
SB 5290 in light of Art. VIl of the General Agreement on Tariffs and Trade (GATT) and
the Customs Convention on Containers (CCOC). SB 5290 is being considered by the

Washington State Legislature.’

As noted in an earlier memorandum to you regarding B 5290, dated January 31, 2007, 1
am not sure what activity the bill proposes to subject to the fee. The bill refers to
processing a container without defining what activity constitutes processing. For the
purpose of this memo. | will assume that the proposed fee attaches in some way to a
container that is either empty or dairying goods in international commerce.

GAIT and CCOC are international trade agreements that address the shipment of goods
and movement of containers. A shipping container is an interesting tool of commerce in
that the container itself has value, moves across international boundaries, remains in one
country for a period of time, and then moves out of that country either loaded or empty.
Both GAIT and CCOC recognize that the goods within a container arc subject to duty
and other fees, but distinguish fees applied to the contents of a container from those

applicable to the container itself.

Article VII of GATT addresses the valuation of imported merchandise for customs
purposes. For that purpose, the value of imported merchandise "should be based on the
actual value of the imported merchandise on which duly is assessed, or of like
merchandise."” Opponents of a fee on containers proposed for several major California
ports claimed that a fee on shipping containers in those polls would breach obligations

11In California. Senator Lowcnlhal has again introduced a bill to impose a container user
fee on containers processed through the ports of Long Beach, Los Angeles, and Oakland.
SB 974 was introduced on February 23, 2007, and is similar to Senator Lowenthal's
SB 927 that was vetoed by Governor Schwarzenegger in September 2006.



Representative Kyle Johansen
March 9, 2007
Page 2

under An. VIL.2 However, Art. VIl does not directly address a fee imposed on a
container, and 1 have not found an inteipretation that describes how a flat fee, such as the
container fee. is addiessed in Art. VII or is inconsistent with that article.1

Customs value is also the subject of the CCOC cited by opponents of state container fees.
The CCOC defines "import duties and taxes" to include "Customs duties and all other
duties, taxes, fees and other charges which are collected on, or in connection with, the
importation of goods, but not including fees and charges limited in amount to the
approximate cost of services rendered.”"4 This definition is broad enough to be interpreted
to include a fixed rate container fee such as that proposed in Washington; such a fee may
fall within the language "in connection with, the importation of goods."

Under the COCC, "temporary admission" of a container is described as "temporary
importation, subject to reexportation, free of import duties and taxes and free of import
prohibitions and restrictions.”"5 Thus, the CCOC could be interpreted to conclude that a
flat fee imposed on a container that is being temporarily admitted into the United Slates
in a Washington port is inconsistent with the convention. However, 1 expect the
proponents of the fee would argue that the container fee is a fee "limited in amount to the
approximate cost of services rendered,” an imposition excluded fr m the definition of

"import duties and taxes" in the CCOC.

In summary. | have not found a clear basis for concluding that the proposed Washington
container fee is inconsistent with GATT; Art. VII of GATT seems limited to addressing
the customs valuation of imported goods. However, | do find that the CCOC could be
interpreted to preclude such a fee when the fee is imposed on a container that is
temporarily admitted into the United States.O

2 See, e.g. Letter from Sandra L. Kennedy, President, Retail Industry Leaders
Association, to Assemblywoman Judy Chu, Chair, Committee on Appropriations.

California Stale Assembly (June 30, 2005) (opposing SB 760). The letter is published on
the Internet at lutp://mAN\.retail-leaders. €rg/new/irsources/CA %20SB%2076()%620-

Z020RILA%200ppuse%20Letter%20-%20Asm%20Appr%2006)-30-05.pilf (accessed
March 7, 2007). California Governor Schwarzenegger vetoed similar legislation —

SB 927 — in September 2006.

1Perhaps those in opposition to the container fee that cite Art. VII characterize the fee as
a form of customs duty that, being a flat fee, is not based on the value of the merchandise

in the container.

4Customs Convention on Containers, 1972, ch. I, art. 1(@).

' Customs Convention, ch. I, art. 1(b),

6Governor Schwarzenegger not address possible conflicts with international agreements
in his veto message when he vetoed the proposed California container fee. Other than
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If 1 may be of further assistance, please advise.

DMB:med
07-164. med

stating that there were other options that could be explored for the improvement of port
infrastructi e, he expressed concern that such a fee would harm California exporters. He
wrote, "It is very important that any measure that increases fees that impact exporters not
have the unintended consequences of negatively impacting the sale and delivery of goods
grown and manufactured in California. SB 927, unfortunately could negatively impact
these exports as well."" Governor Schwarzenegger's veto message for SB 927 is
published on the Internet at http://Rov.ca.gov/pdf/press/sb_927 veto.pdf (accessed

March 9, 2007).


http://Rov.ca.gov/pdf/press/sb_927_veto.pdf
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DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329
MEMORANDUM January 31, 2007
SUBIJECT Proposed lee on processing shipping containers by Washington

State (Work Order No. 25-LS0432)

TO:
FROM:

Legislative Counsel

You provided me with a copy of Senate Bill 5207 (SB 5207) that was introduced in the
Washington State Legislature by Senators Haugen, Murray, and Spancl. You askel
several questions about whether such a fee would be unconstitutional, would be
preempted by federal law, or could be invalidated under some other legal theory.

The legality of the fee proposed in this bill is difficult to assess. The Le has not been
enacted and the bill is unclear as to how the fee would be imnosed. There is no
precedence for this fee and therefore no conclusive or helpful legal authority to support a
conclusion that the fee, if enacted, would be unconstitutional or invalid under the
supremacy of federal law. As | mentioned to Randy Ruaro of your office, the California
assembly passed a very similar Ice in 2006, but the bill was vetoed by Governor
Schwarzenegger.1l Some of the issues you raise were discussed during the consideration

of that legislation.

SB 5207 proposes a fee imposed on "the processing of shipping containers in the ports of
Washington state.The amount of the Ice would be $50 per twenty-foot equivalent unit

1The bill. SB 927, would have applied only to the ports of Los Angeles and Long Beach
and proposed a tax of $30 per twenty-foot equivalent container length. Most containers
are 40 feet in length and would have been subject to a $60 levy. Governor
Schwarzenegger vetoed the bill on September 22, 2006. The governor's veto message is
published on the Internet at hitp://W\Vv\\\lcf>info.ca.}>ov/jmh/05-06/biU/scn/sh_0901-

0950/sb_927_vt_20060922. Inml (accessed 1/26/2007).

: Sec. 3(1). S.B. 5207, 60th Legislature, 2007 Reg. Sess. (Wash. 2007), hereafter referred
to as "SB 5207."
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and would be payable by the marine terminal operator processing the container.-” The
amount of the fee is clear, however, the bill is vague on who is actually pay:ng the fee
and what activity is subject to the fee. These vagaries make it difficult to analyze the
effect of the bill and to predict the outcome of a legal challenge, should the fee be

enacted.

The Washington bill is not clear regarding \ ho is actually paying the fee, although

marine terminal operators arc the persons responsible for collecting the fee. 1 base this
conclusion on such phrases in t "ill as "each marine terminal operator . .. may retain

10 percent of the fifty-dollar fee collected,”4 "fee collected by marine terminal

operators,"5"amount of revenue collected by the marine terminal operators,”land "the fee
required by this chapter, to be collected by the marine terminal operator."7 Also, a marine

terminal operator who "fails to collect the fee imposed . . . or, having collected the fee,

fails to pay it to the department” is personally liable to the stale for the amount of the fee.1
No language describes who should be paying the fee to the operator.

I can tf nk of a number of possible persons that might be the target of the fee proposed in
the bill, such as an ownf r of a container, the person shipping the container, the person
receiving the container, the railroad continuing to ship the container from a port, the
trucking company delivering ¢ removing the container from the port, the owner of the
contents of the container, or some other person. In the California legislation, the person
who bore the burden of the fee was clearly defined - SB 927 provided for the port
authority to "assess a use ee on the owner of container cargo moving through the port
not to exceed $30 per [twenty-foot equivalent unit]."7 [Emphasis added. |

" Sec. 3(2), SB 5207. Sec. 2(3) of the bill defines "twenty-loot equivalent unit" to mean
"measure of containerized cargo capacity equal to one standard twenty foot (length) by
eight foot (width) by eight foot and six inches (height) container."

4Sec. 3(2), SB 5207.
5Sec. 3(3). SB 5207.
*Sec. 3(4), SB 5207.
7Sec. 5(1), SB 5207.

*See. 5(2), SB 5207.

7 Sec. 2, 1746(c), S.B. 927, 2006 - 2006 Session (CA 2006), hereafter referred to as
"SB 927." Sec. 2, 1746 was applicable to the Port of Los Angeles and a similar
provision. Sec. 2, 174" was applicable to the Port of Long Beach. No other ports were

included in the bill.
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The activity subject to the fee is not clear. The fee is imposed on "the processing of
shipping containers.” but the bill does not define "processing™ or "process.” | could not
find a definition of "processing" applicable to shipping containers in the Revised Code of
Washington nor in the United States Code. Perhaps future committees that consider the

bill will define the activity that triggers the fee.

Depending on how the bill evolves, the proposed fee may be subject to challenges under
the United States Constitution. The burden the levy puts on interstate and foreign
commerce is a factor when considering whether the fee violates the commerce clause'lor
the dormant commerce clause,” The fee may also be subject to the constitutional
prohibition against imposts and duties on imports and exportsPand the tonnage clause."
If the fee is found to be levied upon or collected from a ship hauling the container being
"processed," the reasonableness of the fee, the subject of levy, and the use of the proceeds
may also have to comply with the restrictions in federal law, including in 33 U.S.C. 5(b).

That subsection reads as follows:

(b) No taxes, tolls, operating charges, fees, or any other
impositions whatever shall be levied upon or collected from any vessel or

"Congress shall have Power to . . . regulate Commerce with foreign Nations, and
among the several States, and with the Indian tribesf.J* Art. |, sec. 8, Constitution of the

United States.

1L Willson i’. Black Bird Creek Marsh Co., 27 U.S. 245, 252 (U.S. 1829). Note that in
dissenting opinions, Justice Scalia has questioned the validity of the "negative" Foreign
Commerce Clause that has been interpreted to prohibit state regulation of commerce.
Sec, e.g., Itel Containers Int'l Corp. v. Huddleston, 507 U.S. 60, 78-80 (U.S. 1993)
(Scalia, J., concurring in part and concurring in the judgment). Justice Scalia has
expressed the view that the Commerce Clause docs not have a self-operative prohibition
upon the Slate's regulation of commerce. Should the Supreme Court adopt Justice
Scalia's interpretation. States would have a greater ability to regulate commerce in areas
in which Congress has taken no action. Under the present interpretation, a state may not
lake action that Congress, should it choose to act, could over ride under its authority to

regulate commerce under Art. 1, sec. 8.

"No state shall, without the Consent of the Congress, lay any Imposts or Duties on
Imports or Exports, except what may be absolutely necessary for executing its inspection
Laws: and the net Produce of all Duties and Imposts, laid by any State on Imports or
Exports, shall be for the Use of the Treasury of the United States: and all such Laws shall
be subject to the Revision and Control of the Congress,"” Art. I, sec. 10, Constitution of

the United Stales.

M "No State shall, without the Consent of Congress, lay any Duty of Tonnage . . . ."
Art. L sec. 10. Constitution of the United States.
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other water craft, or from its passengers or crew, by any non-Fedcra!
interest, if the vessel or water craft is operating on any navigable waters
subject to the authority of the United States, or under the right to freedom
of navigation on those waters, except for--
(1) fees charged under section 208 of the Water Resources
Development Act of 1986 (33 I1.S.C. 2236);
(2) reasonable fees charged on a fair and equitable basis that—
(A) are used solely to pay the cost of a service to the vessel
or water craft;
(B) enhance the safety and efficiency of interstate and
foreign commerce; and
(C) do not impose more than a small burden on interstate or
foreign commerce; or
(3) property taxes on vessels or watercraft, other than vessels or
watercraft that are primarily engaged in foreign commerce if those taxes
arc permissible under the United Slates Constitution.

1 think the bill's approach of targeting "processing” for the imposition of the fee is an
attempt to distance the fee from interstate and international commerce concerns. The
attempt may be an effort to characterize the fee as a type of fee that Washington may
properly impose on most intrastale activities, such as a fee on a business or occupat'on.
However, if "processing" includes the loading and unloading of a water craft transporting
a container, the fee is more likely to be a burden on interstate and foreign commerce.

The United Slates Supreme Court adopted a test for determining whether a state tax

violates the Domestic Commerce Clause in Complete Auto Transit Corp. r. Brady.'4 In
Itel Containers Int'l Corp. Ir. Huddleston.1' the court summarized the Complete Auto

Transit test as follows:

A state tax satisfies the Complete Auto Domestic Commerce Clause test
"when the tax is applied to an activity with a substantial nexus with the
taxing State, is fairly apportioned, does not discriminate against interstate
commerce, and is fairly related to the services provided by the State.”

The foreign commerce clause raises two additional considerations beyond those in the

commerce clause:

(1) the enhanced risk of multiple taxation; and

430 U.S. 274, 51 L. Ed 2d 326, 97 S. Ct. 1076 (1977).

B507 U.S. 60. 73 (U.S. 1993).
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(2) the possibility that a state tax will "impair federal uniformity in an area
where federal uniformity is essential." B

If the fee is applied to a "process" that is not subject to taxation in a foreign jurisdiction,
the proposed fee may avoid the risk of multiple taxation. However, whether the fee
might impair federal uniformity of tax treatment of foreign flagged commercial passenger
vessels in violation of the foreign commerce clause cannot be ascertained from the

current version of the bill.

The tonnage clause prohibits "all taxes and duties regardless of their name or form, and
even though not measured by the tonnage of the vessel, which operate to impose a charge
for the privilege of entering, trading in, or lying in a port,”I and "reliance on tonnage
duties to raise general revenues, to regulate trade, or to charge for the privilege of
entering, lying in. or trading in a port."B The clause permits states to charge for services
rendered to a vessel, such as pilotage, wharfage use of locks on a navigable river, or
policing of a harbor,™ or for ensuring the availability of a service, such as fire fighting,
even though not every vessel will actually need the service. Under a tonnage clause
analysis, both the way in which the fee is imposed and the use of the fees collected would

be subject to scrutiny.

Without knowing more about how the proposed lee in SB 5207 would be applied, even
assuming it is limited to an activity within Washington State, 1cannot say whether "it is
fairly apportioned, docs not discriminate against interstate commerce, and is fairly related
to the services provided by the State."” A more clear description of the fee and how it will
be imposed is also necessary before examining whether the fee may violate the
constitutional prohibitions relating to foreign commerce and the import export clause or
the tonnage clause. It is just loo soon to tell.

Judging from those opposing SB .5207 at us first hearing, | anticipate that i number of
groups are standing ready to challenge the fee if the bill is enacted. Those that favor the
enactment of the bill look at the bill as a user lee that can be used to provide freight-
related congestion relief through the improvement of freight rail infrastructure and state

BCcontainer Corporation of America I Franchise Tax Board. 463 U.S. 159. 185 - 86
(1983).

T’clyde Mallory Lines w Alabama ex rel Stale Docks. 296 U.S. 261, 265 (1935).

BNew Orleans S.S. v. Plaquemines Port, Harbor and Terminal District. 874 F.2J 1018.
1023 (5th Cir. 1989).

Dclyde Mallory Lines. 296 U.S. at 265.

DPlaquemines, 874 F,2d at 1023.
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highways that function as freight corridors/1 Opponents of the proposed fee arc
concerned that the fee would divert container freight movement away from Washington
ports and result in lost jobs. Opponents also assert that the fee is instead a tax and may be

unconstitutional and violative of international treaties/2

For your information, the follow ing testified for and against the legislation at a public
hearing before the Senate Transportation Committee on January 24, 2007/3

PRO Larry Pursley, Washington Trucking Association; Doug Levy,
Cities of Everett, Kent, Federal Way, Renton and Puyallup.

CON Mark Johnson, Washington Retail Association; Rich Berkowitz,
Transportation Institute; Randy Ray, Pacific Seafood Processors; Jim
Wilcox, Wilcox Farms/Washington Food Industry; Pat Jones, Washington
Public Ports Association; Tim Farrell, Port of Tacoma; Terry Finn, Port of
Seattle; Gordon Baxter, Masters. Mates and Pilots and Inland Boatmen's
Union; Larry McKillip. United Transportation Union; Mike Elliot,
Brotherhood of Locomotive Engineers; Karol Kingery, Marine Engineers
Beneficial Association; Bill Stauffachcr, Burlington Northern Santa Fc
Railroad; Tom Parker, Umcn Pacific Railroad; Scott Hazelgrove, Pacific
Merchant Shipping Association; Rick Wickman, Columbia River

Steamship Operators.

The industry groups opposing the enactment of SB 5207 a ¢ similar and made arguments
similar to those opposing the enactment of the California container fee that was vetoed by
Governor Schwarzenegger. Again, the arguments against the fee include: job losses
through loss of container business, the fee is unconstitutional, the tee violates federal
limitations on the state taxation of freight carried on navigable waters, the fee conflicts
with international treaties, and negative economic impacts on manufacturers, consumers,

2 Senate Bill Report. SB 5207 (Jan. 25. 2007). The report was prepared by "non-partisan
legislative staff for the use of legislative members in fhr,ir deliberations."” The report is
available on the Internet at http:/, ‘ww ldg.wa.gov/pub/billinfu/2007-
08/Pdf/Bitl7020Repons/Senaie/5207.SHR.pdf (accessed 1/29/2007).

21d. 1listened to the Senate Transportation Committee Hearing that was streamed on the
Internet on January 24. 2007. Opponents were concerned that freight would be diverted
to Canadian and Mexican Ports, as well as other ports in Western stales that did not have
a similar fee. Prince Rupert was mentioned as one possible alternative port that has rail
service and could be the transfer point for containers bound for the central part of the
United States. The committee hearing may be downloaded from the Internet as an mp3
file at http://198.239J2.186/Dcliherations/2007010156.mpd (accessed 1/29/2007).

21d.


http://198.239J2.186/Dcliherations/2007010156.mpd
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and farmers. SB 5207 is sponsored by Senators Haugen, Murray, and Spanel; Senator
Haugen is the chair of the transportation committee, and Senator Murray is the vice-chair.

Should SB 5207 progress through the Washington Legislature and the details of how the
new fee would be imposed be made clear, we may gain greater insight into the specific
strengths and weaknesses of the fee when facing a legal challenge.

If 1 may be of further assistance, please advise.

DMRimed
07-049. med



SENATE BILL REPORT
SB 5207

As of January 25, 2007

Title: An act relating to creating the freight congestion relief account to improve freight corridors
with funding from the imposition of a fee on the processing of shipping containers.

Brief Description: Creating and funding the freight congestion relief account for the purpose of
improving freight rail systems and state highways used as freight corridors through imposing a

fee on the processing of shipping containers.
SpOﬂSOI’S: Senators Haugen, Murray and Spanel.

Brief History:
Committee ACtiVity: Transportation: 1/24/07.

SENATE COMMITTEE ON TRANSPORTATION

Staff: pavid ward (786-7341)

Background: The state has identified various and significant transportation projects that

support enhanced freight mobility and capacity. Although the state has provided some

funding for these projects, the level of funding is insufficient to provide the level of

investment necessary to alleviate congestion levels that impact freight mobility and capacity.

Summary of Bill: A feeis imposed on the processing of shipping containers in the ports of

The fee must be imposed at the rate of $50 per twenty-foot equivalent

Washington State.
Marine

unit (TEU) and is payable by the marine terminal operator processing the container.
terminal operators may retain 10 percent of the fee to offset costs associated with the proper
reporting of the number of TEUs processed. The remainder of the fee must be remitted to the

Department of Revenue (DOR).

The Freight Congestion Relief Account is created in the State Treasury. All receipts received
by DOR from the imposition of TEU processing fees must be deposited in the account. The
account is subject to appropriation, retains 100 percent of the interest income generated by the
account, and may only be used to provide freight-related congestion relief through the

improvement of freight rail infrastructure and state highways that function as freight

corridors.
Appropriation: None.

Fiscal Note: Available.
Committee/Commission/Task Force Created: no.

This analysis was prepared by nan partisan legislative stafffar the use of legislative members

in theirdeliberations. This analysis isnot apart of the legislation nor does it constitute a

statement of legislative intent.

Senate Bill Report SB 5207



Effective Date: Ninety days after adjournment of session in which bill is passed.

Staff Summary of Public Testimony: PRO: Thee; should be a user fee to fund these

critical investments and the return on investment should offset the costs. The system that
comprises our state's freight infrastructure needs additional investment and, if possible, should
include a component that would allow funding for projects adjacent to the state system that
can demonstrably show significant ways to improve, link to, or offload pressure on state

freight corridors.

CON: Seventy percent of containerized freight moving through Washington's ports is
discretionary. Imposition of a fee on the processing of shipping containers will therefore
divert container freight movement away from the state’s marine ports. Critical family wage
jobs will also be lost and a negative ripple effect will be felt throughout the state economy.

Such a fee would also impair state export trade and Washington is a highly trade-dependent
state. There are additional concerns that the fee is instead a tax and may well be
unconstitutional in that it impedes interstate commerce, import/export activity and the

movement of containerized cargo as governed by federal law and international treaty.

Persons TeStlfylng: PRO: Larry Pursley, Washington Trucking Association; Doug Levy,
Cities of Everett, Kent, Federal Way, Renton and Puyallup.

CON: Mark Johnson. Washington Retail Association; Rich Berkowitz, Transportation
Institute; Randy Ray, Pacific Seafood Processors; Jim Wilcox, Wilcox Farms/Washington
Food Industry; Pat Jones, Washington Public Ports Association; Tim Farrell, Port of Tacoma;
Terry Finn, Port of Seattle; Gordon Baxter, Master. Mates and Pilots and Inland Boatmen's
United Transportation Union; Mike Elliot, Brotherhood of

Union; Larry McKillip,
Kingery, Marine Engineers Beneficial Association; Bill

Locomotive Engineers; Karol
Stauffacher, Burlington Northern Sante Fe Railroad; Tom Parker, Union Pacific Railroad;

Scott Hazelgrove, Pacific Merchant Shipping Association; Rick Wickman, Columbia River

Steamship Operators.

Senate Bill Report -2- SB 5207
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MEMO
Dated: January 24, 2007

To: Tamara Cook
Director, Legislative Legal and Research Services

From: Representative Kyle Johansen

Re: Proposea Washington State Shipping Container Tax

Dear Ms. Cook:

In addition to the legal issues discussed in my last memo regarding the
proposed shipping container tax in Washington State “lease consider the

additional legal issues:

« The Port of Seattle being a designated Foreign Trade Zone and
whether the imposition ofa container tax / fee is allowed

« Whether an Alaska shipper sending goods into the Port of Seattle
before further export out of Washington State would have to be
exempt from the imposition of a container tax / fee under the
Commerce Clause and Equal Protection Clause of the United States
Constitution, See. Vintnar Inc., v. Harris County Appraisal District,
947 S.W.2d 554 (Tex. 1997)

« Whether the proposed container / tax fee would violate the import-
export clause of the U.S. Constitution, See, Virginia Indonesia
Company v. Harris County Appraisal District, 910 S.W. 2d 905 (Tex.

1995)

Cc: Karl Amylon
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David Scott

From:  Rep. Kyle Johansen

Sent:  Wednesday, April 25 2007 851 AM
To: David Scott

Subject: FW: WA Container Tax

Fram: Shari Gross: maiIto:sharigsrgss@sharigross.com]
Santz Monday, April 23 2007 9:34 AM

To: Rep. Kyle Johansen

S bject= WA Container Tax

Thanks for meeting with me last week. By way of follow up 1thought you'd be
interested to note that the Washington State Legislature passed SB 5207 before
adjourning for the year, The measure changed significantly from its original form

when it was introduced in January.

Let's stay in touch. Please get in touch with me anytime necessary, and also know
that Alaska's interests arc duly noted by the Port of Tacoma; we will continue our
efforts to ensure that Alaska's special stake in the outcome is understood.

Shari Gross Teeple

BB

SB 5207 creates the freight congestion relief account. Dollars from the account may
only be used to provide congestion relief through the improvement of freight rail
systems and state highways that function as freight corridors. The bill does not define
freight corridors and does not fund the account

SB 5207 requires the Joint Transportation Committee to conduct a study of possible
funding mechanisms for this new freight congestion relief account At a minimum, the
study must:
= evaluate federal, state, incentive, and other project specific fees;
= analyze current taxes and fees paid by the freight industry and the projects the
taxes and fees fund;
= assess other nonfreight-related fees and taxes that could be used to pay for
freight congestion relief investments;
= assess how other states and countries pay for freight congestion relief
investments;
= discuss the various approaches and their impacts on Washington
competitiveness in freight movement;
= assess the imposition of a shipping container-based fee, port-related user fees,
or other funding mechanisms on the deni.” ! elasticity of the movement of
freight goods through Washington's container ports at various rates as well as
forecast diversion of marine cargo at various price points;

4 25/2007
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= measure the return on investment in freight rail and highway-based
infrastructure supported by the user fee and its impact on forecast growth in
shipping container traffic and the movement of freight goods; and

= recommend the structure of a future project recommendation body including its
membership, process, and selection criteria.

Finally, SB 5207 would create a stakeholder group of representatives of the freight
sector to work with the JTC to identify critical freight congestion relief investments;
identify alternatives for a dedicated funding source for freight congestion relief
investments or user fees to fund specific freight congestion relief investments; and
reviewing the final JTC study. Stakeholder group members will include:

= two representatives of container ports;

e one representative of trucking;

= one representative from railroads;

= one representative from international shipping;

= one representative from national shipping;

= two representatives of organized labor;

= two representatives of the import/export community;

= one representative from WSDOT; and

= one representative from FMSIB.

Transportation Budget

The Legislature adopted a transportation budget that provides the full funding
promised for projects identified in the Nickel and Transportation Partnership Act

(a.k.a. 9 cent gas tax).
The budget also holds forth the promise of new funding three projects during the

second half of the biennium, paid for by the freight congestion relief account, provided
the Legislature in 2008 adopts the funding recommendations put forward by the JTC.

“New’ money in the transportation budget includes:

PROJECT 2008 Funding Total Funding
SR-167 Extension S40 million S18S.2 million
SR-509 Extension $93.9 million
Stampede Pass $25 million $25 million

N o virus found in (Ins outgoing message.
Checked by AVG Free Edition.
Version: 7.5.446 / Virus Database: 269.5.9/773 - Release Date: 4/22/2007 S IS I'M

4/25/2007



O O1 @ W N

(00]

10
11
12

13
14

16
17
18
19

S-2240.4
SUBSTITUTE SENATE BILL 5207

State of Washington 60th Legislature 2007 Regular Session

By Senate Committee on Transportation (originally sponsored by
Senators Haugen, Murray and Spanel)

READ FIRST TIME 03/05/07.

AN ACT Relating to a study to evaluate the imposition of a fee on
the processing of shipping containers, port-related user foes, and
other funding mechanisms to improve freight corridors; creating the
freight congestion relief account; reenacting and amending RCW
43.84.092; adding a new section to chapter 46.68 RCW; creating new

sections; and providing an expiration date.
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

NEW SECTION. sec. 1. The legislature finds and declares there is
a need t mitigate the enormous burden imposed on the state
transportation system by the overland movement of cargo shipped to a.'d
from Washington state ports. Accordingly, it is the intent of the
legislature to alleviate this burden by studying the imposition of a
fee on the processing of shipping containers through those ports. The
study shall also examine other similar nechanisms for imposing and
collecting port-related user fees, as well as other funding mechanism.:.
Enactment by the legislature of any funding mechanism identified by the
study must require the use of the funds derived therefrom to provide
congestion relief through the improvement of freight rail systems and
state highways that function as freight corridors.

SSB 5207
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NEW  SECTION. sec. 2. Subject to availability of amounts
appropriated for this specific purpose, the joint transportation
committee shall administer a consultant study to evaluate the
imposition of a fee on the proc ssing of shipping containers, port-
related wuser fees, and other funding mechanisms to improve freight
corridors for deposit in the freight congestion relief account created
under chapter 46.68 RCW.

(1) At a minimum, the study must: (a) Assess the imposition of a
shipping container based fee, port-related user fees, and other funding
mechanisms on the demand elasticity of the movement of freight goods
through Washington's container ports at various rates as well as
forecast diversion cf marine cargo at various price points; (b) measure
the return on investment in freight rail and highway-based
infrastructure supported by the user fee and its impact on forecast
growth in shipping container traffic and the movement of freight goods;
(c) recommend the structure of a future project recommendation body
including its membership, process, and selection criteria; (d) examine
existing data on the health and environmental cost impacts of maritime
shipping and the movement of freight goods on air quality near
Washington's container ports. The scope of work for the study may be
expanded to include analysis of other issues relevant to the imposition
of container port-related user fees.

(2) The findings and recommendations of the report must be
submitted to the transpo -ation committees of the legislature by

December 1, 2007.
(3) This section expires January 1, 2008.

NEW 7CTION. Sec. 3. A new section is added to chapter 46.68 RCW
to read as follows:

The freight congestion relief account is created in the state
treasury. Moneys in the account may be spent only after appropriation.
Expenditures from the account may only be used to provide congestion
relief through the improvement of freight rail systems and state
highways that function as freight corridors.  Expenditures from the
account must, at a minimum, include funding for -he following projects:
State route 519 and associated access to port of Seattle; state route
509 connection to 1-5 bypassing SeaTac airport; state route 167 port of
Tacoma access to 1-5 and state route 167 new alignment in Pierce

SSB 5207 p. 2
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county; 1-90 Snoqualmie Pass; grade separations in the East Spokane
Valley; increased capacity of Stampede Pass rail corridor; rail
bottlenecks and choke points along mainline routes, including but not
limited to the Vancouver by-pass project; Kelso-Martin's bluff;
Vancouver rail loop; Blakeslee junction and other mainline
constrictions; and rail spur lines that support container freight
traffic and facilities for container transloading.

sec. 4. RCW 43.84.092 and 2006 ¢ 337 s 11, 2006 ¢ 311 s 23, 2006
¢c 171 s 10, 2006 ¢ 56 s 10, and 2006 ¢ 6 s 8 are each reenacted and
amended to read as follows;

(1) All earnings of investments of surplus balances in the state
treasury shall be deposited  tothe treasury i.come account,w”-ch
account is hereby established inthe state treasury.

(2) The treasury income account shall be utilized to pay or receive
funds associated with federal programs as required by the federal cash
management improvement act of 1990. The treasury income account is
subject in all respects to chapter 43.88 RCW, but no appropriation is
required for refunds or allocations of interest earnings required by
the cash management improvement act. Refunds of interest to the
federal treasury recuired under the cashmanagement improvement act
fall under RCW 43.88.180 and shall not require appropriation.  The
office of financial management shall determine the amounts due to or
from the federal government pursuant to the cash management improvement
act. The office of financial management may direct transfers of funds
between accounts as deemed necessary to implement the provisions of the
cash management improvement act, and this subsection. Refunds or
allocations shall occur prior to the distributions of earnings set

forth in subsection (4) of this section.

(3) Except for the provisions of RCW 43.84.160, the treasury income

account may be utilized for the payment of purchased banking services
on behalf of treasury funds including, but not limited to, depository,
safekeeping, and disbursement functions for the state treasury and
affected state agencies. The treasury income account is subject in all
respects to chapter 43.88 RCW, but no appropriation is required for
payments to financial institutions. Payments shall occur prior to
distribution of earnings set forth in subsection (4) of this section.

3 SSB 5207
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(4) Monthly, the state treasurer shall distribute the earnings
credited uo the treasury income account. The state treasurer shall
credit the general fund with all the earnings credited to the treasury
income account except:

(@ The following accounts and funds shall receive their
proportionate share of earnings based upon each account's and fund's
average daily balance for the period: The capitol building
construction account, the Cedar River channel construction and
operation account, the Central Washington University capital projects
account, the charitable, educational, penal and reformatory
institutions account, the Columbia river basin water supply development
account, the common school construction fund, the county criminal
justice assistance account, the county sales and use tax equalization
account, the data processing building construction account,  the
deferred compensation administrative account, the deferred compensation
principal account, the department of retirement systems expense
account, the developmental disabilities community trust account, the
drinking  water assistance account, the drinking water assistance
administrative account, the drinking water assistance repayment
account, the Eastern Washington University capital projects account,
the education construction fund, the education legacy trust account,
the election account, the emergency reserve fund, the energy freedom
account, The Evergreen State College capital projects account, the
federal forest revolving account, the freight <congestion relief
account, the freight mobility investment account, the freight mobility
multimodal account, the heallLh services account, the public health
services account, the health system capacity account, the personal
health services account, the state higher education construction
account, the higher -education construction account, the highway
infrastructure account, the high-occupancy toll Jlanes operations
account, the industrial insurance premium refund account, the judges'
retirement account, the judicial retirement administrative account, the
judicial retirement principal account, the local leasehold excise tax
account, the local reai _state excise tax account, the local sales and
use tax account, the medical aid account, the mobile home
relocation fund, the multimodal transportation account, the nmnicip#*
criminal justice assistance account, the municipal sales and use tax
equalizatior account, the natural resources deposit account, the oyster

SSB 5207 p. 4



reserve land account, the pension funding stabilization account, the
perpetual surveillance and maintenance account, the public employees’
ret’*ement system plan 1 account, the public employees’ retirement
system combined plan 2 and plan 3 account, the public facilities
construction loan revolving account beginning July 1, 2004, the public
health supplemental account, the public works assistance account, the
Puyallup tribal settlement account, the real estate appraiser
commission account, the regional mobility grant program account, the
resource management cost account, the rural Washington loan fund, the
site closure account, the small city pavement and sidewalk account, the
special wildlife account, the state employees' insurance account, the
state employees' insurance reserve account, the state investment board
expense account, the state investment board commingled trust fund
accounts, the supplemental pension account, the Tacoma Narrows toll
bridge account, the teachers' retirement system plan 1 account, the
teachers' retirement system combined plan 2 and plan 3 account, the
tobacco prevention and control account, the tobacco settlement account,
the transportation infrastructure account, the transportation
partnership account, the tuition recovery trust fund, the University of
Washington bond retirement fund, the University of Washington building
account, the volunteer fire fighters' and reserve officers' relief and
pension principal fund, the volunteer fire fighters' and reserve
officers' administrative fund, the Washington fruit express account,
the Washington judicial retirement system account, the Washington law
enforcement officers' and fire fighters' system plan 1 retirement
account, th'- Washington law enforcement officers' and fire fighters'
system plan 2 retirement account, the Washington public safety
employees' plan 2 retirement account, the Washington school employees'
retirement system combined plan 2 and 3 account, the Washington state
health insurance pool account, the Washington state patrol retirement
account, the Washington State University building account, the
Washington State University bond retirement fund, the water pollution
control revolving fund, and the Western Washington University capital
projects account.  Earnings derived from investing balances of the
agricultural permanent fund, the normal school permanent fund, the
permanent common school fund, the scientific permanent fund, and the
state university permanent fund shall be allocated to their respective

SSB 5207
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beneficiary accounts., All earnings to be distributed under this
subsection (4)(a) shall first be reduced by the allocation to the state
treasurer's service fund pursuant to RCW 43.08.190.

(b) The following accounts and funds shall receive eighty percent
of their proportionate share of earnings based upon each account's or
fund's average daily balance for the period: The aeronautics account,
the aircraft search and rescue account, the county arterial
preservation account, the department of licensing services account, the
essential rail assistance account, the ferry bond retirement fund, the
graoe crossing protective fund, the highcapacity transportation
account, the highway bond retirement fund, the highway safety account,
the motor vehicle fund, the motorcycle safety education account, the
pilotage account, the public transportation systems account, the Puget-
Sound capital construction accouni, the Puget Sound ferry operations
account, the recreational vehicle account, the rural arterial trust
account, the safety and education account, the special category C
account, the state patrol highway account, the transportation 2003
account (nickel account), the transportation equipment fund, the
transportation fund, the transportation improvement account, the
transportation improvement board bond retirement account, and the urban
arterial trust account.

(5) In conformance with Article [Il, section 37 of the state
Constitution, no treasury accounts or funds shall be allocated earnings
without the specific affirmative directive of this section.

SSB 5207 p. 6
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impossible for the average worker or small business owner to decipher The result is that claims
stay open longer, on average, than almost any other jurisdiction. Claims managers need to spend
more time talking with doctors, workers, and employers, and less time shuffling paper. The
employer community will submit legislation to simplify the disability wage process, and we believe

that a hearing will be conducted on this bill.

4. Workers are not empowered. Nearly every other state allows workers who are receiving
disability benefits to voluntarily close the claims in exchange for a lump-sum payment and
indefinite free medical treatment for the injury or occupali nal disease, but the powerful labor
union and trial lawyer lobbies here will not allow such an option. Worker-choice bills will not
receive a hearing this session. Instead, legislators will consider an expanded vocational
rehabilitation program that would allow workers an opt out provision.

dock to the top

Container Tax Meets Stiff Resistance from Business, Labor

"It's less than a box of apples or a couple bales of hay,”" Sen. Mary Margaret Haugen (D-Camano
Island) said of her proposed S50 per twenty-foot equivalent unit (TEU) container tax during

Wednesday'’s public hearing on SB 5207.

While that may not sound like much to the Senator, it adds up to substantial losses for Washington

farmers.

A small hay operation we contacted exports about 80 forty-foot containers per month. The
proposed fee would cost that farmer $96,000 per year. The cost to a mid-sized ’ "ricultural
commodity trader we spoke with that ships some 7,200 forty-foot containers and 7,000 twenty-
footers annually would face more than $L million in added fees if Sen. Haugen’s bill is enacted.

Dozens of witnesses signed in to testify against the bill. So many, in fact, that the Committee only
allowed a few panels to be heard. The ports, retailers, Teamsters, Longshoremen and other
maritime union representatives expressed their opposition to the bill, The only group to testify in

support was the trucking industry.

Haugen, the Senate Transportation Chair, asked the audience if a $20 rale would be more
acceptable Farm Bureau will continue to oppose SB 5207 even at $20 per TEU because it threatens
the viability of Washington's agricultural industry, which depends heavily on exporting its products

to global markets.

Heck to the top

House Examines Commercial Trucking Regulations

On Wednesdav, Jan. 24, the House Transportation Committee heard 11B 1304. sponsored by Rep.
Ruth Kagi (D-Lakc Forest Park). The measure is the result of a study group that met during the past
year to determine how to improve the safety of commercial vehicles. Unfortunately, in drafting the
bill, an existing agricultural vehicle exemption was deleted. The unique use of farm vehicles needs
to be considered as the final version of the bill is crafted. We have been assured this was an
oversight, so we arc hoping to work with the bill sponsors and all interested parties to ensure that

the agricultural exemption is reinstated.

http://Amwv.wsfb.convLegisLetter/legisletter.htm 1/29/2007
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ALASKA STATE CHAMBER OF COMMERCE

Resolution 2007-001

A resolution of the Alaska State Chamber of Commerce opposing a bill to impose
a fee on the processing of shipping containers in the State of Washington

WHEREAS, Washington State has been the primary gateway to Alaska before the first gold

rush, more than 100 years ago; and

WHEREAS, Alaskans today depend on ships and barges leaving Washington State to move

most necessities of daily life, and

WHEREAS many isolated Alaskan coastal communities without road access depend entirely on
marine cargo shipped from Washington State for life sustenance; and

WHEREAS 97 percent by weight and 60 percent of the value of all goods shipped to
Alaska are shipped via water from Washington State; and

WHERFAS most seafood harvested in Alaska and bound for market is shipped from Alaska to

and through ports in Wa igton State, and

WHEREAS, the most recent data availaole from 2003, reports that the economic trade
connection with Alaska and Puget Sound created at least 103,500 jobs and over $4,000,000,000
in labor earnings. Aside from the aerospace industry, Alaska was Puget Sound’s fifth largest

trading partner; and

WHEREAS, Senate Bill 5207, a bill pending before the Washington State Legislature, imposes
a fee of $50 for each twenty-foot equivalent unit (TEU) on every cargo container traveling
between Washington State and Alaska; and

WHEREAS, most cargo containers are at least i o twenty-foot equivalent units and would be

subject to a fee of $100 each time the container leaves Washington State and each time the
container return; to that state, reeardless of whether the container is empty, partially loaded, or

full; and

W I1EREAS Senate Bill 5207 would be detrimental to the trading relationship between Alaska
and Washington State; and

WHEREAS, because of Alaska’s uni p.>dependence on ports in Washington State, enactment
of Senate Bill 5207 would damage Alaska's economy and crippic many isolated communities in
Alaska by raising the cost of living significantly: so



NOW, THERFORE, BE IT RESOLVED that the Alaska State Chamber of Commerce
respectfully requests that the Washington State Legislature recognize the significant negative
impact Senate Bill 5207 would have on the State of Alaska and the trading relationship between

Washington State and Alaska; and

BE ITFURTHER RESOLVED that the Alaska Sfate Chamber of Commerce opposes Senate
Bill 5207, strongly urges the Washington State Legislature to consider alternative revenue

sources for resolving Washington’s freight mobility issues.

Signed this 13th day of February 2007

ALASKA STATE CHAMBER OF COMMERCE ATTEST:

Wayne A. Stevens

Joe Marushack
President/CEO

Chair

COPIES of this resolution sent to:

Senator Mary Haugen. Chair, Senate Transportation Committee

The Honorable Chris Gregoire, Governor of Washington State

The Honorable Brad Owen, Lieutenant Governor of Washington State

Senator Rosa Franklin - President Pro Tempore
The Honorable Frank Cnopp, Speaker of the Washington House of Representatives

Don Brunell, President/CEO, Association of Washington Business
The Honorable Sarah Palin, Governor of Alaska

The Honorable Ted Stevens, U.S. Senator

The Honorable Lisa Murkowski, U.S. Senator,

The Honorable Don Young, U.S. Representative
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Representative Kyle Johansen

Alaska State House of Representatives
Chairman, House Transportation Committee
State Capitol

Juneau, Alaska 99801

Dear Representative Johansen and Members of the House Transportation Committee:

Ocean Beauty Seafoods supports HIR8, the resolution opposi' j, the proposed
container fee bill in the Washington State legislature.

Alaskans need to do everything in their power to make sure the Washington
lawmakers are fully aware of the impact their “Tax on Alaska” would have on Alaskans
and the Alaska economy HJRS8 is a big step in that direction

Ocean Beauty moved more than 2111 TEU 's between Seattle and Southeast
Alaska in 2006. That equates to a fee of $105,550 that our company alone would have
had to pay. We simply cannot be competitive against farmed and foreign fish with that

much increase in our transportation costs.

We urge you to pass HIR8 and send a loud message to the Washington state
legislature that their bill, SB 5207 would have a major affect on the Alaskan economy,
Alaska businesses, and Alaskan consumers.

Sincerely,

Mari, Pafmtr

Mark Palmer

cc. Representative William Thomas



DEWITT & DEWITT LLC

PO BOX 34761
Juneau, AK 99803-4761

February 10, 2007

The Honorable Bill Thomas
Alaska State Legislature
State Capitol Building
Juneau, Alaska 99801 -1182

RE: HIR 8

Dear Representative Thomas.

On behalf of the Alaska Chapter of the National Federation of Independent
Business (NFIB), I wish to express our support for House Joint Resolution 8. The Alaska
Chapter of the National Federation of Independent Business has 2,500 members, making it

the largest small-business advocacy group in the state.

HJR 8 correctly requests the Washington State Legislature not adopt an added fee
on all cargo containers shipped to and from Washington ports as proposed by Senate Bill
5207. Such a fee would significantly increase the transportation costs of most good coming
to Alaska. The added cost of exports from Alaska going through Washington ports would
competitively disadvantage our products in the marketplace.

We have additional concerns that the fee is instead a tax and may well be
unconstitutional in that it impedes interstate commerce, import/export activity and the
movement of containerized cargo as governed by federal law and international treaty.

NFIB appreciates your willingness to call this issue to the attention of Alaska’s
State Legislature and our Congressional Delegation The negative effects of such an
increase in transportation costs would have a significantly negative impact on both

businesses and consumers in Alaska.

Sincerely Yours,

Dennis L. DeWitt
State Director
National Federation of Independent Business

cc: House Transportation Committee
House Labor & Commerce Committee

(907)723-6667 ddewvitt@qci.net


mailto:ddevvitt@gci.net

The Enduring Economic Impact

of Alaska on the Puget Sound Region

Commissioned by:
Tacoma-Pierce County Chamber of Commerce

Greater Seattle Chamber of Commerce

Author:
Robert A. Chase

Huckell/Weinman Associates, Inc.

September 2004



Acknowledgements

ProjectCo-Chairs:

Renata Benett, Manager of Market Research, Totem Ocean Trailer Express, Inc.

Shari Gross Teeple, President, Gross & Associates

TechnicalOversightCom mittee Chair:

Doug Ljungren, Business Planning Manager, Port of Tacoma,

TechnicalOversightCommittee Members:

Renata Benett, Manager of Market Research, Totem Ocean Trailer Express, Inc.
Richard Berkowitz, Director, Pacific Coast Operations, Transportation Institute

Gary Brackett, Manager, Business and Trade Development, Tacoma-Pierce County Chamber of Commerce

Suzanne Lagoni, Partner, Nexus Northwest

Jim Odom, President, Odom Corporation

Scott Pattison, Senior Business Development Manager, Port of Seattle

Jim Pedersen, Vice President, Lynden Logistics
Edward Richardson, Economist, At-Sea Processors Association

Shari Gross Teeple, President, Gross & Associates

Editing and Publishing:

Bruce Sherman and Joel Chrism'm

We extend ourappreciation to the following firm s and organizations fortheirfinancialsupport:

Alaska Crab Coalition Kenworth Northwest, Inc.

Artifex Business Identity Development Lynden Incorporated

At-Sea Processors Association Nexus Northwest, LLC

Alaska Airlines, Inc. Northland Services

American Shipping Group Odom Corporation

Arctic Slope Regional Corp. Pacific Seafood Processors Association

Blue Cross olue Shield of Alaska Port of Seattle

Bowhead Transportation Port of Tacoma

Canadian Consulate General Samson Tug & Barge

Capital Office Systems Sherman Communications

Carlile Transportation Transportation Institute

ConocoPhillips Totem Ocean Trailer Express, Inc.

Graham & Dunn pc University of Alaska Fairbanks

Gross & Associates VECO

Horizon Lines Western Pioneer

Icicle Seafoods Wells Fargo - Alaska

nhthe coer:

Photo illustration shows Alaska's Mount McKinley, above,
and Washington’s Mount Rainier, as a reflection below.

Credit: Kevin McGowan, Strode McGowan Photography

Page 1



Table of Contents

Acknowledgements

List of Tables

List of Figures

Executive Summary: Highlights of Major Findings

Introduction

SECEOTAl ANAIYSES. ..o
What} Ahead for theAlaska-Puget Sound Partnership?

Conclusion

REIBIBNCES .t
Appendix: Methods and APProaCh.........ccvveeriiieice e
SOUT TS ettt ettt ettt s Rttt

GlOSSANY OF TEIMS ...t

Page 2



List of Tables

Table 1.

Table 2.

Table 3.

Table 4.

Table 5.

Table 6.

Table 7.

Table 8.

Table 9.

Table 10.

Table 11.

Table A-1.

Table A-2.

Table A-3.

Table A-4.

Summary Economic Impacts ol Alaska on Puget Sound, 1985,1994 and 2003

Alaska and United States, Percent Share of EM POy M @Nt. ... it eneeas

Puget Sound Exports to Alaska: 1985,1994 and 2003

Direct Alaska Job and Labor Earnings Impacts on Puget Sound, 1985,1994 and 2003

Total (Direct +Indirect) Alaska Job and Earnings Impacts on Puget Sound,1985,1994 and 2003.................

Alaska-Related Puget Sound Transportation Impacts, 1994 and 2003
Puget Sound Waterborne Cargo Shipments to Alaska, 2003

Economic Impact of the Puget Sour' F'Shing Fleet, 2003

Puget Sound Services Exports, ‘obs and Earnings Related to Trade with Alaska,1994and 2003

Components of Puget Sound Health-Care Exports to Alaska, 1994 and 2003

Puget Sound Manufacturing Expoits, Jobs and Earnings Related to Trade with Alaska, 1994 and 2003
Puget Sound Shares of Washington State Economic Activity, 1994 and2003

Puget Sound Exports to Alaska, 2003

Suivey of Puget Sound Firms

Transportation Services Sectors

List of Figures

Figure 1.
Figure 2.
Figure 3.
Figure 4.
Figures.
Figure 6.
Figure 7.
Figures.
Figure 9.
Figure 10.
Figure 11.
Figure 12.
Figure 13.
Figure 14.
Figure 15-
Figure 16.
Figure 17
Figure 18.
Figure 19.
Figure 20.

Figure 21.

Population of Alaska

Recent Economic Periormance - Annual Change in Total Employment

Total Jobs in Puget Sound Dependent on Trade with Alaska, 2003 ... ot
Percent of Total Puget Sound Jobs Dependent on Alaska Export Trade, 2003 .....c.iiiuiiuiiiiiiiiieaeieeee e eeieenenneen
Puget Sound Waterborne Container Shipments to Alaska, 1984 -2003 ... i
Puget Sound Waterborne Bulk Cargo Shipments to Alaska, 1994 -2 0 U 3 ..oiiiiuiiiiiiiiiiee e e

Alaska Waterborne Caigo Shipments to Puget Sound Minus Crude Oil......oiiiiiiiiiiiiiiii e

Air Cargo Shipments Between Puget Sound and Alaska. 1994 -2003..

Air Passenger Boardings Between Puget Sound and Alaska, 1994 -2003 ... e eeeeneans

CrUISE PasSSeNgers N Seatlle .. ittt e ettt r et e e a e e e e a e e e rn e ean wrarenenan e e eaann

Alaska Marine Highway System: Passenger Boardings at Bellingham ... e
Alaska Crude Oil Shipments to Puget SOUNd RefiNErie S ..o et eae eeaes

Alaska NOFth SIOP e Ol ProOdUCTIO N .. ettt ettt e ettt ettt e e e e e ea e ee e e e en e en e en e eeeeaeennennaeneenn

Map of Northern Alaska, Showing ANWR and Proposed Development Ar€a.....ccocui i iiiiiiiiiiieiieeeeeeeee e

Crude Oil Prices, Alaska North Slope Wellhead...

Origin of Fisheries Harvested by Puget Sound Fishing Fleet, 2003 .. .. ee e ees
Alaska/North Pacific Sealood Harvest (By Weight) 199 0-200 3 ... iiiiiiuiii e e e e ee e e e eneeeaeenns
Ex-Vessel Vai e of Alaska/North Pacific Seafood Harvest, 1994 and 2003 .....cooiiiiiiiuiiiiiiiiieeieeeeeeeeeeeeneenenenan
Value of Alaska/North Pacific Commercial Harvest (EX-VeSSel PriCeS) ...ttt eeeeneeeas
Federal Government Expenditures in Alaska and United States, Per Capita Basis, Fiscal Vears 1995 -2002

Military Personnel and Defense Expenditures in Alaska Fiscal Years 1994-2003 ....cocciiiiiiiiiiinieiieeininienenns

Page 11
Page 12
Page 13
Page 15
Page 17
Page 27
Page 30
Page 31
Page 34
Page 40
Page 42
Page 44

Page 45

Page 7

Page 8

........ Page 14

Page 14

........ Pagel6

Page 19

........ Page 20

Pafr 21

........ Page 22
........ Page 23
........ Page 24

..Page 25

Page 26

........ Page2F

........ Page 29

Page 32

Page 33

Page 3



Executive Summary: Highlights of Major Findings

Alaska's economic relationship with the Puget Sound region is expanding, evolving, and enduring.

In this era of multi-national trade agreements, trade among states is seldom cons- % ed. Most companies' products and services

are bought and sold within the local area or state or perhaps a nearby state and are not destined for foreign marketj.The domestic

market is the critical measure for many companies.

The TOTE ship Midnight Sun's maiden voyage. Photo by Davelte Riker, TOTE.

The Alaska trade is different, as Puget 1 )und and
Alas j represent key markets for their respective
resident companies. This economic interdependency
now goes well beyond a century to when Puget Sound
acted as provisioner for miners hoping to strike it rich

in the Klondike.

Puget Sound is the primary gateway for Alaska.
Proximity to one another helps, but over the decades,
the connection has evolved, matured and grown,
benefiting residents, workers, and companies within

Alaska and Puget Sound.

This study — now in its third edition since 1985 —
underscores what is increasingly clear: the economic
ties between Puget Sound and Alaska are bound
tightly. The economic relationship between the regions

is growing stronger and deeper.

Some highlights from the latest study assessing the

2003 economic relationship include:

The economies of Alaska and Puget Sound have been counter cyclical, making the trading partnership awelcome

economic asset for Puget Sound, especially as a stimulus that helps offset regional downturns.

The most important direct impact of Alaska on the Puget Sound economy is the market it provides for regionally-
produced exports. As a destination for all merchandise goods exports except aerospace, Alaska ranks fifth among

all of its trading partners. In 2003, exports to Alaska from Puget Sound were valued at $3.77 billion, an increase of

over 53 percent from the previous study findings in 1994.

The value of exports tell the story of the maturing relationship between Alaska and Puget Sound. Of the total, a

small increase in Puget Sound manufacturing exports is due in part to Alaska's growing population base. That

base supports more "home-grown” products than in the past. A large increase in exports of services, however, reflects
Alaska's transformation into a service-based economy that wants and needs specialized banking, accounting, legal,
engineering, management, educational, and medical services available in the Puget Sound area.

Puget Sound exports of goods and services to Alaska directly impact the regional economy. In addition, Puget Sound-

based fishing, seafood processing and petroleum refining industries make use of Alaska natural resources. Now. over

46,000 jobs in Puget Sou id companies are directly dependent upon the export trade with Alaska.

The growth in jobs from the Alaska-Puget Sound trade relationship between 1994 and 2003 is substantial-equal to

attracting a 1,000-employee company to the region each year.



The comprehensive economic connection between Alaska and Puget Sound is immense. Indirectimpacts arise in

two ways. The first source is industries that do not export to Alaska, but provide other firms or industries with inputs
needed to produce exports. Thus they benefit from the Alaska trade, even though they are not a direct partner. The

second source of indirect impact arises from the spending ofincome earned by employees in exportindu ries and

export-serving industries. Such consumer spending produces an important ripple effect, Because of this, the Alaska

onnection affects every part of the Puget Sound ecor,amy. Today, over 103,000 jobs in Puget Sound are directly or

indirectly tied to Alaska.

= The Puget Sound has always been the primary gateway to Alaska. This connection continues to grow and is a good
barometerofthe Alaska-Puget Sound economic relationship. By dollar value, about three-fifths of the goods reach

Alaska by water and two fifths by air or ruckvia the Alcan Highway. By weight, 97 percent of the goods go by water.

Tlie Alaska cruise industry has enjoyed phenomenal growth in recent years. And while most of the ships still depart
from Vancouver, B.C., a significant and growing number now sail from Seattle. This is particularly important because
Pupel Sound benefits from provisioning ships and spending by cruise ship guests when they visit Seattle. The number

of cruise line passengers departing from Puget Sound for Alaska has risen from 14,000 in 1994 to 550,000 in 2004.

Petroleum remains a hub of the Alaska Puget Sound economic relationship, though the volume has declined in recent

years. In 2003, $2.8 billion of Alaska crude oil came to Puget Sound refineries. Direct impact of this trade includes

1,990 jobs and 144.5 million in labor earnings.

The Bering Sea and Gulf of Alaska provide more than half the total U.S. fishing harvest. W M e the value of the fishing

harvest has declined from previous highs, fishing remains avital link in Alaska Puget Sound trade.

As Alaska's economy diversifies and matures, its need for business services ranging from advertising ,a architecture

uses. Computer software represents the most rapidly growing Puget Sound based service sector.

Traditionally, Alaskans have benefited from a windfall of federal spending, an economic sector that is on ttie rise again
after a brief decline. The federal government spends more per capita on Alaska than on any other slate, and accounts
for 38 percent ol Alaskans' personal income. Puget Sound benefits substantially from this windfall. In 2003, Puget

Sound's exports to Alaska related to federal spending amounted to $86 million and created 1,295 jobs.

Puget Sound and Alaska are more than just healthy trading partners. Together they help one another excel in the good times and

weather the bad times. Each fills significant economic needs of the other.



Introduction

Contextand Background of Study

Trade between regions is a g.eat generator of economic stability that spurs commerce and creates jobs.

This report updates a periodic analysis of trade
between Alaska, by far the nation’'s largest state, and
the Puget Sound region, with its densely populated

urban corridor from Bellingham to Tacoma.

Rrst completed with data from 1985 and subsequer tly
updated with 1994 data, these studies illustrate

the economic importance ol Alaska within the trade
equation on Puget Sound. The initial report quantified
for the first time the magnitude of the Alaska-Puget
Sound link. In 1985, this Alaska impact generated
some 57,000 jobs in Puget Sound, based on $1.6
billion worth of export activity from Puget Sound
businesses (Table 1). In 1994, over 90,000 jobs with
$2.4 billion in Puget Sound exports were directly tied

The Fairbanks Provider rail barge with conlainer racks, providing weekly scheduled fo trade with Alaska. For 2003, the Alaska-Puget Sound

service to Whittier, Alaska, sails out of Elliott Bay. Photo courtesy of Lynden Inc. economic connection has grown to some 103,500

jobs, with $3.8 billion of Puget Sound-based exports.

Tablb 1. Summary Economic Impacts of Alaska on Puget Sound, 1085, 1994, and 2003

Meas'"® 1985 199 2003
Bxports (Milions of Currents) $1,6291 23889 $3,7685
Direct Jobs 30,978 36531 46133
Direct Labor Earnings (Millions of Current $) S6719 $1.34.7 #1518
Total (Direct and Indirect) Jobs 56,973 90.098 103518
TOTAL (Direct and Indirect) Labor Earnings (Millions of Current 5 NA $29232 f4,316.0

Note: Direct earnings for 1985 are estimated; Total earnings for 1985 were unreported.

Puget Sound has often been described as more dependent on foreign trade than any region in the nation. This updated analysis is
intended to show the continued importance of domestic trade between Alaska and Puget Sound. Italso provides another point of
reference, or updated benchmark, to compare data and trends over nearly two decades. As in previous studies, this 2003 study
was commissioned by the Alaska Committees of the Chambers of Commerce of Tacoma and Seattle, together with the Ports of

Seattle and Tacoma and private business firms with operations in Puget Sound and Alaska.

The link to Alaska has long been a significant asset of the Puget Sound economy and is one of the oldest and most enduring Pacific

Rim relationships in the U.S. Alaska's economic history has often been described in terms of dramatic eras.

The first was the Klondike gold rush era that began in 1898, with Puget Sound serving as the supply center and staging area, a role

it continued to play for the fur trade and other resource-based industries after the gold ran out.

Next came the military era that began with the World War Il build-up and continued throughout the Cold War. Because of their

unigue and linked geographic position, Alaska and Puget Sound were the sites for a network of military bases and a high level of

per capita defense spending in this era.

The third "energy" era began with the discovery in 1967 of the Prudhoe Bay oil field, which became the largest producing field in
North America. The petroleum era hit full stride with completion of theTrans-Alaska Pipeline System (TAPS) in 1977 at a cost of $8
billion. The stimulus of the pipeline project and the flow of oil from Prudhoe Bay to Valdec, and then to refineries via tanker, had

significant economic impacts on Puget Sound.
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Alaska is now in a fourth era — one based on a more diversified, service-based economy. Alaska’s economy, in part, mirrors the
national transformation from a goods-producing, manufacture-based economy to one that increasingly provides sen/ices. Tourism,
health care, professional services, and retail trade are now the dominant sectors in the Alaskan economy, In2003,80 of Alaska’s

top 100 employers were in service-providing sectors (Fried, 2004),

In its economic evolution, Alaska still retains elements of bygone eras — natural resources of fishing, forestry, and mining;
military and government; and energy production. Traditional resource-based industries, particularly fishing and forestry, have
been in decline but remain critical economic lifelines in Southeast Alaska and other coastal communities. Alaska continues to be
highly dependent upon federal government spending, which supports one-third of all jobs in the state. Alaska's economic base

— activities that generate domestic and foreign exports outside the state — still remains dominated by oil.

it is tempting and in some ways valid to use these eras to portray the Puget Sourid-Alaska partnership. Yet, amidst the dramas of
gold, war, oil and government, the regions have forged a less-spectacular tie involving the broad range of economic linkages that
now exist between them. This has led over the decades not only to economic growth for both regions, but also to population growth
rates in excess of the national average (Figure 1). Jobs, added by the successful businesses and industries that are based in Alaska

and Puget Sound, have given those who want to pursue 'heir dreams a practical basis for doing so.
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Source; U S. Census Bureau

Alaska—A Unique State

Alaska is an exceptional state, with a wealth of natural resources that is especially notable when measured against its relatively
small population. Much of the state’s economic history has focused on resource-related opportunities, from the Klondike Gold Rush
of the 1898 to the discovery of oil on the North Slope in 1967. At the same time, the 49" state is by far the nation’s largest v.irh

great expanses of rugged wilderness and more than 6,000 miles of coastline. Vast distances lie between Alaska and much of the

United States.

Alaska's land mass of nearly 572,000 square miles is by far the largest among all states; one out of every six square miles in the
United States is n Alaska. Over 95 percent of Alaska land is owned by federal and state government—more than any other state.1
Two thirds of Alaska is owned by federal government agencies such as the Bureau of Land Management, Forest Service, and

National Park Service. Federal government ownership and influence is felt throughout Alaska.

’in companion, only 42 percent ol Washington slate's land mass Is under Flcderal and slate government ownership. In Puget Sound, (-federal and state

ownership Is approximately 52 percent.



Alaska is a state of migrants. Only 38 percent of Alaskans were born in the state — the smallest percentage in the country. The
military, with its regular rotation of troops and families, is a major stimulus to migration to and from Alaska. Migration patterns are
mostly explained by the presence orlack of economic prosperity. The most common origins and destinations for Alaska migrants
are other western states. Tire Puget Sound counties of King, Pierce, and Snohomish are among the leading counties providing the

largest number of people moving to Alaska as well as the leading destinations for people leaving the state (Williams, 2004).

A compilation of data from 1985,1994, and 2003 shows the evolution and growth of this special connection. While there is
evidence that Alaska is producing some goods and services that were previously imported, demand for Puget Sound products has
continued to increase. That demand has increased most rapidly in sophisticated product and service lines that are detailed below.

Rgure 2 compares the recent perfonnance of Alaska, Puget Sound and the U.S. in creating jobs. Each of the components has

experienced the business cycle in distinct ways since 1990. Inthe early 1990s, Alaska boomed while Puget Sound and the
nation were mired in either low growth or recession. The mid-to-late 1990s were less robust for the Alaska economy, compared to
booming Puget Sound and national economies. Since 2000, as both the national and Puget Sound economies were in recession,
Alaska recovered to the point of outperforming the nation. This counter-cyclical pattern makes the Alaska partnership a welcome

economic asset for Puget Sound, especially as a stimulus that helps offset regional downturns.

2014
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Sources: U.S. Bureau of Economic Analysis; Alaska Department of labor and Workforce Development, Research and Analysis Section, Washington Department

of Employment Security, labor Market and Economic Analysis Branch.



Taol 2 shows the portion oftotal employmentcoming from each maj sectorir Alaska and the United States. Alaska diverges

shari ly from national norms In four sectors: government, mining, fishing, and manufacturing.

Table 2 Alaska and United States, Percent Share of Brpoynent

1965 194 2003

5 clor Aaska us Aaska us Alaska us
arsrioes D4% %1% 20.7% 205% 211% B
loverrrrent 201% 155% 27.1% 1A% 5% 1U0%
Federal, Gvilian 5.4% 286 50% 21% A% 1%
Federal, Miitary 85% 22% 7% 1% 5% 13%
Stale and Local 1526 108% 146% 1% 4% 0P
Retail Trade 136% 1B 155% 167% 5% U
Finance, Insurance and Real Estate 7% 76% A% 74% 5% 86%
Trarsportation and Uilities 65% A% 7% A% 806 36%
Consl/udiion 80% 5% 506 51% 53% 5%
Menufacturing 41% B 526 131% 42% n
Fishing, FarrTing and Forestry 4% 3% A% 3 4% 280
Mring 39% 11% 3% 0% 29% 0%
Wholesale Trade 2% A% 26% 4% 25% 3%
TOTAL Employment (M | MV) 3181 1215 357 1452 4204 1581

Notes: Total employment includes full and part-time wage and salarleo .voters, self-employed and unpaid family workers; in Alaska, total employment is in
thousands (M); in U.S., total employment is in millions (MM), Sectors are ranked based on ?003 percent share of employment for Alaska. 2003 percents are

estimates. Source: U.S. Bureau of Fconomic Analysis

Historically, government has had an expansive role in the Alaska economy. Aboutone out of every four workers is employed
a' ime level of government in Alaska. Local government — including local public education and native government - is
Aidska's largest employer. Alaska far and away leads all other states in per capita federal and state government support. Taxes
on oil account for 85 percent of the state's general fund revenues, and all of the contributions to the Alaska Perma' ent Fund

Corporation's assets ($26 billion); a portion of the Fund's earnings are dis’ributed annually in the form of a dividend to all Alaska
residents.

Mining and fishing have historically been an important source tor employment and expenditures in Alaska. These natural resource

based sectors — largely dependent upon volatile economic swings — still account for a sizable portion of the Alaskan economy.

By contrast, Alaska's manufacturing employment share is less than AO percent of the national average. This is despite the state’s

economic emphasis on construction and resource extraction, industries that require a significant level of manufaduring inputs for
production.

In sectors where Aiaska employment shares are low relative to the national averar Puget Sound often makes up the shortfall in

required goods and services because of its proximity and economics of scale. Thu is clearly the case in manufacturing. The number
of people in Puget Sound producing manufactured goods for Alaska is one third as large as the number of such jobs in Alaska itself.
The Puget Sound share of those jobs is down sharply from 1985 when (he ratio was four Puget Sound jobs for every five Alaska jobs
in manufacturing. Despite the overall decline, Puget Sound manufacturers have experienced gains vis-a-vis Alaska, particularly in

the natural resource-related industries of seafood processing, lumber and wood products, pulp and paper; and petroleum refining.
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Alaska-Puget Sound—A Unique Relationship

Alaska and Pugel Sound remain strong, consistent trading partners and continue to enjoy one of the oldest Pacific Rim trading
relationships. Puget Sound has long served as a preferred source of supply for basic products and as a distribution point for
national and world marketing of Alaska goods. The basic logic to this link is that Puget Sound combines geographic proximity with

economies of scale in producing awide range of goods and services required by Alaskans.

The basis for trade has always been one of comparative advantage, the notion that any region enjoys the highest economic
return when it concentrates on the output itcan produce at greatest relative advantage and imports what can be produced at
greatest relative advantage elsewhere. While self-sufficiency has sometimes been pursued by nations as a political goal, it Is
rarely the wises! course of economic action. Specialization and the related division of economic activities create mutual benefit

among trading regions, leading to a higher standard of living and, in the case of Alaska and Puget Sound, a healthy degree of

interdependence.

Puget Sound is often cited as the most foreign-trade dependent region in the United States. While foreign exports and imports

capture the most attention in Puget Sound’s leading gateway port facilities, the Alaska link continues to advance with increased

jobs and the labor income connected with it,

The beneficial economic relationship Alaska and Puget Sound enjoy endures, expands, and evolves. Both Alaska and Puget Sound

have transformed from goods-producing to services-providing economies. Increased diversification and changing dependencies in

both economies continue to affect trade between Alaska and Puget Sound.



Principal Findings

On a per capita basis, Puget Sound is the nation's leading region in foreign export sales (U.S. Census Bureau, 1998). Domestic

trade with Alaska also plays a crucial role in the region’s economy

The most important direct impact of Alaska on the Puget Sound economy is the market it provides for regionally-produced exports
As a destination for all merchandise goods”™ exports except aerospace, Alaska ranks fifth among all of its trading partners. The
value of these exports — a key measure of the partnership from a Puget Sound perspective — Isshown in Table 3. "Value of export”

means the sale price at the point of production in Puget Sound. Any added charges for shipping are included separately as a

transportation export.

Tadle 3. Puget Soud Bqorts to Alaska: 1985,1994 and 2008

Value of Exports (Millions of Current $)
1994-2003 Percent Change

Sector 1985 199 2003

Menufacturing $7B4 $8168 $971.0 18%%
Services $1116 371 $6/5.3 1199%
Transportation $676.3 $8A4.3 $1,5082 63.1%
Trade $166.2 $29%6.2 204 450%
Fnance, Insurance, Real Estate $5.2 0.7 820 315%
Agricuiture, Forestry, Mining A4 $98 34 A2
Other HA $%6.0 ™1 NA
TOTAL $1,620.1 2,389 $3,7685 541%

Notes: Due lo incomplete data within the "Other” category lor \99h, the total percent change does not include the “Other” sector, “Other" Includes
construction and communications. "Services” includes business and prolcssional services, personal services; education, social and health seivices, legal

services, and others.

Percentage changes in the value of exports (ell the story ol the maturing relationship. The small increase in Puget Sound
manufacturing exports is due in part to Alaska's growing population base. That base supports more "home-grown” products than

in the past, Including printing and publishing, fabricated metals, cement and co ...rete, food processing, chemicals, and refined

petroleum products. The large increase in services reflects Alaska's transformation into a service-based economy that wants and
needs specialized banking, accounting, legal, engineering, management, educational, and medical services. Top end services tend
to be concentrated in a few regional centers to a greater degree than manufacturing, and Seattle has long served as a key service

supplier not only to Alaska but for much of the quadrant of the Lower 48 west of Minneapo'is and north of San Francisco.

' ? total value of Puget Sound exports to Alaska between 1994 and 2003 was

Adjusted for inflation, the real annual grow
Inflation-adjusted

6.3 percent. Ti stagnant growth in the value oi ufacturing exports is offset by robust growth in services.

growth of exports for transportation, trade, and finance-insurance-real estate was in the 4 to 7 percent range annually ove:
the nine-year period. These sectors provide one of the best indicators of the evolving and expanding relationship between
Alaska and Puget Sound. As both partners increase in population and economic power, (heir broad-based "quiet connection”

continues to grow across the economy, though its importance is often obscured by dramatic policy issues and cyclical swings

related to resource development.

7Merchandise goods refers lo those products, supplies, raw materials, wares, and commodities that are movable. See appendix lor glossary ol terms.



Puget Sound exports ofgoods and services to Alaska directly impact the regional economy. Table 4 shows the direct impacts of
jobs and labor earnings in Puget Sound from these regional exported goods and services to Alaska. In addition, Puget Sound-based

fishing, seafood processing and petroleum refining industries make use of Alaska natural resources.

Tadle 4. Direct Alaska job and Labor Eamings Inpects on Puget Sound, 1985,1994 and 2008

Labor Earnings (Millions of Current 8) Jobs Perciin‘:ocbtslarge
Sector 1985 1994 2003 1985 194 2003 R o _
Export-related 8465.7 8765.6 81,4279 20,826 23192 32,349 RBHA
Goods and Services, Total $3205 $487.5 $065.7 159082 16478 23,772 36.4%
Manufecturing $1720 $167.9 2335 6110 4717 4,926 4.5%
Trede w27 f174 S1A.7 41% 4,490 5,607 24.%%
Services $62.9 $11 $46.3 4,002 6,632 11,108 67.5%
Finance, Insurance and Real Estate $09 $184 $36.6 1447 479 (3518 B
Agriculture, Forestry and Mining $L2 =33 $6.0 12 1% 146 9%
Construction NA NA $71 NA NA 1,26 NA
Utilities and Communication 0.8 $L4 ®5 9 2% 38 26.2%
Trarsportation $145.2 £r81 A62.2 4874 6714 8578 278%
Resource-related $206.6 $650.1 8885.6 10151 13341 13171 3%
Fisheries, Total $1%6.0 $64.5 $3709 8574 11,56 10,04 -125%
Fishing Heet $150) $3%6.6 $R25 6,000 8,726 5,950 L%
Seafood Processing $30.0 $779 $186.3 254 2810 4144 47%
Petroleum Refining, Total 616 $104.6 $1408 1577 1806 1,90 1026
Passenger Cruise NA NA 874.0 NA NA 1087 NA
1 TOTAL $672.: 81,334.7 82,313.65 30,977 H5B | 45520 181%

Moles: Earnings for fishing fleet and seafood processing are estimated for 1985; cruise-related impacts not available for 1985 and 1999. Due to incomplete
data in 1999 for construction and passenger cruise Industry, total percent change does not include these categories.
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The growth in jobs from the Alaska-Puget Sound trade relationship between 1994 and 2003 was substantial - equal to attracting a

1,000-employee company to the region each year.

Table 5 shows the total direct and indirect economic impact ofAlaska on Puget Sound. This is the most comprehensive measure
of the Alaska connection to the Puget Sound economy. Indirectimpacts arise in two ways. The first source is industries that do not

export to Alaska, but provide other firms or industries with inputs needed to produce exports. Thus they benefit from the Alaska

trade, even though they are not a direct partner.

Tade S Tod ([Direct +Indirect) Alaska Jdo ad labor Eamings Inpects an Puget Sound: 1985, 1994 and 2008

Earnings (Millions of Currents) Jcbs Percent Change In Jobs
Sector 1985 194 28 1985 1994 2003 A-03
Emrt-relited $7715 $1,580.6 5805 38852 53,436 63619 16.2%
Goods and Services, Toa 5599./ $1,250.5 R0 574 32,907 44,889 53671 16.1%
Manufacturing 216.7 $235.9 $326.8 7871 6,66 6,973 4.1%
Trade $130.8 286 #4750 8,675 13897 16,276 188%
Services $1780 $6503.3 $8N5 11,220 1919 23343 21.6%
Fin,, Ineut. and Real Estate $533 $137.3 $1976 3710 3562 3513 -14%
Ag,, Forestry and Mning $7.6 $145 $17.7 637 45 47 04%
Construction 0 $110 $716 240 366 190 NA
Utilities and Conmrunication $7.3 $49.9 $0.3 54 M 110 24.0%
Transportation $171.8 $3301 50 5945 8517 98 164%
Resource-related NA NA $1,736 18121 36,661 30,89 0%
Fisheries, Totd m $1,0826 $1,141 12,262 29,788 26.929 Q6%
Fishing Heet NA $756.8 $629.8 9,245 204 12071 wmbo%
Seafood Passing NA $3258 $6243 3,017 764 14,858 RB.1%
Petroleum Refining, Total NA $510 97 58% 6,873 9530 D20
COruise-relaled, Tola NA NA $150.8 NA NA 3400 NA
TOTAL NA ®9232 j 43160 55973 90,091 103518 94%

Notes: Total earnings In 1985 wc*e not reported for resource-related sectors. Only indirect earnings and jobs for construction were reported in 1985 and 1993.
Due lo incomplete data for construction and cruise industry in 1994, the total pe»cent change does not Include these sectors.

The second source of indirect impact arises from the spending ofincome earned by employees in export industries and export-
serving industries. Such consumer spending produces an important ripple effect. Because of this, the Alaska connection affects
every one of the 62 economic sectors covered by the Puget Sound Input-Output model. An export may be defined simply as any sale
to a buyer outside the region. Expoit industries create powerful leverage by drawing fresh infusions of wealth into the region. This
leverage is the most powerful example of the "multiplier effect.” the ability of one form of economic activity to ripple through the

economy as income and purchasing power are circulated.

Ihere aie other Alaska-related impacts that do not fit neatly into Table 5. including the more than $500 million spent each year
by Alaskans when they visit Puget Sound. Forexample, the Pugel Sound region (notably Seattle) is headquarters for the federal
government's Region X (Alaska, Oregon, Washington, and lIdaho). Regional headquarters of various federal agencies generate

some 350 Alaska-related jobs, with estimated earnings of $15 million.

The portion of direct to indirect jobs varies widely by sector. Forexample, 38 percent of Puget Sound service industry jobs linked to
Alaska ate in firms exporting services directly, the remaining 62 percent ate indirect: jobs in hrms that support service exporters,

and jobs supported by consumer spending of workers employed by both exporters and support firms.
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The data presented in Tables 3-5 and Figure 3 measure the impact of Alaska in absolute terms, showing the Alaska-linked portion
ofthe Puget Sound economy as ifitwere a stand alone, separate entity. Figure A provides perspective on the relative importance of
Alaska by showing the share of total economic activity it provides in the Puget Sound region. Across all sectors producing goods and
services in Puget Sound, 103,518 jobs, almost 3 percent of the region’s jobs, depend on the Alaska export market. A prominent sector

is transportation, where nearly 10 percent of all jobs are Alaska-linked. Other major sectors exceeding the 3 percent mark are trade,

manufacturing, and natural resources.

The share of Puget Sound jobs that are created by exports to Alaska are an important element in a diversified regional economy. Italso

generates a crucial margin of jobs, equal in size to the entire labor force that resides in the combined citi°s of Bellevue and Kirkland.

Two Puget Sound industries, petroleum and fishing, rely on Alaska-based resources. Inthese sectors, Puget Sound relies on Alaska as
a source of raw material - 87 percent in petroleum refining and 85 percent in fishing and seafood processing. In the case of petroleum
industries, Alaska provides a resource that is replaceable by other suppliers. By contrast, the Alaska fisheries are unique and

irreplaceable, at least for Puget Sound-based fishing fleets and seafood processors.
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Sectoral Analyses

TRANSPORTATION

Of (he 95,003 transportation sector jobs in Puget Sound, 10.5 percent are related to trade with Alaska.

In 2003, transportation

sector exports to Alaska from Puget Sound totaled more than $1.5 billion, generating 9,948 total jobs and over $525 million in labor

earnings. The detail for tnis sector is shown in Table 6.

Table 6 Alaska-Related Puget Sound Transportation Inpects, 1994 and 2003

Mode/Function
Railroad Trarsport
Local Trarsport
Trucking

US Postal Service
Water Transport
Air Transport
Pipeline
Transport Services
TOTAL

Exports
($ Millions)
500
$0.0
A
$38
#4536
%
57
$8A4

194

Jobs

1152
27
3304
2550
1
£59)
8517

2003
Labor Earnings Exports r Labor Earmnings
($Millions) ($ Millions) Jobs It Millions)

$18 $0.0 '9 ®3

%5 $00 4 83
04 0632 1012 $02
$137 $125 377 $195
$145.7 $819.2 3108 116
$1158 55706 4,390 011

01 $0.0 2 01
261 7.7 7 #19
$339.1 $1,503.2 998 $625.0

Notes: Transport services includes freight consolidators, freight forwarders, shipping agents, and tran’'nort brokers.

A HorUon Lines ship at the Port of TiComa.
Photo by Kathleen Tomandi, Port of Tacoma.

and Seattle surpassed 2.5 million tons, representing the fourth consecutive year of record tonnage to Alaska.

Waterborne Transportation

W atetbofne transporters generated more than three fifths of the
$1.5 billion transportation-related export trade to Alaska. By
weight, 97 percent of all freight shipments between Puget Sound
and Alaska are waterborne. The remaining 3 percent is divided
between air freight and cargo transported by true!' on the Alcan

Highway and the Alaska Marine Highway ferry system.

figure 5 shows the waterborne freight shipments (northbound)
from Puget Sound to Alaska for the 1984-2003 period. Hie time
period begins with high levels ofwaterborne freight shipments
reluted to the Prudhoe Bay module and trans-Alaska pipeline
construction in the early- to mid-1980s. The low levels of activity
between 1986 and 1988 coincided with a severe recession

and net job declines in Alaska. From that low pointin 1988,

shipments rebounded 67 percent by 1994, an average growth of

11 percent peryear.

Waterborne shipments provide agood barometer for economic
conditions in Alaska. Forinstance, while Puget Sound and
national economic growth was robust during the mid to late
1990s, economic gains in Alaska were only modest. This is
illustrated in the container shipments from Puget Sound to

Alaska sh wn in the chart. 1999 marks the beginning of another

P'™ *10of‘obust growth in waterborne container shipments. In

2003, northbound container shipments from the Ports of Tacoma

In general, the growth

trend in northbound waterborne container shipments reflects the overall economic growth enjoyed by Alaska since 1988.
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Sources: Port of Tacoma; Port of Seattle; individual vessel and barge lines; Army Corps of Engineers.

Puget Sound based waterborne shippers also transport bulk comnrdities to Alaska-from refined petroleum products and
chemicals to stone, sand, gravel and metal scrap. Given theirvolatility, trends in bulk commodity shipments are more difficult to
interpret. Over the last ten years, bulk commodity shipments have averaged about 500,000 tons annually, with the lion’s share in

petroleum products from Puget Sound refineries (Figure 6).
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Sources: Pori ol Tacoma; Pori ol Sealtle; individual vessel and b3fge lines; Army Corps of Engineers.



In 2003, comhined northbound waterborne container and bulk commodity shipments eclipsed the 3million ton mark for
the first time.

Because of its geographic location, Alas1! mustimport food and food products to an unusual degree. Puget Sound suppliers

are a major source of these imports. Other manufactured goods produced in Puget Sound are also included in waterborne cargo
shipments, juch as department store merchandise, building materials, and vehicles. Although a major supplier of crude oil, Alaska

must import some of its refined petroleum products, and Puget Sound is its leading supplier. Puget Sound also serves as the
warehousing and distribution center foi Alaska. Goods from across the lower 48 states are ¢ isolidated in the Puget Sound region

for shipment north (Table 7).

Table 7 Puget Sound Waterborne Cargo to Alaska, 2003

Caepry Weght{Shat Tas) Percertof Tad
Food Prodlcts 818531 264%
General Goods (Induding Dept. Store Merchandise) 582,007 188%
Petrdeum Procuits 460,050 148%
Bulldng Veterids 430.175 1B3%%
Household Goods 120969 3%
\ehides 118063 38%
Chenricals 83521 2%
Primeary and Felricated Metals 5634 28%
Miitary Cargo 37,220 :Iz%
Paper and Paperboerd Products 26,153 Q’/o
US Ml 11,76 04%
Cther 335,29 Q’A)
TOAL 3,009521 1000

Source: Individual shippers.

Southbound shipments to Puget Sound from Alaska are shown in Figure 7. Although non-crude shipments varv annually, the trend has
generally been upward, with an average ofclose to Lmillion tons annually. The bulk of the southbound shipments is seafood products.

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Sources: Army Corps of Engineers; individual vessel and barge lines
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An Alaska Airlines (el takes oft at Sea'tle-Tacoma International Airport Photo by Don Wilson, Pot! of Seattle.

Air Cargo Transport
Air transport generated 38 percent of the total transportation export-related revenues of $1.5 billion in 2003, An estimated $79.3

million was from air freight and $491.3 million from passenger travel. Seattle Tacoma and King County international airports
are important staging areas for air cargo destined for Alas' a, and air cargo represents a vital link in the transportation chain that

supplies Alaska.

Airfreight to Alaska includes more than small, highvalue-per-pound items. Puget SounJ air cargo destined for Alaska also includes
fishing nets, diesel engines, construction materials, perishable food products, mail, and medical supplies. For many Alaska
communities, air freight is the only shipping service available during several months of the year. For all communities, it is the only

source of same-day service and just-in-time inventory.

For firms such as Federal Express, United Parcel Service (UPS), and Airborne Express, the Puget Sound Alaska air cargo corridor
is part of the great circle route to East Asia. This generates a volume of business not enioyed by less-advantageously located

areas of the U.S.

Southbound, a sizahle share of air cargo is fresh fish, helping to make Puget Sound the warehousing/distribution hub for Alaska
seafood. Figure 8 shows air cargo movement in both directions from a Puget Sound perspective.
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NORTHBOUND = SOUTHBOUND

Source: Port of Seattle, Seattle-Tacoma International Airport

Air Passenger Transport

Historically, an outstanding performer in the Alaska-Puget Sound partnership is air travel. Eighty six percent of the air transport export
revenues are due to passenger travel, generating an estimated $491.3 million in 2003. Seattle-Tacoma International Airport passenger
boardings to and from Alaska grew substantially between 1987 and 1994, more than doubling to over 2million. Since the peak year of
1994, however, total boardings between Puget Sound and Alaska have declined by about 17 percent. Reasons for the decline include
restricted business budgets and enhanced communications. Also, improved telecommunications technology and the internet have
reduced the need for business travel. Alaska residents accounted foran estimated 300,000 total boardings in 2003 (Figure 9).

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Ii NORTHBOUND = SOUTHBOUND

Source: Port of Sesttle, Seattle-Tacorr Intemetional Arpat Pagp 19



The Alaska Cruise Industry

Another important transportation-related link between Puget
Sound and Alaska is the Alaska cruise industry. Alaska is now the
fourth most popular destination forthe bourgeoning U.S. cruise

industry.

Over the last ten years, the Alaska cruise market enjoyed
phenomenal growth, reaching 1.6 million passengers in 2003,
Asimilar pace of growth is projected over the next ten years.
One inhibiting factor is that Glacier Bay, the most favored cruise
location, has reached the maximum volume of calls under the
existing federal permit system. Continued g.*wth in the industry
will require a focus on other attractive destinations in Southeast

and South Central Alaska.

Although 90 percent of Alaska cruise passengers are U.S.
citizens, few large cruise ships are U.S. flagged. Most vessels in
this class depart from Vancouver, B.C., where approximately 20
ships provide 250-300 homeport calls annually. In recent years,
Seattle has captured a significant portion of this lucrative Alaska
cruise indus*"*. The Port of Seattle estimates that in 2004 Alaska
cruise vessels will total 150 visits (home port or port of call) with
550.000 passengers (Figure 10).

Cruise Ships at the Port of Seattle's Terminal 30.
Photo by Don Wilson, Port of Seattle.
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Even before Seattle’s emergence as a port-of-call for cruise ships, Seattle-Tacoma International Airport was the regional gateway for
55 percent of all Alaska cruise passengers arriving into the area. Regional economic benefits of the Alaska cruise Industry in those

days were meager - periiaps occasional overnight lodging and related expenditures in Seattle before being bused to Vancouver,

B.C., forembarkation.

Seattle is now a significant participant in the Alaska cruise trade. The city receives a growing number of Alaska cruise "alls — 99
calls carrying 345,000 passenger in 2003, compared to only 12 calls with 14,000 passengers in 1994. Th->vast maierity of these

port visits are “homeport calls" — passengers embark and disembark for theircruise and the vessel often takes on supplies and

provisions. Seven large luxury liners now call the Port of Seattle home.

Seattle is home for lhe administrative offices of both the largest cruise lines, Holland America Line and Princess Cruises, and four
U.S.-flag operators with smaller ships, Cruise West, Glacier Bay, American Safari Cruises, and America West Steamboat. These

administrative headquarters have a significant share of their administrative employee base linked to the Alaska cruise market

and a majority of the crews of the U.S. flag operators are hired locally.

Earlier this year, the Po.i of Seattle released a comprehensive economic impact study of the Alaska cruise ship industry (John C.

Martin Associates, 2004). In that study, it was estimated that Alaska cruise operations create 530 direct jobs with $13.7 million in

wages and salaries. Vessel expenditures in 2003 were estimated at $55.7 million, and expenditures of Seattle boarding passengers

myvere estimated at $51 million.

Cruise operators headquartered in Seattle, however, believe these economic impacts are seriously understated in the study. Not

included, thev say, are the substantial economic benefits derived from locating their headquarters there.

This Chambers of Commerce-sponsored analysis included a portion of the administrative function in the direct impact, which

for 2003 amounted to 1,087 employees with $74 million in wages and salaries. The total economic impact of the Alaska cruise

industry adds up to 3,401 jobs with $159 million in labor earnings.

Another portion of passenger waterborne transport is the Alaska Marine Highway System. With its southern terminus at Bellingham,

Ihe Alaska State ferry has about two sailings per week. Figure 11 shows the trend of activity at the Alaska ferry's Bellingham

terminal during the 1990s.
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The tanker Polar Endeavour approaches Anacortes, Washington. Polar Tankers Inc. is awholly

owned subsidiary orConocoPhilllps. which operates live ships in the Alaska trade.

Photo by Bill Sutton.

retroleum

Petroleum refining is a major industry

in Puget Sound that purchases almost
its entire crude oil stocks from Alaska.
Direct impacts from the refining of Alaska
crude oil within the Puget Sound region
include 1,990 jobs and $144.5 million in
labor earnings. In 2003, oil refineries in
Puget Sound imported $2.8 billion worth
of crude oil from Alaska. Although no
new refineries have been built, refining
capacity in the Puget Sound region
continues to expand; between 1994 and
2003, capacity increased from 555,000

to 607,950 barrels per day.

With completion of the Trans-Alaska
Pipeline (TAPS) in 1977, crude oil
shipment volumes to Puget Sound grew
steadily, reaching a peak of 26.8 million

short tons in 1992. The 24.8 million

tons shipped in 2003 met more than 90 percent of the needs of regional refineries, with the remainder coming from foreign

producers via tanker or from Alberta via the Transmountain Pipeline system (Figure 12).

1994

Source: Army Corps ol | ngineers
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<998
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As additional North Slope oil fields were brought into operation and their output was added to that of the giant Pmdhoe Bay field,
crude oil production increased in Alaska until 1988 when it reached 2 million barrels per day. Since then, even as new fields were
brought on line, aggregate production has steadily fallen to slightly below one million barrels per day in 2003 (Figure 13).

Enhanced rec  ery methods and development of marginal fields have slowed the decline of oil production from Prudhoe Bay. Total
oil produced from the North Slope is currently at 992,000 barrels per day and is expected to moderate around this level for the next

tenyear 'Alaska Department of Revenue, 2004).

In addition, at $23.35 per barrel in 2003, the wellhead price of oil was at its highest level since 2001 (Figure 14). A period of high
crude oil prices generally provide a stimulus for exploration, development and production on the North Slope and tends to cause
companies to increase their capital outlays.. In 2004, although the price per barrel is at record highs petroleum companies have not
increased capital outlays in Alaska due to other competing worldwide opportunities. However, the extended period of higher prices

has provided some stability within the Alaska-based oil and gas industry

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Source: Alaska Oil and Gas Conservalion Commission
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Future Scenarios for Oil Production in Alaska

Alaska petroleum output is important to Puget Sound in several ways. Most obviously, Alaska crude is a raw material for Puget
Sound refineries. In addition, Puget Sound ports have served as staging areas for oil-related construction projects on Alaska’s North
Slope, particularly during periods ofvigorous exploration and development. Perhaps most significantly, oil-boosted state spending
stimulates Alaska’s economy, increases the purchasing power of its residents, and increases demand for Puget Sound goods

and sen/ices. Since the 1970s, oil revenue has comprised nearly 85 percent of the state general fund; therefore, the decline in oil

production at Prudhoe .ay leaves state governmentin an insecure position.

Figure 14. Map of Kjrthern Alaska, showing ANWR Coastal Plain and proposed development area.

p. tdhoe Bay
Qil field
Proposed
Development
Area

Kaktovik

ANWR Wilderness Area

Arctic National
Wildlife Refuge

I 1 ANWR Coastal Plain

| | ANWR Wilderness Area

Q>

a Proposed Development Area (to scale)
o 2,000 Acres (3.13 sq miles)

Source: Alaska Department of Natural Resources

Future oil production from the North Slope is expected lo decline only modestly and remain in the 1 million barrel-per-day range for
the next ten years. While the Prudhoe Bay field is declining, small, independent companies are using new technology to develop
smaller marginal fields in the area, and production from existing fields such as West Sak and Alpine is increasing. ConocoPhillips
and BP recently annoc iced plans to boost Alaska's heavy oil development program. The project will more than double the amount
of heavy oil collected fr m West Sak and other North Slope oil fields. National Petroleum Reserve Alaska (NPR-A) reserves are

expected to come on-line by 2010, as are Point Thomson and other new fields to further off-set the steep Prudhoe Bay decline.
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A majority of Alaska residents and Alaska natives support responsible exploration and development of the Coastal Plain (Section

1002 area) of the Arctic National Wildlife Refugee (ANWR). However, Congress has declined to pass enabling legislation in the (ace

of pressure from environmental activists.

A 1998 US Geological Survey study concludes that ANWR contains .7 billion to 16 billion barrels of recoverable crude oil, with a

mean of 10.4 billion barrels, This estimate approaches the recovered amount of oil from Prudhoe Bay, the largest discovery ever in

our nation.

Nonetheless, due to the political battle over ANWR, the industry is more optimistic about Ihe possibilities of developing the huge reserves
west of Prudhoe Bay in the National Petroleum Reserve Alaska (NPR-A). Proven reserves in the National Petroleum Reserve are estimated
at 1.3 billion to 5.6 billion barrels. There are no estimates of economic gains in P*ipel Sound resulting from NPR-Adevelopment.

The Alaska Gas Pipeline

The proven reserves of North Slope natural gas are enormous: 35 trillion cubic feet (tcf). But according to the US Geological Survey's
estimates, lhe reserves may hold as much as 211 tcf (Cashman, 2004). The challenge has been bringing the gas to market at a
Plans and proposals have been floated for years, only to flounder because of high costs, weak prices, politics

com petitive price.

and worldwide supplies that enjoy competitive advantage. Over the years, two principal plans have focused on construction of a

natural gas pipeline. One is along on the right-of-way of the existing Trans-Alaska oil pipeline to a gas liguefaction plant in Valdez,

and the other would be a 3,500 mile pipeline through Canada to the Midwest. Well over $1 billion has been spent over the years on

marketing, engineering studies, and permitting.

No one denies that conventional sources of natural gas in North America are being depleted and that growing demand for

cleaner niming fuels will put pressure on remaining reserves. But Alaska is not the only potential source for major new gas

supplies tor the nation. Alaska must compete with gas fields in Australia, New Guinea, Indonesia, Oman, Qatar, Yemen, and the

Russian Far East (Sakhalin Island).

The current estimates for building a gas pipeline across Canada aie $20 billion to $2 5 billion. Construction of the pipeline by the
trans-Canada route would bring jobs to Alaska and Puget Sound, but few after construction. ConocoPhillips Alaska — one of the
major owners of natural gas reserves on the North Slope — estimates that 17,000 workers in the United Slates and 12,000 workers
in Canada would be needed to build the pipeline to the Midwest. Only 200 operations jobs are likely once production begins
(Benett, 2004). Also, compared to oil production, the project is likely to deliver less long-term gain through tax and royalty revenue

for Alaskans and would not bring tanker traffic to Puget Sound. Currently tankers carrying crude from Valdez arrive almost daily at

refineries In Anacortes and north of Bellingham.



FISHERIES

Commercial fishing off the coast of Alaska by Puget
Sound-based vessels dates back to the days when
Washington was a territory. In the late 1800s,
fishermen launched theirwooden schooners and
sailed north to harvest cod, salmon, halibut, and

herring in Alaska waters.

Today, Puget Sound’s distant-water fleet and seafood
processing companies rem.!r neavily reliant upon this
rich North Pacific resource. Though only a fraction of
the regional economy is based on the fishing industry,
several cities, including Bellingham and Anacortes,
plus the Ballard neighborhood of Seattle, remain
highly dependent on them. Puget Sound ports are
now also heme to the groundfish trawlers and at-sea
p.ocessors that have joined the historic and traditional
high-line halibut boats, seiners, crabbers and tenders
wrrr--tt- -r— in the fleet. Traditionally, a sign (icant share of the

Fillet inspectors al work on a pollock catcherprocessor In Alaskan waters. fish harvested in Alaska wr'ers has been processed

Photo courtesy ot American Seafoods. in Puget Sound; the groundfish industry has followed

precedent as is evident by the increase of secondary

processing plants throughout the region in recent years.
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Notes: "Origin" relets to where fish are harvested. Harvest or e» vessel values do not Include lhe value added by at sea processors and hence reflect the value

of the catch prior to processing.
Sources: Alaska Department nl Fish and Game; North Pacific Fishery Management Council, National Marine fisheries 5ervice.

State and federal fisheries have been managed well in Alaska over the years. The stocks are healthy and fishery managers

anticipate future stability within the confines of their generally normal cycles. Halibut and sablefish (black cod) are now managed

under individual fishing quota sys,ems (IFQs) that have increased the values of the fisheries and brought fresh product to the

consumer almost year-round.

Rue 6



Total employment in fishing and seafood processing has been relatively stable. Most growth since 1992 is due to the tremendous

increase in the number of groundfish trawlers that operate in the Bering Sea and Gulf of Alaska, plus the at-sea and shore based

P'ocessors in Alaska and Puget Sound that serve the trawlers.

Prior to the 200-mile limit on domestic waters in 1976, the fleet was entirely foreign. After Congress passed the Magnuson-Stevens
Act3, there was a period of transition to joint ventures, with U.S. vessels delivering their catch to foreign factory ships. Now, the

Alaska fishery is completely "Americanized,” meaning TOO percent of the quotas are harvested and processed by Americans.

Although combined employment in these industries declined slightly between 1994 and 2003, processing of fresh and frozen
packaged seafoods has enjoyed dramatic growth, which is reflected in the increased employment in seafood processing. Puget
Sound seafood processors added workers between 1994 and 2003, in part due to re-classifying at-sea processors (formerly

classified as factory trawlers) as seafood processors. Fishing fleet employment, which totaled 8,726 workers in 1994, has declined

to 5,950 due to harvest level quotas and reclassification.'l

In 2003. the Alaska-related portion of Puget Sound regional fishing jobs was 5,950 with $482.5 million in earnings. Comparable

figures for Puget Sound seafood processing were 4,144 jobs, with a payroll of $188.3 million.

These direct impacts are substantially exceeded by the indirect impacts that arise from the purchase ofgoods and services by the
fishing fleet and the spending of worker earnings in the region. All 62 sectors of the regional economy are affected to some degree

by Puget Sound fishermen harvesting fish within Alaskan and North Pacific waters (Tabie 8).

Table 8. Economic Impact of the Puget Sound Fishing Fleet, 2003

Output ($ Millions) Jobs Labor Earnings ($ Millions)
Direct Impact
Fishing Fleet $659.5 5,950 $297.0
Indirect Impact
Natural Resources $7.0 53 $0.9
Manufacturing $172.0 918 $42.5
Construction $6.1 90 $3.3
Transportation $28.9 246 $10.9
Utilities and Communications $40.2 157 $9.2
Trade $121.4 1,909 $52.6
Finance, Insurance and Real Estate $109.6 602 $33.9
Services $134.5 2,147 $79.5
Total, Indirect Impact $619.7 6,122 $232.8
$1,279.2 12,072 §529.S

TOTAL IMPACT

1see glossary entry on Mag-uson-Slexens Act.
* According to the U.S. Bureau ol labor Statistics and the Washington Department ol Employment Security, employment on fishing trawlers Is classified

as fishing (leel; employment on al-sea processors is classified as sealood processing. Much ol the decline in Ihe fishing licet is due lo this change In

classification lo sealood processing.



Only nine nations exceed the total seafood production volume harvested from Alaska and the North Pacitn., about 3.8 billion
pounds annually, more than halfthe U.S. total (Figure 17). In 2003, the ex-vessel value of Alaska seafood harvest (the amount paid

to boats) was $739 million, slightly more than half of its 1994 level of $1.4 billion (Figure 18).

4,000

2,000

" CRAB HALIBUT = HERRING OTHER GROUNDFISH OTHER SHELLFISH = SABLEFISH salmon B other

Salmon remains vital to Alaskans because of the jobs it provides there and the lifestyle that goc-s with being a fisherman.
The most rapid growth in the last few decades has been groundfish, including cod, pollock, sablefish, flounder, and other
"bottomfish" used for products such as fish sticks, fish and chips, and surimi. In terms of volume, groundfish species now

account for over three-fourths of the total (Figure 17).
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W hile the ex-vessel value of the salmon catch has generally declined since the early 1990s, the Alaskan fishery "portfolio” has

become more diversified in recent years.

MILUONS @ DOLLARS

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 *001 2002 2003
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Source: Alaska Commercial Fisheries Entry Commission
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SERVICES
Alaska is an important market for Puget Sound suppliers providing business, professional and personal services. Many of these

services are exported for final use orconsumption in Alaska. Others, notably education and health services, are "consumed" by

Alaska purchasers while in the Puget Sound region. The exportvalues shown below were derived by surveying the largest firms in

each service industry sector regarding their share of total business receipts from Alaska clients. The responses were then weighted

by the size of each firm within its sector. Impressive as these numbers are, they do not include the Alaska-based activity of Puget

Sound firms' regional offices in Alaska, since such on-site sales do not meet the definition of an "export"” from Puget Sound.

Tablu 9. Puget Sound Services Exports, Jobs and Labor Earnings Related to Trade with Alaska, 1994 and 2003

\&iLeol Expart It Miiors) Jos Labor Eamings ($Milions)
Sector 191 8 184 228 191 A8
Business Senices $1726 3223 6,836 4,932 $2003 $358.3
Health Senvices $19 $1209 3924 5,686 $1388 $2293
Educational Senvices $105 $235 295 617 %4 #13
Other Senvices $21 085 8144 12,108 $149.7 $£90.6
TORL 071 %753 1919 2338 $HR2 $8005

Note: Value of exports and labor earnings are in millions of current dollars. Other services include personal services and legal services.

Business Services
The Puget Sound region is one of the nation's leading providers of business services. This sectorincludes advertising, engineering,

architectural and surveying firms; testing laboratories; and accounting, financial and managerial consulting. The most rapidly
growing Puget Sound-based service sector industry is software; worldwide export sales of software were estimated at $8 billion in
2003. Asadeveloped economy. Alaska’sdemands are proportional to its size for the full range of these business services.
Education

For Alaskan youth and young adults, Washington is one of the "magnet” states for pursuing post-secondary education
opportunities. Asignificant share of Alaskans traditionally attend higher education institutions outside of their state. However,
2003 signaled a turning point, when for the first time in Alaska's history, more than half ol the state's college-bound students

stayed home to study. Historically, Alaska has one ol the highest out-migration rales in the nation, particularly among older youth
and young adult age groups. A high percentage of those who leave to study at out of stale post-secondary schools do not return to

Alaska. (Hadland, 2004).

Given its population size, there is neither a law school nor a medical school in Alaska. Forthose Alaskans who seek to enter
these professions, Seattle-hased institutions are a leading source of educational opportunities. Forinstance, the University of

Washington reserves up to 30 openings ayear for medical students from Alaska. The Seattle University School of Law has a special
scholarship program for deserving Alaskans.

Schools in Ihe Puget Sound region where Alaska
students spend $500,000 or more per year on
tuition, fees and education related costs include;

* The Art Institute of Seattle

« Pacific Lutheran University

« Seattle Pacific University

» Seattle University

« University of Puget Sound

« University of Washington

« University of Washington Medical School
« Western Washington University

In 2003, an estimated $23.5 million was spent by
1,066 Alaska students on Puget Sound based post-
secondary education. These expenditures support
617 direct jobs in higher education institutions in
Puget Sound.

The University of Washington Medical Center in Seattle. Photo by Mary Levin,
University of Washington.



Health-Care Services
As patients in hospitals and clinics, many Alaskans “consume” world-class health-care services in Puget Sound. Harborview

Medical Centeris the Pacific Northwest’s only Level 1 burn and trauma center. Children's Hospital and Regional Medical Center in
Seattle provides telemedicine programs and specialty clinics forcritically ill and injured children throughout the Pacific Northwest
and Alaska. These health-care services qualify as "exports,” forwhich the non-resident customer travels to the source of supply.

The estimated value of medical services purchased in 2003 by Alaska residents in Puget Sound is based on hospital charges and
physicians' fees calculated for in-hospital and out-of-hospital services. In 2003, over 2,100 Alaskans were discharged from Puget

Sound area hospitals. The value of exports in health-care services more than doubled between 1994 and 2003, but a portion of the

increase was due to the escalating costc if health care.

Table 10. Components of Puget Sound Health-Care Exports to Alaska, 1994 and 2003
\AiLe of Exparts ($Milions)

Heelth-Care Comporert 191 y.00c]

Hospital Charges SH1 41

$144 $335

DoctorsFees (Inhospital)
DoctorsFees (Out-hospilal) $14 33
TOAL $19 3109

Alaskans’ expenditures in Puget Sound hospitals and clinics directly support 2,086 health care workers.

Other Services
This category covers social and personal services, including recreation and amusement, and services that may be either business

or personal, notably legal sen/ices. In 2003, service exports from these categories were valued at an estimated $208.5 million,

creating 12,108 jobs and $290.6 million in labor earnings.



Federal Government: Procurementin Alaska

Ever since the purchase of Alaska from kussia in 1867, the federal government has played a.i important role in the state economy.

The U.S. government controls huge defense assets, owns almost two-thirds of the state's acreage, has a special relationship with

Alaska's indigenous people and helps protect the state’s vast 6,640-mile coastline.

Army Siryker vehicles go on board ship at the Port of Tacorna.
Photo by Kathleen Tomandl, Port af Tacoma.
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On a percapita basis, Alaska ranks first in the nation
in federal government spending. Annual federal
spending is now at $11,750 for every Alaskan, eighty
percent more than the national per capita average

of $6,630 (Figure 20). W hile federal government
expenditures have declined as a percentage of the
Alaskan economy, federal spending still accounts for
38 percent of personal income for Alaskans. A recent
study (Goldsmith, 2003) estimated that federal
spending directly creates 38,000 jobs in Alaska,

with an additional 58,000 indirect jobs. All told,
federal spending supports one-third of the current

employment base in Alaska (Goldsmith, 2003).

Trends during the 1990s indicated the federal
government's role in the Alaska economy would
likely diminish. Military bases were closed and
downsized, and civilian agencies went through a
period of retrenchment. Federal dollars spent in the
state actually declined between 1993 and 1995. In
current dollars, the decline was from $4,632 billion
in fiscal year 1993 to $4,497 billion in 1994 to

$4,230 billion in 1995.

m ALASKA 51 UNITED STATES

Source: U.S. Census Bureau. Consolidated Federal funds Report, various fiscal Years



But the trend has changed dramatically. Some economists view federal spending as the leading cause for Alaska's economic
expansion. And this growth is not coming from the “traditional” conduits of spending. Neither military force levels norcivilian
employee numbers have recovered, although they have stabilized and have seen some recent growth. Instead, federal money
flowing to local and state governments has grown dramatically, particularly expenditures for procurement contracts from the U.S.

Depar entofDefense (Figure 21).

TINNOSYHId  AAVLITIN

1994 19 1996 1997 1998 1999 2000 2901 2002 200}

PRIME CONTRACTS (LEFT SIDE) m PAYROLL OUTLAYS (LEFT SIDE) MILITARY PERSONNEL (RIGHT SIDE)

Source: U.S. Department ol Defense, Directorate for Information Operations and Reports. Allas and Calo Astract for the US and Sected Aess.

Various fiscal Years.

Incieased federal government grants to local anu state governments, tribes and businesses fund an incredible array of activities
in Alaska. Grants provide money for building highways, airports, hospitals, and wastewater treatment facilities. They also help
pay for health care services, emergency relief services, legal services, tribal self governance, fisheries research and management,
University of Alaska programs and the postal bypass subsidy. Further traditional benefits for Medicaid, welfare, food stamps and

unemployment insurance also accrue to Alaskans.

Puget Sound suppliers and firms benefit from the increased federal spending, For many infrastructure projects, Puget Sound
construction companies have been awarded procurement contracts — either directly or indirectly, as subcontractors. In 2003, the
value of exports related to federal construction contracts in Alaska amounted to $86 million, supporting 1,295 workers with V (7.i

million in wages and salaries in Puget Sound.
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MANUFACTURING

Despite Alaska's steady growth in manufacturing, more than one-fourth of Puget Sound exports to Alaska continue to fall into this
category «$970 million in 2003. the value of exports of Puget Sound-manufactured goods has grown in current dollars. However,
in constant dollars (removing inflation), the gains were modest: only 1.5 percent over the nine-year period. The largest component
of manufacturing exports may also prove the most lasting: food products. Economies of scale created by a large consumer market

and relative proximity to major agricultural regions provide a firm basis for Puget Sound to maintain its position as a long-term

supplier of food products to Alaska.

The remainder of manufacturing is remarkably well-balanced across a range of products.. Apart from food products, several
categories exceeded $50 million in 2003 exports: petroleum products, fabricated and structural metals, electrical and industrial

machinery (including instruments), wood products and furniture, transportation equipment, and chemicals.

Table 11. Puget sound Manufacturing Exports, Jobs and Earnings Related to Trade with Alaska, 1994 and 2003

\ALeol BEqarts SMllions) Jas Labor Eamings ($Milliors)
Sdor jiee 3 A8 iee 3 L40] jiee 3 A8
Food Products $1574 $1625 an 0 5255 5
PetrdeumProdudts $13B.7 $1247 1% 12 86 %
Falricated and Sructural Metals $39.2 fni1 78 1023 44 $98
Mechirery, Instrunents 829 $175 o7 963 $332 5485
\bod Proolts and Fumiture $725 1 914 42 81 5312
Transportation Eopipment $660 $1148 10%6 154 5403 $705
Cherricals $02 $08 m $120 3
Puip, Paper and Paperboard 82 w41 57 =1 $111 %
Garent, Sonead dass #51 34 55 464 $192 42
Pimery Metds $337 4 2) S72 599
Cther SAS $87 1016 912 $66 348
TOA $8168 0710 6656 6973 ®2362 $3268
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Kenworth Irucks are among lhe manufactured goods shipped nodh from Pugel Sound. Photo courtesy of Kenworth Truck Company.

W hat's Ahead lor the Alaska-Puget Sound Partnership?

As always, the outlook for the Alaska-Puget Sound trade partnership depends on growth and change within the Alaska economy. As

the Alaska market expands, with increased economic activity and population, trade between the two regions will likewise increase.

For the foreseeable future, Alaska’s economy will continue to be dominated by the commodity-producing industries of petroleum,
hard rock mining, and seafood, combined with tourism, federal spending, and international trade. Dependence on these industries
means that the Alaska economy will be influenced by business cycles as commodity prices respond to world market conditions.

Although the existence of such cycles is acknowledged, their 'iming is difficult to forecast.

In general, economic forecasters are cautiously upbeat about the economy in Alaska. Alaska | _s experienced 16 consecutive years

of job growth and is expected to add two more years to that streak in 2004 and 2005.

The preferred Trans-Canada gas pipeline project would be substantially larger than was the Trans-Alaska oil pipeline. The overall
economic benefits also would differ substantially, because many jobs and opportunities would be generated in Canada as well.
Also, rail transport would probably be used more than in 1976 for moving materials - in part because the heavier steel can
more easily be moved by rail and comply with load-limit issues. Also, while the Ports of Tacoma, Seattle and Anchorage would

remain the key gateway ports, additional seaports would be selected that offer close proximity to Canada's rail system and direct

shipments from Asia.

r

deral government spending is difficult to forecast due to the conflicting demands of military security, the federal budget and
politics. The recently announced global restructuring of U.S. military installations is expected to benefit Alaska and will likely result
in expanded operations at Fort Richardson and Fort Wainwright. Additional forces will be coming to Alaska, adding billions of dollars

to the economy. More soldiers will be stationed in Alaska, which after many years of decline is experiencing a rebound and currently

has more than 26,000 military personnel.

Federal defense procurement, particularly for the missile defense program currently underway, will present enormous opportunities

for contractors based in both Alaska and Puget Sound. A missile intercept? "as been installed at Greely as part of the ground

based missile defense, and plans call forinstalling five others by the end of 2004 and 10 more by late 2005.



The U.S, Departmentof Defense has added the Portof Anchorage to a short list of strategic ports of departure. This will make
it easier for Anchorage to obtain federal funding for a massive, $300 million port expansion project that Is currently underway.

Tacoma is among other major ports that are designated as strategic, further strengthening the Puget Sound partnership and lhe

potential for major shipments of military supplies.
In the near-term, Alaska will continue to be dependent on federal spending across multiple sources - project grant funding, formula

grants, highway and transportation construction projects, benefits to individuals, and defense. Alaska's congressional delegation
has been instrumental in procuring much of this funding because of the seniority it enjoys, but there remain legitimate concerns

about the day of reckoning when the state will lose its political influence and lhe dollars that go with it.

Certainly, federal funding will continue to flow, regardless ofwho holds seats in the U.S. Congress. Yet. with more than two-thirds
of the state's economic activity dependent on two major sectors — petroleum and the federal government - and with many of

the goods and sen/ices for those sectors coming from Puget Sound companies, the state and its trading partners are particularly

vulnerable.

Conclusion

The Puget Sound-Alaska partnership has endured, expanded, and evolved over 100 years. One partneris a storehouse of

resources, while the other provides goods and services, Beneath this highly visible activity, a "quiet connection” of basic

economic ti s has bound these partners. The value ofgoods and services that Puget Sound provides to meet the needs of

Alaskans has increased s.eadily. At lhe same time, Alaska resources continue to play a vital role in the Puget Sound economy

The geographic distances that separate Puget Sound and Alaska from the rest of the United States have sometimes been

considered an economic disadvantage. Yet each ofthe partners continues lo attract people from other parts of the country.

In addition, each partner e.ijoys a unique geographic position on the Pacific Rim and access to China and other fast-growing
Asian economies.

Ilhe fortunes of both partners have been strongly affected by a few major industries. Compared to the U.S. average,

the economies of Puget Sound and Alaska are highly concenbai But as each partner grows, there is a trend toward

This process is affected by business cycles in the dominant

diversification and a broadening of the economic base.
Though oil

industries and is not always smooth. Yet over time, both partners have shown remarkable resilience,

production is currently on a declining path, Alaska is now In its sixteenth year of overall economic growth. And the Puget

Sound region has begun once again to post net job gains after a protracted regional recession.

W hile the pace of growth and the timing of the cycles cannot be predicted precisely, the future strength of the partnership
is certain. Its endurance is based on the vitality of both Alaska and Puget Sound, regions that have a remarkable range of
comparative advantages based on resources, proxinvty, and economies of scale. These provide compelling logic that the two

partners will continue to view each other as integral parts of their economic future,
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Appendix: M ethods and Approach

The Puget Sound Input-Output Model

The principal economic analysis tool used lo measure Alaska-related impacts on export industries is the Puget Sound Input-Output
(PSI10) model, which takes into account the direct impacts and the complex inter-industry connections in 62 sectors of the regional
economy. The PSIO model is adapted from the Washington State Input-Output model, a series of state-sponso 'd studies of the

statewide economy dating back to 1963 and most recently updated to the year 2003.

For resource related industries, a variety of survey and analytical methods were used to supplement the model. The basis for

running the model was a combination of survey and non-survey data gathered for this study from each sector.

As in the previous update, the Puget Sound region Isdefined as the counties of King, Kitsap, Pierce, Skagit, Snohomish, and

Whatcom. Inthe initial 1985 study, seven smaller counties were also included: Clallam, Grays Harbor, Island, Jefferson, Mason,

San Juan, and Thurston. Tire narrowing of the study area means that data on the Aiaska-Puget Sound partnership have a tendency
to understate real growth during the nine year (1985-1996) period. However, this is a relatively minor factor. The excluded counties
contain about one-tenth the population of the included six counties and, with economies heavily dependent on natural resou. te-

related industries and state government, their share of exports to Alaska is even lower than their relative population.

A detailed discussion of the analytical approach utilized in this study is included in the Puget Sound Input-Output model. This

discussion presents the background on estimating Puget Sound shares of economic activity, use of the derived economic

multipliers, and a detailed table of economic impacts.

Sources of data and survey results used in estimating I get Sound exports are then presented. A discussion ensues on the

selection otthe base year; treatment of the Puget Sound fishing and petroleum sectors, the transportation services sectors, and the

Alaskan cruise industry.

One of the most important uses of the input-ou'put model is that it serves as the basis for estimating the multiplier or "ripple"

effects of changes in exports (orother types of expenditures not basically dependent on changes within the regional economy) for

one sr :tor of the economy upon other sectors. Because the model takes into consideration the complex inter-industry connections

in the regional economy, calculated impacts will include not only those people directly involved in producing goods and services for

export, but also the indirect impacts, such as the increase in work and jobs in industries supplying direct-export businesses. Italso

includes impacts induced by the spending ofincomes earned In export-related jobs.

In this study, research was focused on estimating the demand in Alaska for goods and services produced by businesses in the
Puget Sound region. These include the profusion of output from manufacturing concerns in the region - food products, wood
and paper products, machinery and metals, chemicals and refined petroleum, and so on. Also included is the whole range of
professional and business services, including software, accounting, advertising, engineering, legal, and management consulting

Because of its sparse population, northern climate, and relatively undeveloped industrial base, Alaska must import a
By far, the largest portion - about 95 percent

services.
large proportion of its food, consumer goods, and inputs necessary for production.

- of these goods travel to Alaska by water. Due to its geographical proximity to Alaska, and its status as a highly developed center

of domestic and international transportation, Puget Sound's seaports are the starting point for the bulk of goods flowing to Alaska.



Use of Economic Multipliers

The multipliers used in this study are known as Type Il multipliers. Although Type Il multipliers are only one of several types of

multipliers available, they are most commonly used in regional economic impact analysis, Type Il multipliers measure the direct

effects on avariable (in this case jobs and earnings) plus the indirect Impacts that arise as the result of inter industry linkages,
and the Impact induced by households spending income paid to them. This concept assumes that there is an association
between Industry output and household income, and a further association between household spending and income. Other
types of multipliers may exclude household spending (Type 1), or they may include state and local government spending (Type
1. Type IV multipliers also include investment spending, on the assumption that this is direct " Jons"' to demand for
output. Types lll and IV are generally larger than Type Il and are gener. llyconsidered more speculative.

The reader should be aware that there are many common misconceptions about multipliers. For Instance, there is no such thing

as "the" multiplier for an industry. Forany industry, there are any number of multipliers depending upon the form In which the
multiplier is expressed, the variable under consideration and other factors. The choice of unit can make the same multiplier look
larger or smaller. Multipliers in static models (such as those in the Puget Sound Input-Output Model) are timeless. Production

adjustments may take place in anticipation of changes in market demand, or in contrast, reaction time may lag resulting in delayed

multiplierresponds.

Prior studies (Conway, 1977; Chase, 1996) have shown that multipliers do change over time. There are several reasons why
multiplier values change. First, technological changes and Inventions of new products/processes alter input purchasing patters.
Second, relative price changes across commodities induce substitution of the relatively cheaperinputs for the more costly ones.

Finally, changes in interregional and/or international trade patterns (due in part to changes in transportation costs and exchange

rates) could substantially alter patterns of trade, and hence multiplier values.

Estimating Puget Sound Shares of Washington State Economic Activity

In order to calculate the extent of impacts of Alaska trade on the Puget Sound region, itis necessaiy to construct and apply a
“shares model.” This model contains estimates of the Puget Sound region’s shares of lhe 62 sectors of the Washington State

Input-Output model. "Shares" here refers to what proportion nf the state's economic activity is found in the six-county geographic

region of Puget Sound covered in this study. These six counties are King, Kitsap, Pierce, Skagit, Snohomish, and Whatcom. For
most sectors of the economy, it was assumed that the regional share of employment in a particulu. sectorwould be proportional
to the regional share of gutput in_that sector. Data from the Washington State Employment Security Department wnmtand

F@’rdlsm Wrgtm&a[ebymand |rdJStry, confidential unpublished files by establishment), supplemented by published

data from U.S. Bureau of Economic Analysis, were utilized to derive estimates of the six-county Puget Sound share of employment,

and by inference, of output and impacts.

Although data reliability on agricultural employment has improved in recent years it remains impaired by the high number of
subcategories of agricultural production with widely differing relationships of employment and output. Data contained in the
\Ammtmstﬁeﬁgnwltural &aﬂm(s, m published by the Washington State Department ol Agriculture in the form of county
or district shares of production for various agricultural commodities, was used to estimate the Puget Sound share of oi iput in
input-output sectors 1-6. For employment in rail transportation (input output sector 66), data were utilized from the U.S. Bureau of
Economic Analysis, supplemented by information from various regional labor economists with the Washington State Employment
The estimate of the Puget Sound share of the U.S. Post.1Service (USPS) was provided by lhe Washington

Security Department.
State Employment Security Department, supplemented by Information provided by the USPS Seattle Regional Office.
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The following table provides the estimates of the Puget Sound regional share of each ofthe 62 sectors of the input-output model.

These were used in constructing a Puget Sound regional input-output model for the year 2003, which in turn was used to calculate

the Puget Sound share of indirect jobs, earnings, and output.

Table A-1. Puget Sound Shares uf Washington Stato Economic Activity, 1994 and 2003

Input-Output Industry Sere (In Peroants)
No SectorNane Im 23
1 Field arid Seed Qs 30% 3%
2 Vegeteble and Fuits 48% 3
3 Livestook and Produdts 3% B
4 Other Agriauiture %6.8% %6.7%
5 Fisheries 80 8L1%
6 Forestry 186% 182%
7 Mring 20% D%
8 Meal Products 4.3% 0%
9 Deiry Products 64.2% 67.6%
D Caming ard Presenving B R1%
]]. Gain Ml Products 2% 67.%%
2 Beverages 4% 451%
B Qther Foods % 04%
u Texiles 385% 464"
5 Appard % 3%
16 Loggng 255% 263%
g Sawrills 464% 453%
18 Pywood 1% 166%
1 Qther Wood Products 54.8% 503%
D Furiture and FixtLres T10% 848%
Z. Pup Mils 453% 44"
2 Paper Mils 24.1%
3 Paperboard. Other Paper 45.2% -t
2 Printing and Publishing B% B%
5 IndLstrial Chevicals 0% 5%
2% Other Cherricals 734% 7%
2 Petrdeum B.% B
p:) Glass Produdts % 87.3%
2 Cerent, Sone and Qay Q2% 60.0%
0 Alurinum 2.4% AN
3 Cther Primary Metals 40.0% BN



Table A-1. Puget Sound Shares of Washington State Economic Activity, 1954 and 2003 (Continued)

‘nput-Output Industry Sere (In Paaen s
Na SedorNare jiee 2 A8
k2 Sructural Veldl Produdts 584% 63.2%
3 Cther Febricated .agids 04% 5%
A IncLstrial Mechinery 578% 624%
K3 Conputer and Cffice Ecpiprren A% 84%
6 Bedtrical Mechinery 584% %6.5%
37 Aerospece B BVB5%
3 Shipand Geet Rilding R% 80.8%
39 Motor Vehides 595% 4%
40 Instruments 8.1% 84.2%
a Oher Merufadiuring 28% 678%
2 Hghway Construdtion A1% 8.0%
43 Cther Corstruction 65.8% 69.1%
4 Railroed Transportciion 487% 537%
45 Local and Suburben Transportation A% 7%
46 Motar Freight and Warehousing Seke ) 03
a7 US. Posld Senvice 67.% 67.%
8 W\ater Transportation 86.4% %
49 Air Transportation 9. 2% 87.3%
50 Hipdlines A% 6%
5 Transpartation Services A% B
5 Hectric Companies 36% 04%
53 Geas Gonpanies 5.0% 47.3%
%) Cther UiliUes 6L 361%
% Gomunications 41% 801%
56 Whdesdle Trade 89.6% 713%
57_ Edling and Drinking Rlaoes 64.7% 66.7%
S8 Cther Retall Trade 6.1% 66.2%
0 Firence, Inslrance, and Redl Estate A4%% A%
50 Business Services &.2% 8L3%
6l Hedlth Senvices 631% 22%
62 Cther Senvices 6.1% 6370

Detailed Table of Economic Impacts

Within the text of this report, the impacts in broad industrial categories have been presented. Table A-2 provides full detail of the
output, jobs, and labor earnings impacts on the Puget Sound due to trade with Alaska for all 62 sectors of the economy. Column
2 in the table provides estimates of direct exports to Alaska from each of the 62 regional sectors. Columns 3 through A provide

ihe direct impacts upon each sector in the Puget Sound economy of every sector involved in export trade with Alaska. Columns 5

through 7 give the total impacts: direct, indirect, and consumption induced.



Tale A2 Puet Sourd Bxpors o Alasl, 2003
Sound RogtSard gy PSad

Puoet Sourd EsfmeedRoet | RgXSand - R Totel (Dir* Incl) Sd - o 4Lid)
oy SUdBuso  Die Directimpect et O AOTI i
Aesa@Mlry) et s Earigs(fMia) o S g s T
| Feldard %06 5 N9 12 9 $03
Seed Qos
2\legetatles and Fiit 9 ® ®1 %0 ) ®7
3Livestock %6 a 24 w77 = 0
4Qher Agiadture ©3 4 23 %3 o 0
Skorestry $00 O 00 %5 2 $13
Gisticies 0 0 0 2 2 a4
7Mring % 0 % %3 % $19
3Meet Pradts 13 5 419 244 a 0
9 Deity Prarits $350 & ®1 %73 2 %1
mzﬂﬁriam 01 15 %60 382 8 w7
1GanMI w1 B 08 224 ® $17
12 Boverages 28 134 %1 31 1% $75
13Cther Fouk w232 ® $40 %35 5 w4
UTetles $58 % a7 %2 < $18
15 Apperel $63 5 $1.9 $130 :ID $39
BLagig %00 0 %00 $108 ® $17
7 Sannills 369 % 96 42 x8 5123
18Pywond ©7 7 06 ®1 %07
Ve Wecd $330 29 85 367 i) 02
20 Rumitue 166 ® %9 $193 A %8
21 RipMiis 900 o 00 w01 0
2 Peper Mis 14 B 20 @81 % ©4
23 Paperboard 07 6l $44 542 217 575
24 Piinting 44 @ 16 85 o w73
25 IncLstidl Crerricals %55 B w22 %72 ® 5
26 Other Cremricals 53 108 %8 w48 1 $108
27 Pebdeum 1247 52 $36 $3989 12 $2
28 Glass Prod.ots 6 2 a5 w31 ® 43
29 Carent and Store 687 31 $175 $695 35 $199
2 Auinm $02 1 00 R0 P %07
3 (N];:Smnay $442 19 04 w84 7 $92
2 Snoturd Meds ) @ 65 %8 (61) 73
3 Fetricated Mt $208 % 79 w77 B 125
3 Industria Mechinery 8b 35 $14.2 $61.9 47 $177
3 Conputer Eopip % $48 §125 ” %9
3 Hectic Mectirery 78 $109 436 260 123
37 Aerospace % O 170 49 $36
38 Motor Vehides #a B 038 .0 2% $L7
39‘;';:3 g 51104 1066 584 $1236 1180 $653
3 w1 w78 Y ) 125

40 Irstruents $99



Teble A2 Puget Sourd Exports to Alaske, 2008 (Cortinuee)
Pt Soud Puget Sound Puget Soud

Esimeted Rt Puget Sound Puoet Sound ik ik
Pr;‘!’fs“m e SiBgmso D Diectinpect Tdd(D"' ) o Oir* nd) ﬁ“;&%‘;:g
Quput Aeska(SMlicrs)  Inpect s Eamings (i Miiors) ”($MMHM) mpectxbs Ml

41 Ciher Manufacture $21 129 w7 $05 319 $117
42! iw/. Construction 00 O $0.0 $0.2 2 01
43 Other Corstruction $36.0 125 1 $1319 198 $716
44 Rilroed Transpart 00 O $00 6 p.e] 3
45 Local Transpart $00 O $00 $113 254 %63
46 Trudking $63.2 637 53 $1003 1:2 $02
47 US Postal Senice $125 12 $100 45 377 $195
48 \\é&ter Transport $319.2 30 $103 $0102 3108 2116
49 Air Trangport $706 4275 $19%38 $600.8 430 $011
50 Pipeline $00 O $00 €07 2 01
51 Transport Senvices $377 35 S07 $765 i $#19
52 Hedtric Conparies 00 O 00 $1060 18 $130
53 Gas Conparies $00 O $00 73 7} 29
54 Cther Utilities $0.0 O $00 $51 273 $105
55 Communications 81 3B ®5 $1464 665 $429
56 Whdesale Trace 2420 1858 $59 $223 312 $1606
57 Eating and Diirking 36 & $14 $1676 3728 $637
58 Cther Retall Trace $1839 3,665 $07.3 %126 9436 $£2506
SOHRE 5820 &l SC6 $6396 3513 $1976
60 Business Senvices 0323 2931 $2129 $97.6 49 $3533
6l Heelth Services $1209 2086 31 $3619 56J] 2293
62 Other Senvices $2320 6,092 $1493 01 12725 119
TOAL B85 2HL 81479 | $1159 63,619 525

Certain sectors have very small or no exports to Alaska. One that deserves clarification is construction. The output of the

construction industry is by its natuie not exportable, at least not according to the conventions of input-output analysis. Work
done by Puget Sound-based construction firms outside the state is not considered an export under these conventions. However,
estimation of the value of construction contracts fulfilled in Alaska by Puget Sound firms was made separately. The impacts for

construction in the table are all indirect impacts, which represent construction work carried out in the Puget Sound region in support

of other sectors' Alaska export activity.

Choice of Base Year

Detailed economic information for the most current year - 2003 - was anticipated to be available while this study was in process.
For some economic statistics, there is a considerable lag in receiving timely data. Forinstance, total tonnage of goods shipped

to Alaska via Puget Sound ports was available for 2002 from the U.S. Army of Engineers, Waterborne Commerce Statistics Center.

Although this was the most recent information available at the time the study began, itwas determined that the industry had 2003

numbeis, which were gathered by survey and used in this study.
For Alaska, 2003 was the sixteenth consecutive year of economic expansion; while in the Puget Sound region, 2003 signals the

beginnings of an economic recovery after a prolonged recession.

Sources of Data

A frequent problem in regional economic impact analyses is the lack of hard oata. This study is not an exception, much of the

analysis is based on estimates of the direct exports of goods and services for 62 sectors of the Puget Sound economy. The export
estimates are based primarily on information gained through surveys - via mail, facsimile, and telephone -with establishments in
the 62 sectors. The survey questionnaire asked firms to provide the following information for 2003: (1) total value of production or

total revenues; (2) total employment; (3) total wages paid; and (A) portion of sales sold to Alaska, Table A-3 indicates the number of

surveys sent and return rates for major categories.

Pece /8



Table A3 Survey of Puget Sound Fimrs
Sector Fims Sunveyed neys Retumed Retoof Reum

Menufaduring 125 k<] 26.4%
193%

Senvices 145 2
Transportation 1 D 0.1%
TOAL P 7 56%

Survey information was supplemented by numerous sources from the federal government (e.g. Census ofManufacturers; Census
of Transportation, Communications, and Utilities; Census ofFinance, Insurance, and Real Estate; U.S. Bureau ofEconomic Analysis
Regional Economic Information System); state government (Washington State Employment Security Department - employment and

wage by establishment confidential files); and the private sector (trade publications; trade associations; and conversations with

industry experts).

Education

For some services, the demanded services are not physically exported to Alaska; rather Alaskan residents travel to the Puget Sound
region to study. An extensive survey was done of two- and four-year educational institutions in the Puget Sound region to determine
the average annual number of Alaska residents enrolled. Using data supplied by the institutions for tuition and fees, and for
average non-educational expenditures, an estimate was made of Ihe total amount spem in 2003 by Alaska residents studying in the

Puget Sound region. In2003,1,066 Alaskan residents were enrolled in Puget Sound institutions of higher learning. The estimated

educational expenditures were $23.5 million in 2003.

Health Services

Another service not directly exported to Alaska is health-care services, A statewide data base was utilized to determine the total
number of Alaska residents who sought hospital treatment in the six-county Puget Sound region during 2003 and how much they

paid for these services. The Washington State Department of Health, Office of Hospital and Patient Data Systems, provided data

on hospital charges as well as an average ratio fordoctors’ fees and hospital charges for patients treated in hospitals. From this

was derived an estimate of the total amount spent for such fees by Alaskan residents. Inaddition, an estimate of the total value of

physicians' services provided to Alaska patients not in hospitals Tire sum of these three elements-hospital charges, physicians*

fees in the hospital, and physicians’ fees outside the hospital constituted the estimate of the value of medical services purchased In

2003 by Alaska residents in the Puget Sound.

The Transportation Services Sectors

Exports of transportation services to Alaska refers to revenues earned by Puget Sound transportation companies shipping “oods

to Alaska. These exports were estimated based on information combined from a number of sources. Revenues by transport mode

were obtained from the U.S. Department of Commerce, Bureau of the Census {1992 Census o f Transportation, Communications
and Utilities). Ratios of average revenues per worker and average revenues by ton were estimated based on census data with

confidential employment files from the Washington State Employment Department. These revenues were estimated by transport

mode (water, air, and land). In addition to freight revenues, impacts of water and air passenger travel between Puget Sound and

Alaska were estimated.



A variety of information sources were utilized, in addition to a separate survey sent to 11 vessel and barge lines involved in waterborne

transportation between the Puget Sound and Alaska. The transport modes analyzed for this study are listed in Table A-4.

Table A-4. Transportation Services Sectors
W\&er Transport
Freight (SIC 441,442,443 444)
Passenger (SC4481,4489)
_ Marine Cargo Handling (SIC4491)
Toning and Tughoet Service (SIC4492)
Water Trangpart Senvices, Nec (SIC4499)

Air Trangpart
Freight (SC 451, Part)
Pessenger (SIC451, Part)

Arargerentof Trangport of Freight and Gago
Arangers of Freight and Cargo (SIC4/3) - Indudes Brakers, Freight Forwerders, Gonsdlidetars, and Shipping Agerts

Motor Freight Transpart and Waehousing
Warehousing (SC42)
Trucking, Bxoept Local (SIC4213)
Public Warehousing and Starage (SIC422)

With regard to levenue, employment, and labor earnings by transport mode, the principal sources of information were the 1997
Census of Transportation, Communications, and Utilities; Washington State Employment Security Department, Employment and
Wages (confidential files); and confidential memorandum from the Port of Tacoma and individual shippers. Hie latter two sources

provided listings of other carriers (e.g., truckers), freight forwarders, consolidators, and warehousing operations engaged in lhe

Alaska-Puget Sound trading relationship.

Revenue estimates per worker for each transport mode were first made from the Census, based on total employment for all
companies engaged in the Alaska-Puget Sound trade. Since these estimates were first made for the year 1992 and updated for
1997, estimates were then made for 2003. Total revenues were subsequently adjusted based on services associated with only
exports. Estimated revenues associated with trans-shipments and imports were not included as part of the trade with Alaska.
Revenue estimates were cross-checked using additional information from t j U.S. Department of Commerce - comparison of
value of exports at the port of e*| artto the value of expou utthe producing plant (f.o.b.). Forwaterborne trade, survey results
supplemented the analysis.

Eleven vessel and barge lines that prov, _eshipp''g services between Puget Sound and Alaska were surveyed regarding the total
2003 northbound and sou‘hbound tonnage (total and detailed by major commodity groupings) hauled between t'uget Sour J and

Alaska. Ofthe 11 surveyed, 10 provided information (91 percent return rate with an estimated total coverage of 98 percent).

Detailed information on northbound tonnage hauled by majorcomn odity was cross-checked with survey information obtained front

manufacturers in the Puget Sound. The requirement here was to separate transshipments and goods produced elsewhere versus

those goods manufactured in the Puget Sound.
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Treatment of the Fishing and Petroleum Sectors

Ir. the most recent statewide Input-Output study, the output of the Washington fisheries sector was measured by the value of the

catch landed within state waters (including the 200 mile-extent along the coast). Consequently, the multipliers associated with

that sector do not include the very considerable impacts of the Alaska fisheries. However, since more than 85 percent of the

total harvest of the Puget Sound-based fleet comes from Alaska and the North Pacific, this study es: mates the impacts on the

Puget Sound economy of those distant waters fisheries, This was accomplished by using the Puget Sound Input-Output model lo

calculate the output, jobs, and earnings associated with the expenditures of the Puget Sound-based fleet fishing in the North Pacific

for the output of Puget Sound industries.

A similar procedure was utilized for the petroleum refining sector in Puget Sound. Since 90 percent of the total crude oil inputs of

the Puget Sound refining sectorcome from the North Slope, the impact analysis routine estimates the impacts on the Puget Sound

economy related to that portion of Alaska crude oil inputs.

Alaska Cruise Industry in Seattle

Base information on the Alaska cruise industry was obtained from a Port of Seattle-sponsored report released 7.Pile this study was
in progress. Subsequent review of the report’s coverage (John C. Martin Associates, 2004) resulted in supplemental information

obtained from cruise operations, particularly their home administration offices based in Seattle.
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Glossary of Term s

Carrier. The firm that physically transports the cargo. Carriers Include steamship lines, trucking firms, railroads, and aii earners.

Catcher/Processor. A combination fishing and processing vessel that uses trawl nets to harvest fish and processes the catch

on-board. The ability to immediately process groundfish at sea, rather than delivering the catch to shore-based processing plants,

allows catcher-processors to produce lugher-grade seafood products.

c.i.f. Cost, insurance and freight. A pricing term indicating the cost of the goods, insurance, and freight are included

in lire quoted price.

Constant dollars (or “real” dollars). Output values converted to a base price level (e g., 2000), calcul.-ed by dividing current or

actual dollars by a deflator. Use of constant dollars eliminates the effects of price changes between the year of measurement and

the base year and allows calculation of real changes in output.

Direct effects. The economic activity during the first round of spending, For tourism, this involves lhe impacts on the tourism

industries (businesses selling directly to tourists) themselves.

Cx-vesselL Refers to activities that occur when a commercial fishing boat lands or unloads a catch. For exarnp'e, the price received

by a captain for the catch is an ex-vessel price, the dollar value that commercial fishermen receive for their product once it leaves

the fishing vessel, (Also called the dockside value).

Freight forwarder. Freight forwarders arrange for the transportahY n of goods in domestic and international trade.

include advising customers on shipping conditions, selecting the route and earners for the shipment, arranging for all necessary

transportation, booking space, preparing the documentation required for shipping, arranging insurance coverage, and arranging the

payment for the shipment. Freight forwarders are regulated and licensed by the Federal Maritime Commission.

Groundfish (also Bottomfish). Types of fish that reside on the ocean floor. In the North Pacific, about a dozen species

comprise the groundfish complex. They include pollock, Pacific cod, rocklish, yellowfin sole, and rock sole, typically

harvested by catcher-processors and longliners.

Impact analysis. The process of estimating the impact of dollars from outside the region (“new dollars") on the region's economy.

Impact analysis typically includes only the spending of visitors from outside the region.

Individual fishing quotas (IFQs). A market-based alternative to the "race for fish." Currently, this fishery management tool
is used in the Alaska halibut and sablefish fisheries. Under an IFQ system, fishing privileges are conveyed to individual
participants (vessels or fisherman) in the fishery. A fisherman's quota share represents a percentage ol the Total Allowable

Catch in the fishery and can be leased, sold or otherwise transferred. The harvest privileges can also be rescinded if the

participant does not comply with federal fishing standards.

Input-output (I-O) model. An input-output mode! is a representation ol the Hows of economic activity between sectors within a
region. The model captures what each business or sector must purchase from every other sector in order to produce a dollar's worth

of goods or services. Using such a model, flows of economic activity associated with any change in spending may be traced either

forwards (e.g., spending generates employee wages, which induces further spending) or backwards (e.g., visitor purchases of meals

leads restaurants to purchase additional inputs - groceries, utilities, etc.). Multipliers for a region may be derived from an input-

output model ofthe region's economy.

Longlline: Fish'ng method using a horizontal mainline to which weights and baited hooks are attached at regular intervals. The

horizontal mai ~is connected to the surface by lloats. The mainline can extend from several hundred yaids to several miles

and may contain s. veral hundred lo several thousand baited hooks.

Longliner: A vessel specifically designed to catch fish using the longline fishing method.
Magnuson-Stevens Act The Magnuson-Stevens Fishery Conservation and Management Act was passed by Congress in 1976

with bipartisan sponsorship from Washington Sen. Warren Magnuson, a Democrat, and Alaska Sen, Ted Stevens, a Republican, Il

created a 200-mile federal fisheries zone and eight regional councils to oversee the U.S. fisheries. The councils operate under the

authority of the U.S. Department of Commerce.

Principal activities
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Merchandise goods. Export and import of goods—products, supplies, raw materials, wares, and commodities that are movable.

Multipliers. Multipliers capture the size of the secondary effects in agiven region, generally as a ratio of the total change in
economic activity in the region relative to the direct change. Multipliers may be expressed as ratios of sales, income or employment,
or as ratios of total income or employment changes relative to direct sales, Multipliers express the degree of interdependency

between sectors in a region's economy and therefore vary considerably across regions and sectors.

Secondary effects are the changes in economic activity from subsequent rounds of responding of tourism dollars. There are two

types of secondary effects:

Indirect effects are the changes in sales, income, oremployment within the region in backward-linked industries

supplying goods and services to tourism businesses, for example, the increased sales in linen supply firms resulting

from more motel sales is an indirect effect of visitor spending.
Induced effects are the increased sales within the region from household spending of the income earned in tourism

and supporting industries. Employees in tourism and supporting industries spend the income they earn from tourism

on housing, utilities, groceries, and other consumer goods and services. This generates sales, income, and

employment throughout the region’s economy.

Service. Incontrast to a good; not embodied in a physical good and typically effects some change in another product,

person, or institution.

Shipper. Firm orindividual from whom the shipment is sent (i.e., the originator of the shipment).

Stevedore. A firm or individual who contracts to load or discharge a vessel’s cargo. In order to perform his responsibilities,

the stevedore employs "longshoremen,” who perform the physical work of loading and unloading ships.

TEU (Twenty-foot Equivalent Unit). Used as the standard measure for the container carrying capacity in terms of an

8x8x.20-ft. size container.

Total effects. In impact analysis, the sum of direct, indirect, and induced effects.
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DEW I TT & DEW ITT L LC

PO Box 34761
Juneau, AK 99803-4761

February 10, 2007

The Honorable Bill Thom as
Alaska State Legislature
State Capitol Building

Juneau, Alaska 99801 -1182

RE: HJR 8

Dear Representative Thom as.

On behalfofthe Alaska Chapter ofthe National Federation of Independent

Business (NFIB), | wish to express our support for House Joint Resolution 8. | he Alaska

Chapter ofthe National Federation of Independent Business has 2,500 members, making it

the largest sm all-business advocacy group in the state.

HJR 8 correctly requests the W ashington State Legislature not adopt an added fee

on all cargo containers shipped to and from W ashington ports as proposed by Senate B ill

5207. Such a fee would significantly increase the transportation costs of most good com ing

to Alaska. The added cost o fexports from Alaska going through W ashington ports would

com petitively disadvantage our products in the marketplace.

W e have additional concerns that the fee is instead a tax and may well be

unconstitutional in that it impedes interstate com merce, import/export activity and the

movement ofcontainerized cargo as governed by federal law and international treaty.

N FIB appreciates your willingness to call this issue to the attention ol Alaska’s

State Legislature and our Congressional Delegation. The negative effects of such un

increase in transportation costs would have a sgnificantly negative impact on both

businesses and consumers in Alaska.

Sincerely Yours,

Dennis L. DeW  itt
State Director

N ational Federation of Independent Business

cc: House Transportation Com m ittee

House Labor & Com merce Comm :nee

(907)723-6667 ddewitt@ gci.net


mailto:ddewitt@gci.net

To the Members of the California State Senate:

lam returning Senate Bill 927 without my signature.

Im proving the quality of life for all Californian’s through congestion reliefand

environmental improvement has been one of my top priorities as evidenced by the

introduction of my Strategic Growth Plan resulting in the enactment of Senate B ill 1266

(Chapter 25, 2006).

Senate B ill 1266 (Chapter 25, 2006) is the largest transportation and air quality bond in

the history of the United States. It provides $1 billion in new funding to improve air

quality in California which will directly benefit the com munities in and around the Los

Angeles and Long Beach Ports. Senate Bill 1266 also provides $1 bill n to address port
m itigation issues, S2.1 billion for trade infrastructure and $100 m illion in port security
funding. This is in addition to the $140 m illion annually for air quality mitigation

contained in Assembly Bill 923 (Chapter 707, 2004) which I sponsored and signed.

Although the policy objectives of Senate B ill 927, to develop more secure ports,

congestion reliefand environmental mitigation, are laudable, this measure is flawed in its

construction, application, lack of accountability and failure to coordinate with other

public and private financing sources ignoring opportunities to leverage additional

funding.

Senate B ill 927 provides no mechanism for the usage of (he fees collected to favorably

leverage the billions ofdollars in available funding to develop public private

partnerships. Although SB 927 docs generate funds, if done in a more coordinated

fashion with the public and private sector, funding for additional congestion reliefand

m itigation could be increased geom etrically. Additionally, this measure is drafted to

include only two pons and applies only to goods shipped in containers, ignoring all other

forms ofshipping and ports of entry.

Public safety is and has been my top priority which includes increasing the security at all

California por* My O ffice of llomeland Security and Emergency Services has

aggressively worked with the U.S. O ffice of Homeland Security and all our local counties

and cities to support them as they develop their local plans for port security and identify

their needs. Over 127 m illion dollars has lucn awarded and allocated on a com petitive

basis to Califc rnia ports for security. These grants arc being used for port security

training, com munications equipment, cameras, lighting underwater surveillance and

protective equipment for port first responders. We have an additional 100 m illion dollars

included in the strategic growth plan specifically for port security. Additionally, we are

working with the U.S. Department of Homeland Security on theirjust announced award

investing over 1 billion dollars on radiological and nuclear detection capabilities.

As Governor, | have traveled to ,oth China and Japan working to improve our trading

relationships with these nations - trade that includes both imports and exports. It is very

important that any measure that increases fees that impact exporters not have the



unintended consequence ofnegatively impacting the sale and delivery ofgoods grown

and manufactured in California. SB 927, unfortunately could negatively impact these

exports as well.

Finally, my goods movement task force is developing a comprehensive report that w ill

provide more thorough and strategic direction and insight on what the best options are to

address goods movement and port related challenges. This report w ill be available by the

end o f this year.

Suiccrely,

Arnold Schwarzenegger



american al)|)aml a
«7 footwoar associal ion

September 6, 2006

The Honorable Arnold Schwarzenegger

Governor
State Capitol Building

Sacramento, CA 05814

Dear Governor Schwarzenegger:

Il am writing on behalfofthe member companies of (he American Apparel &

(AAFA)-the national association representing apparel,
and their suppliers, which compete in the global
that would impose fees on cargo
highw ay infrastructure programs in the state of California.
we would hope that you recognize, in particular,
by this legislation. This bill passed both the Assem bly and the Senate last
SB 927.

PortiInfrastructure /las Traditionally Been Privately Financed: SB 927
provide funding for port security
international gateway ports operate as
commensurate with port facility infrastructure. Ports
operating expenses such as infrastructure,
investments to meet these mandates as well,

operators themselves make

carriers that call at the ports

expenses through higher terminal use fees and other line items included in

ocean carriers. W e urge you to oppose government mandates that
support the existing pri .ate sector financing mechanism to pay for

and port security by vetoing SB 927,

Container Taxes Are Unconstitutionaland Violate
cannot legally mandate the collection of fees on
highway infrastructure, port security or pollution abatement u
in federal court. Other fees related to
M aintenance Fee imposed by the federal government,
because they impede interstate com merce.
ports are moving on lo other states,

stand up in court.

1601 North Kent Street. Suite 1200. Arlington. VA 22209 W W V V .appiirclandI()OtwW Car.Org

interests to pay for a variety of port security,

international cargo and transportation,

Footwear Association

footwear and other sewn products companies,

m arket—to express our concerns about SB. 927, a bill

pollution mitigation and

W e believe this bill is seriously Hawed, and

the potential violations o f the U.S. constitution posed

week. We urge you to veto

is designed, in part, to

infrastructure within California's ports. However, California’s
landlords for terminal operations that pay rent and fees

raise their tariffs to pay for normal business
pollution m itigation and security programs. Terminal

and pass the costs on to the

In the end, shippers, including AAFA member companies, pay these added

our freight contract with

levy container fees and instead

infrastructure, pollution mitigation

International Trade Late. The State of California

international com merce to fund programs such as

ithout facing an almost certain challenge

such as the Harbor

have been struck down as unconstitutional
Because many of the containers moving through California

California would have a very difficult time making a ¢ mtaincr fee

p (70.1)524-1X64 (800)520.2262 | (W ) 522-6741



Governmentimposed containerfees could prove detrimentalto the health o fthe C alifornia economy.
The California government is not in the business of moving freight and docs not possess intim ate

knowledge of the true costs of installing security fences, building cranes and purchasing low -sulfur
to pay for these

diesel fuel. A fee levied on cargo owners, including AAFA member companies,

projects w ill surely endure w'cll after the cost of installing fences and building cranes have been

absorbed, and it w ill cost us much mom than private financing of the same projects.

Government mandated container fees w ill only place California’s seaports at acom petitive disadvantage

w ith other West Coast container ports and planned facilities in M exicoand Canada. W hile the fee may

appear minim al, the fact is that these Ices will be imposed on top of other privatc-sector charges related

to infrastructure, pollution abatement and security. W hen coupled with the congestion problems faced
in Southern California, it is clear that cargo owners already have many incentives to move freight
through other ports, especially in the Pacific Northwest. Indeed, some ofour industry partners are

m aking large investments in other alternative ports.

In closing, we again urge you to veto SB 927. Container fees called for in the bill are not necessary to
fund internal port infrastructure or port security. They arc inappropriate to fund other projects outside
the specific purview ofthe ports, and they will very likely em broil the state in court and international

battles that w ill ultim ately prove expensive over the long run.

Thank you for your time and consideration in this matter.

Sincerely,

" 7H S Mo

Kevin M. Burke

President & CEO

CcCC: Sunne McPcake, Secretary, Bureau of Business. Transportation and Mousing Agency

Michael Genest, Director, Department of Finance
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Joe Sopo,
Realtor has his
hand on the pulse
of Los Altos!. Buy
or sell, call Joe &
start packing, Click
for info.

Become A Hero
To LB Animals
With A $20
Membership. Info,
Click Here.

Saving Lives Thru
Spay/Neuter &
Education

Pollman’s
Insurance,
Classic Or New,
Car Or Home,
When You Want It
Insured, Call Us
And Save! Click
for info.

] m
Nino's

Ristorante: a
delicious treasure
in Bixby Knolls.

Click here if
you're hungry or

for catering!

LBReport.com
In Depth/Perspective

H ow Long Beach C ity H all Q uietly
W orked, Or Let Others W ork, To
Skew O r K ill Port-R elated

Homeland S ecurity Legislation

Introductory Perspective

(Sept. 10, 2006) - The 9/11 attacks are not part
of the past. They are part of the present because
those who attacked us once are working to
attack us again.

Those attacks will kill as many of us and our
families, and inflict as much damage on our
country, as those in government will allow.

As the fifth anniversary of 9/11 approaches,
government and industry officials say they're
working to prevent another attack. Many surely
are...and with success thus far.

But the record indicates that public officials and
entities of the City of Long Beach - California's
fifth largest city, operating part of the nation's
largest port complex -- failed to support, and in
some cares oversaw spending public money that
helped obstruct, efforts to provide the public and
the Port with resources for greater security.

Those decisions were made behind closed doors,
without public discussion or openly voted
actions by City of Long Beach governing
bodies...despite California‘s "open meetings"

law.

http://www.lbreport.com/ncws/sep06/91106.htm
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The actions affected three key pieces of
legislation:

HR 494 by Cong. Dana Rohrabacher (R.,
HB-LB-PV), which provided for locally
decided, industry paid homeland security
container fees. The Portof LB's
Washington, DC lobbyist publicly took
credit for helping kill the bill, an action
executed without a public vote on that
policy by LB's Board of Harbor
Commissioners or the LB City Council.

»SP 760 (renumbered SB 927) by State
Senator Alan Lowenthal (D., LB-SP-PV),
endorsed by the City of LB with the Port
publicly neutral. This legislation passed
both houses of the state legislature and as
we post awaits the Governor's approval or
veto. Ifapproved, it will almost certainly
face an industry court challenge b, cause the
Port of LB's iobbyist helped kill the federal
bill (above) which could have mooted
salient legal issues fat minimum toward the
security aspects of the Lowenthal bill).
Industry interests are now urging a veto by
Governor, citing the federal issues that the
Rohrabacher bill (defeated with help from
the Port of LB's lobbyist) would have cured.

HR 4954, federal legislation labeled by
supporters as the "SAFE Port" Act. The
House version of the bill passed this spring
and is set for debate in the Senate in the
coming days. While the measure was
pending in the House, the Port of LB hosted
a meeting with key House members, giving
LB and L.A. Port officialdom an
opportunity to influence those guiding the
bill's provisions. Most LB elected officials
were kept out of the loop and (with few

http://lwww.lbrcport.eom/news/sep06/91106.htm
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exceptions) have remained mute.

Meanwhile, the "American Ass'n of Port
Authorities,” a lobbying group in which the
Portsof LB and L.A. are members, worked
to defeat a House amendment to the "SAFE
Port™ bill (failed 202-222) that would have
required the inspection of all incoming
cargo containers.

On Monday September 11, 2006 the U.S. Senate
is scheduled to take up its version of the SAFE
Port Act. The Senate version of the bill (subject
to amendments) offers LB residents
significantly less than what Cong. Rohrabacher
proposed regarding local authority on container
fees in 2005 and 202 House Democrats voted to
support regarding the 100% inspection on
incoming cargo containers in May 2006.

[Current Senate summary textJ

Section 121: Domestic radiation detection
and imaging. Requires the [Homeland
Security] Secretary to develop a strategy for
deployment of radiation detection
capabilities and ensures that by December
2007, all containers entering the U.S..
through the busiest 22 seaports, shall be
examined for radiation. Requires DHS to
submit a report of the strategic plan
developed and to implement the strategy
nationwide within three years. Requires DHS
to submit a separate plan for the development
ofequipment to detect VVMD threats at all

U.S. ports of entry.

Section 122: Port security user fee study.
Requires DHS to study the need for and
feasibility of oceanbome and port-related
transportation security user fees to be
collected for funding port security
improvements. Requires DHS to submit a
report detailing the results of the study,

http://www.lbrcport.eom/ncws/.scp06/91106.htm
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analysis of current customs fees and duties
collected that are dedicated to security,
comparison of comparable fees imposed in
ports of Canada and Mexico, assessment of
the impact on competitiveness of U.S. ports,
and recommendations based on findings.

As vve post on September 10, 2006, the City of
Long Beach's elected City Council have yet to
take a public position on these matters. Until
they do, CA's fifth largest city will not be part of
the national debate or discussion on these
issues...leaving the field to special interests and

their lobbyists.

LBReport.com reported these stories in real
time as they happened. We will continue
reporting these issues in detail, because we
believe they are of local and national
importance...notjust on the 9/11 anniversary,

but beyond.

Killing federal legislation to give local ports
clear power to levy security-related container
fee

On August 8,

2005, the Port

of LB's senior

Washington,

D.C. lobbyist,

E. Del Smith,

publicly

indicated to

LB's Board of

Harbor

Commissioners that he had helped defeat
legislation, authored by LB area Congressman
Dana Rohrabacher (R., HB-LB-PV), thhat
would have neutralized problematic federal
arguments to local port authorities levying a
security-related fee on containers.

http://www .lbrcport.com/ncws/scp06/91106.htm 1/27/2007
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"There has been an effort to increase container
fees, a piece of legislation that we helped defeat
just recently,” Mr. Smith reported.

Mr. Smith's
remarkable
Istatement drew
no public
response from
Harbor
Commissioners
To our
lknowledge, the
Port's non-

elected (Mayor chosen, Council approved)
governing body had not previously agendized, or
publicly discussed or publicly voted to oppose til

legislation.

Congressman Rohrabacher, whose district
includes the Ports of LB and L.A., had for a
second time introduced a bill (HR 494) to add
verbiage to an existing federal law that lets non-
federal interests <Ports) levy harbor fees for
specified purposes. Rohrabacher's legislation
would have permitted, but not required, Ports to
put fees on containers fees to help fund
infrastructure and security items, arguably easing
the cost for taxpayers.

On August 9, one day after LBReport.com
reported that Port lobbyist Smith took credit for
helping kill the bill, he reiterated and defended
that position before the LB City Council. City
management, with Council approval, also retains
Smith to advocate the City's interests in
Washington, D.C.

The Rohrabacher container fee measure would
have neutralized a number of problematic federal
legal issues regarding a state container fee bill
(SB 760 by State Senator Alan Lowenthal). The

http://www .lbrcport.com/ne\vs/scp()6/91106.htm 1/27/2007
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LB City Council had endorsed Lowenthal's
bill...and evenue from it would be used in part

for port security purposes. Killing Rohrabacher’s
bill also ran counter to City Hall's frequently
stated piinciple of local control (it would have
increased local control by enabling a
locally-decided security related container fee).

8th district Councilwoman Rae Gabelich raised
these matters with lobbyist Smith:

Ccuncilwoman Rae Gabelich. [to Mr.
Smith]...You reportedly said yesterday in
your presentation to the Harbor Commission,
that "there has been an effort to increase
container fees, a piece of legislation that we
helped defeat just recently.” Yet that was part
of the 710 Oversight Recommendations to
use those fee." for local environmental
protection. And so my question to you is how
can you serve two masters? How do you
decide when you go to represent a bill,
whose position takes priority?

Mr. Smith: ...Our job is to work with the
feasibility of a bill that we have found or
been directed to execute. No conflict of
interest between the Port and the City. We
helped defeat the bill because the bill was ill-
drafted. It was never gonna pass because it
would have had to have the concurrence of
all the seaports in the United States. There
are already 125 fees on port already, taxes,
the Congress would have never allowed this.

And most of all, we were concerned in our

office that, forget the Port and the City, the

state of California would have feasibly been
able to dip down, levy a fee on a container

and take the money back to Sacramento.

And it was with those factors that we joined
the Port industry in defeating the bill. I'm
hoping this answers your question, perhaps it
doesn't.

http://www.Ibieport.eom/ncws/sep06/91106.htm
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Mr. Smith: [after intervening colloquy]...!
want you to hear from ny colleague Sante
Esposito who of course used to be with the
Committee of Congress and wrote these
bills...

I Mr Esposito: In legislation the devil's in the
| details and Del is absolutely right. This

| particular issue was opposed by the

J administration, opposed by OMB, opposed

J by the American Port Association and

5 opposed by the authorizing committee. The

| proposal would have imposed a fee but then
J made that money available to the states to

I decide how they wanted to spend it and 1

J don't think that's what any port wants to have
I happen.

That doesn't necessarily mean that the
container fee issue, approached in a different
way, wouldn't work but this particular
proposal would not work, and it was defeated
in two Congresses overwhelmingly on a
bipartisan basis.

Councilwonian Gabelich. You understand
that the issue is that we've got to protect the
communities that line the freeways that serve
the Port and there isn't any money. So we
have to find a way to do that, and so maybe
with your help we can put something better
together...

A month earlier, without audible or visible
support from the City of Long Beach, and with
the quiet opposition of the Port of LB's
lobbyists, the Rohrabacher bill reached the
House floor. It held the key to removing federal
impediments to the security aspects of the city-
supported Lowenthal bill. It failed on a 111-310
vote.

Among local members of Congress, Ed Royce

http:/lwww.lbreport.com/ncws/sep06/91106.htm
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(R., El Dorado-OC) and Loretta Sanchez (OC)
voted "yes;" Juanita Millender-McDonald (D.,
Carson-LB) and Linda Sanchez (D., Lakewood)

voted "no."

Below, from the Congressional Record are
some excerpts of what took place on the House

floor:

Congressional Record, House of
Representatives, July 14, 2005

Mr. ROHRABACHER ...I rise to offer an
amendment to H.R. 2864 that will expand the
scope of section 208 in the Water Resources
Development Act of 1986. My amendment
will allow our ports to levy a fee on
containers and use that fee to pay for security
and infrastructure at the ports.

The Rohrabacher amendment will facilitate
the effort to modernize and secure American
ports. In my district, the ports of Long Beach
and Los Angeles handle approximately 44
percent of all of the goods delivered to
American shores, yet they are in constant
need of revenue for facilities, improvements
and upgrades to roads and bridges and rails.

Our marine terminals are invaluable
commerce infrastructure, not only to our
country but also for the many foreign
manufacturers who sell primarily in the U.S.
market.

This is the portal through which foreign
manufacturers deliver their goods to our
markets. Yet these manufacturers provide
almost none of the costs of operation or
upkeep of these vital assets. This system, as
it currently operates, is a subsidy to foreign
manufacturers, paid by the American
taxpayer, concealing the true cost of
imported goods. What we have here is all
backwards. What we are in effect doing, as
the system works, is putting a tariffon

http://www .ibreport.eom/news/sep06/91106.htm
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products that are made in America.

Section 208 of WRDA currently allows
ports to charge fees on tonnage and use those
fees to fund infrastructure improvements.
This section is hardly, if ever, invoked by the
ports to raise funds due to the fact that it is
complicated to collect and tends to be too
unwieldy to be used effectively.

My amendment allows the ports to use a
simpler and mou Tficient method: Fees on
containers. The market-based fee in my
amendment is simple to implement and to
track, should be more widely used to raise
funds for port projects. My amendment will
also permit these fees to be used for
homeland security projects at the ports, as
well as infrastructure.

And lei us be frank, the security threats that
emanate from our ports come from foreign
cargo. Why are we paying for their threat? If
they want access to our markets, overseas
manufac -ers should pay the cost to ensure
the safety of their deliveries. For too long the
funding of marine terminals has been a one-
way street with the American taxpayer
footing the bill for the factory owners of
Shanghai, Beijing and Macau while
American manufacturers have been
subsidizing their own competition.

Our port facilities should have the freedom
to levy a market-based container fee which
will provide new revenue and make our
system more equitable to the American
taxpayer and American manufacturers. The
Rohrabacher amendment is the most efficient
way to achieve these goals. The Rohrabacher
amendment says we are on the side oflhe
American taxpayer, and those people who
run overseas to manufacture in China and
elsewhere should be paying their part of the
cost to make sure that that system, our port
system, is working.

http://www.lbreport.com/news/sep06/91106.htm
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I would expect that people on both sides of
the aisle would be supporting this.
Unfortunately, our port systems, our ports,
the people who nan them, would rather come
lo the American taxpayer and get stipends
from us rather than asking for ajust fee to
those manufacturers in China lo pay for some
of the costs that are required to ship their
goods through our ports.

This is an American versus foreign vote
here. Whose side are we on? Who is going to
pay the bill? Right now if our people go
overseas and build their manufacturing
plants, we end up subsidizing that by
permitting them low-cost ways of getting
their goods right into our market and
undercutting the American producers who
stayed behind to hire American people.

Lwould ask people on both sides of the
aisle to seriously consider this. Do not listen
to the ports who simply want more taxpayer
subsidies. Let us let the people who use this
system, the foreign manufacturers, pay their

fair share.

Mr. Chairman, | reserve the balance of my
time.

Mr. DUNCAN. Mr. Chairman, lyield
ni) self such time as 1 may consume.

The gentleman from California is one of
Ihe best friends I have in this Congress, and 1
certainly have great admiration and respect
for him, and 1sympathize with everything
that he has just said; but | must regretfully
state the position of the committee at this
point, which is in opposition to this
amendment.

The civil works program of the Army
Corps of Engineers provides Federal
assistance for dredging entrance channels
and harbors and the Department of
Homeland Security now offers grants for

http://www.lbrcport.com/news/sep06/91106.him
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security projects.

But, generally, capital improvements to
port infrastructure are a non-Federal
responsibility. The gentleman's amendment
would permit a non-Federal interest, which
could be the port authority or the State
generally, to collect a fee per container that
moves through the harbor and to use those
funds for security purposes or for
infrastructure projects within the port or any
transportation infrastructure outside the

harbor.

First, if the goal is to help ports, this
amendment is unnecessary. Ports can already
charge fees for services under the authority
of section 208 of the Water Resources
Development Act of 1986, which they can
use to help them with the cost of security and
port infrastructure.

Second, this amendment goes too far by
allowing the collected funds to be used for
transportation projects outside the port. This
could mean potentially a State fee paid by
shippers of containers at ports being used to
pay for highway and rail projects elsewhere
in the State. This is why the American
Association of Port Authori.ies and even the
gentleman's home port of LA/Long Beach
oppose this amendment.

The Subcommittee on Water Resources
and Environment held a hearing on this bill
in November 2003. The American
Association of Port Authorities, the
Waterfront Coalition, and the World
Shipping Council all testified in opposition
to this proposal.

This amendment is the same as the
amendment the gentleman from California
brought to the Mouse floor last Congress. It
was defeated by a vote of 359-65. The
committee believes that the ports can and

http://www .Ibreport.eom /news/sep06/91106.htm
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should charge whatever fees they believe are
necessary to cover their security needs and
infrastructure projects. They have the
authority to do that now, and Congress
should not dictate how tney make this
business decision.

Lcan assure the gentleman that 1would like
to work with him on some of the broader
section 208 issues to see if we can better
address his very legitimate concerns. We
certainly sympathize with the gentleman's
amendment. The gentleman's amendment is
well-intentioned, but at this point the
committee position is to urge our colleagues
to oppose this amendment.

..[A number of Congressmembers speak in
opposition to the bill]...

Mr. ROHRABACHER . Mr. Chairman, 1
yield myself the balance of my time.

The establishment has set up a system that
we have built a Frankenstein monster in
China by ensuring thatjobs and
manufacturing are going to China. 1do not
know why that is. Ithink that was a horrible
decision, but it is time for us to start backing
away from that policy. The most important
way to start backing away from the policy of
taking American jobs and shipping them to
China, building the economic strength of
China, the first step to take is to make sure
that those people who go to China to
manufacture are paying the cost of shipping
their goods into America's markets rather
than having the taxpayer provide that for
them at the expense of our own
manufacturers.

Lwould ask people on both sides of the
aisle, let us turn around this policy, change
the basic policy on China, vote "yes" on the
Rohrabacher amendment.

The Acting CH/ IRMAN (Mr. Simpson).

http://www.lbreport.eom/news/sep06/91106.htm
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The question is on the amendment offered by the
gentleman from California (Mr. Rohrabacher).

The question was taken; and the Acting
Chairman announced that the noes appeared to

have it.

Mr. ROHRABACHER . Mr. Chairman,’
demand a recorded vote...

FINAL VOTE RESULTS FOR ROLL CALL
376
(Republicans in roman; Democrats in italic',
Independents underlined)

HR 2864 RECORDED VOTE 14-Jul-

2005  2:11PM

AUTHOR(S): Rohrabacher of California
Amendment

QUESTION: On Agreeing to the
Amendment

Ivye.; Noes PRES NV
Republican 57 167
Democratic 53 14j r 6
Independent 1
TOTALS M 10 1%
- -AYES 111 -

Abercrombie  Gutknecht Napolitano X
Akin Hannan Oo/vt
Bachus Hayworth Ottc.
Baldwin Heflev Paul
Barrow Herger Pence
Bartlett (MD) Herseth Peterson (MN)
Bono Hinchev Petri
Brown (OH/  Hooley Pitts
Burgess Hostettler Pombo i
Burton (IN) Hunter Renzi
Butterfield Issa Rogers (MI) 1
Buyer Islook Rohrabacher
Calvert Johnson. Sam Royce i
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Case

Coble
Costa
Costello
DeFazio
DeGette
Delahunt
DelLauro
Dingell
Doolittle
Doyle
Duncan
Emerson
Engel
Evans
Farr

Flake
Fortenberry
Frank (MA)
Franks (AZ)
Gohmert
Goode
Goodlatte
Green (WI)

Ackerman
Aderholt
Alexander
Allen
Andrews
Baca

Baird

Baker
Barrett (SC)
Barton (TX)
Bass

Bean
Beauprez
Becerra
Berkley

Jones (NC)
Kaptur
Kennedy (RI)
Kildee
King (IA)
Kucinich
Langevin
Larson (CT)
Lungren,
Daniel E.
Maloney
Marshall
McCollum
(MN)
McCotter
McDermott
McGovern
McHenry
McKinney
McNulty
Meehan
Mica
Moore (WI)
Murtha
Myrick
Nadler

NOES 310

Gibbons
Gilchresl
Gillmor
Gingrey
Gonzalez
Gordon
Granger
Graves
Green, Al
Green. Gene
Grijalva
Gutierrez
Dail
lJarris
Jart

http://lwww.lbreport.eom/news/sep06/91106.htm

Ryan (OH)
Ryan (W)
Sabo
Sanchez.
Loretta
Sanders

Schwarz (MI)

Scott (GA)

Sensenbrenner

Shadegg
Sherman
Sherwood
Shuster
Slaughter
Sodrel
Steams
Strickland
Tancredo
Taylor (MS)
Taylor (NC)
Udall (CO)
Udall (NM)
Walsh

Watt
Wilson (SC)

Slunes
Nussle
Obey
Ortiz
Gsborne
Owens
Dxley
allone
cascrell
°astor
°ayne
Bearce
Ielosi

Feterson (PA)

hekering
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Berman
Berry
Biggert
Bilirakis
Bishop (GA)
Bishop (NY)
Bishop (UT)
(Blackburn
| Blumenauer
I Blunt
I Boehlert
1Boehner
IBonilla
IBonner
IBoozman
| Boren
| Boswell
| Boucher
IBoustany
|Boyd
[Bradley (NH)
l/fmr/v (PA)
| Brady (TX)
IBrown (SC)
M r own,
N\Corrine
iBrown-Waite,
jGinny
[Camp
ICannon
ICantor
[Capito
I\Capuano
I(Cardoza
\\Carnahan
[Carter
[Castle
jChabot
VChandler
[Chocola
\\Clay
[Cletfver
nClyburn
Cole (OK)
Conaway

Hastings (FL)
Hastings (WA
Hayes
Hensarling
Higgins
Hinojosa
Hobson
Hoekstra
Holden

Holt

Honda
Hover
Hulshof
Hyde

Inglis (SC)
Inslee

Israel
Jackson (IL)
Jackson-Lee
(™)
Jefferson
Jenkins
Jindal
Johnson (CT)
Johnson(IL)
Johnson, E. B.
Jones (OH)
Kanjorski
Celler

<elly
Kennedy (MN)
Kind

King (NY)
Cingston
<irk

<.line
Knollenberg
Kolbe

Kuhl (NY)
LaHood
lantos
Larsen (WA)
MNatham
NaTourette
Leach
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Poe
Pomeroy
Porter

Price (GA)
Price (NC)
Pryce (OH)
Putnam
Radanovich
Rahall
Ramstad
Rangel
Regula
Rehberg
Reichert
Reyes
Reynolds
Rogers (AL)
Rogers (KY)
Ros-Lehlinen
Ros*
Rothman
Roybal-Allard
Ruppersberger
Rush

Ryun (KS)
Salazar
Sanchez. Linda
r

Saxton
Schakowsky
Selliff
Schwartz (PA)
Scott (VA)
Serrano
Sessions
Shaw

Shays
Shimkus
Simmons
Simpson
Skelton
Smith (NJ)
Smith (TX)
Smith (WA)
Snyder
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Conyers
Cooper
Cox
Cramer
Crenshaw
Crowley
Cuellar
Culberson
Cummings
Davis (AL)
Davis (CA)
Davis (FL)
Davis (IL)
Davis (KY)
Davis (TN)
Davis, Jo Ann
Davis, Tom
Deal (GA)
DeLay
Dent
Diaz-Balart, L.
Diaz-Balart,
M.

Dicks
Dogged
Drake
Dreier
Edwards
Elders
Emanuel
English (PA)
Eshoo
Etheridge
Everett
Fattah
Feeney
Ferguson
Filner
Fitzpatrick
(PA)

Foley
Forbes
Ford
Fossella
Foxx

Lee

Levin
Lewis (CA)
Lewis (GA)
Lewis (KY)
Linder
Lipinski
LoBiondo
Lofgren, Zo,
Lowey
Lucas
Lynch
Mack
Manzullo
Marchant
Markey
Matheson
Matsui
McCarthy
McCaul (TX)
McCrery
McHugh
McKeon
McMorris
Meek (FL)
Meeks (NY)
Melaneon
Menendez
Michaud
Millender-
McDonald
Vliller (M1)
diller (NC)
Miller, Gary
Miller, George
Mollohan
Moore (KS)
Moran (KS)
Moran (VA)
Murphy
Musgrave
Veal (MA)
"‘Jeugehauer
vley
slorthup
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JSb/A

Souder
\Spratt
Lsvr; a
\Stupak
Sullivan
Sweeney
Manner
\Tauscher
Terrj'
Thomas
(Thompson
\(CA)
Thompson
VMS)
Thomberry
Tiahrt

Tiberi
Tierney
Towns
Turner
Upton

Van Hollen
Velazquez
Visclosky
Walden (OR)
Wamp
Wassermon
Schultz
Waters
Watson
Waxman
|Weiner
iWeldon (FL)
Weldon (PA)
Weiler
Westmoreland
'mbter
Whitfield
Wicker
Wilson (NM)
Wolf
IWoolsey
\Wu

IWynn
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Freiinghuysen Norwood Young (AK)

Garrett (NJ)
Gerlach

— NOT VOTING 12 —

Capps Cunningham  Miller (FL)
Cardin Gallegly Oberstar
Carson Kilpatrick (MI) Platts
Cubin Mclintyre Young (FL)

Ina March 3, 2006 freewheeling telephone
interview with Congressman Rohrabacher,
LBReport.com asked about the Port of LB'S
opposition to container fees for security, reflected
by an August 2005 boast by PoLB's DC lobbyist
that he'd helped killed Rohrabacher's container fee
legislation. Speaking extemporaneously on a cell
phone while in motion, Congressman Rohrabache

said bluntly:

"It's pretty grotesque. This is the Ports beating
themselves in the head with a hammer and then
bragging about it. I mean it's insane.” He continued

Cong. Rohrabacher: ...[TJhere's a tremendous
arrogance in the Ports, and in Long Beach and in
Los Angeles in those people involved around the
Ports, and when you have arrogance coupled
with basically naivete, it's really a very
destructive force.

And that's what you've got here. They're
involved in a powerful dynamic in our society,
the ports. This is an incredibly powerful
dynamic, but they are nowhere near as
sophisticated as they think they are. And in fact,
their parochialism would be funny if it wasn't so
destructive, and their opposition to the container
fee idea is the best example of that.

However, if you have a good idea and you keep
pushing it, and you are someone who doesn’t

http://www .lbrepoil.coin/ncvvs/scp06/91106.htm 1/27/2007
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mind being put down for a number of years
until people realize that vou are right, it's

OK.

Laying Groundwork For Undermining
Lowenthal Container Fee Bill (SB 760, now
SB 927)

In 2005, the LB City Council publicly voted to
support a package of port-related bills authored
by State Senator Alan Lowenthal (D., LB-SP-
PV). The bills included a container fee measure
(SB 760) whose revenue would fund port
security measures, clean air programs and port

rail programs.

The proposed container fee was fiercely
opposed by industry...which cited federal issues
that would have been cured by the federal
Rohrabacher bill...which died in tl.j House of
Representatives without support from the City
of LB and with opposition by the Port of LB's

lobbyists).

As noted in a May 2005 Assembly committee
analysis:

Opponents of this bill make two major
arguments against the measure. First, trade-
related businesses and organizations contend
that the bill violates the United States
Constitution's Commerce Clause and breach
obligations under international trade
agreements, including Article VII of the
General Agreement on Trade and Tariffs.
They believe that costly litigation could
result and an international trade dispute at the
World Trade Organization could ensue.
Opponents believe that California ports
would become competitively disadvantaged
by the new fees and that cargo would be
diverted elsewhere, away from California
ports. They describe the container fee as an
illegal tax being imposed at a time when

http:/Avww.lbre|>ort.eom/news/sep06/91106.htm
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existing transportation and infrastructure
funds are being diverted to the General Fund
and that the new charges will have to be
passed on to consumers...

Sen. Lowenthal's container fee measure was
opposed by the "California Association of Port
Authorites”...an entity in which the Port of LB
and L.A. are members. The "CA Ass'n of Port
Authorities™ is also listed on the letterhead of
the "California Trade Coalition™ (listed names
include the CA Chamber of Commerce), which
submitted an opposition memo to an Assembly
Committee slated to hear the container fee bill
on August 17, 2006.

The "California Trade Coalition™ memo cited
federal legal issues...which the Rohrabacher bill
(defeated without support from the City of LB
and with opposition by the Port of LB's
lobbyist). "Wc believe |Sen. Lowenthal’s
container fee bill] also exposes the state to
significant legal expenses as the proposed fee
violates the U.S. Constitution [emphasis in
original], specilic federal fee authorizing
statutes, and international trade agreements,
such as article VIl of the General Agreement on
Trade and Tariffs (GATT)," said the CA Trade
Coalition's advocacy memo.

As previously reported by LBReport.com. the

"CA Ass'n of Port Authorities™ also opposed SB
764 by Sen Lowenthal ("no net increase™ in port
air pollution measure) that was supported by the

City of Long Beach.

The Portof Long Beach was publicly neutral on
the "no net increase (SB 764) and container fee
(SB 760) measures...but for the past year, the
president of the "CA Ass'n of Port

Authorities" (a rotating position) was Portof LB
Executive Director, Richard Steinke.

http://www.lbreport.com/news/sep06/91106.htm 112712007
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On June 20, 2006, one day after LBReport.com
reported that the "CA Ass'n of Port Authorities”
had testified against Sen. Lowenthal's "no net

increase™ bill in an Assembly committee,

Councilmembers Tonia Reyes Uranga and Rae
Gabelich quizzed Port officials about the matter.

Councilwoman Reyes Uranga asked PoLB Dir.
of Community Affairs & Gov't Relations, Carl
Kemp, about Executive Director Steinke's role
with the CA AssnofPort Authorities. Mr.

Kemp replied:

PoLB Dir. of Community Affairs/Gov’t

Relations Carl Kemp: We along with all
California Ports are members of this
Association. However, though the

Association did take a position on [SB 764.

the "no net increase™ bill], we were not
official voting parties in it, much like the

City Council might take a vote where there
are Councilmembers who may or may not
vote on it, that's the official position of the

Council for the record. The Port of Long
Beach did not take an official position

opposing any of the legislation that would be

counter to what the City Council has
supported... As we promised the City

Council, we are aggressively neutral and we
are in regular communication with Senator
Lowenthal and his staffand we have a very

open line of communication...

Councilwoman Rae Gabelich: [to PoLB

Executive Dir. Steinke]...I just have to ask
you this. Duri. j that vote as the president of

CAPA, did you cast your vote to suppo’t

their not-supporting that initiative [SB 764]?

PoLB Executive Dir. Steinke: No,
Councilwoman. As Mr. Kemp explained,

though Iam the president of the California
Association of Port Authorities, which will

expire in September, I took no vote for or
against the legislation. You have to
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understand that we have eleven public ports
in California. Many of those ports see
legislation as having a competitive
disadvarLage for their business. Many of the
ports north of us, Oakland, Hueneme.
Redwood City, Richmond, they all would
love the business that comes to southern
California. Legislation that might look to
prevent business or reduce business down
here is looked at as a bonanza for those ports,
so they are very aggressive to get as much
business as they can...You'll see that many of
the times that we will abstain from voting for
legislation or in support of legislation...

Inasurprising turn of events, Sen. Lowenthal's
port bills (which had cleared the Stale Senate)
were blocked by Assembly Democrats. A Daily
Breeze/Ccopley news story (linked with
permission on LBReport.com) indicated this
stemmed from some Assembly Democrats’
annoyance with Sen. Lowenthal's bill to reform
the drawing of legislators' district lines (now
visibly Gerrymandered by controlling Democrat

majoritiesj.

The Assembly leadership eventually let one ol"
Sen. Lowenthal's port bills reach the Assembly
floor. Sen. Lowenthal used a "gut and amended"
procedure (pouring the container fee text into
another bill, SB 927) and making some
substantive changes (money previously slated
for the AQMD will now go to the CA Air
Resources Board) before the final vote.

SB 927 passed the state legislature and is (as we
post) now on the Governor's desk...with industry
interests furiously lobbying the Governor to veto

it.

In their opposition, they routinely cite the
federal legal issues that the Rohrabacher bill
(w hich died without support from the City of LB
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and with opposition by the Port's lobbyist) could
largely have cured.

"Container fees of th. sort contemplated in the
Lowenthal bill would violate the Commerce
Clause of the U.S. Constitution, international
law and U.S. treaty obligations, and would
expose the state of California to court challenge
were it to become law," said the president of the
National Retail Federation ("the world's largest
retail trade association, with membership that
comprises all retail formats and channels of
distribution including department, specialty,
discount, catalog, Internet, independent stores,
chain restaurants, drug stores and grocery stores
as well as the industry's key trading partnersof
retail goods and services™) in a letter urging
Gov. Schwarzenegger to veto the bill.

The letter also contended that the container fee
would "substantially increase the cost of moving
goods through LA/Long Beach and adversely
impact these ports’ competitiveness and
workforce as retailers and other shippers are
forced to loo. for alternative ports outside the
state of California to enter their goods."

LHReport.com will report the Governor's action --
veto or approval -- on the Lowenthal container fee

measure when news breaks.

Ensuring Non-Elected Port Officials Help
Write Law regulating Security Measures,
Fed'l "SAFE Port" Act

On Sept. 11, 2001, terrorists used airports at
Boston and Newark -- operated by area port
authorities -- to launch their attacks on America.
The port-authority run airports used
federally-approved useless "security” approved
ina process heavily influenced by hired
lobbyists and advocates for industry interest

1/27/2007
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groups.

Nearly five years after that dark day, the process
was arguably repeated.

On March 17, 2006, the Port of Long Beach
served as hos* for a meeting with members of
Congress writing and voting on HR 4954,
dubbed by its supporters the "SAFE Port™ Act,

Those
participating
in the meeting
included
Congressmen!
Dan Lungren
(R-,

Saciair mto)
and Loretta

Sanchez (D.,
Garden Grove), chair and ranking member,

respectively, of the Subcommittee on Economic
Security, Infrastructure Protection &
Cybersecurity of the House Homeland Security

Committee.

Also taking part were Port officials (PoLA Exec.
Dir Geraldine Knatz, a PoLB alumna), LB
Harbor Commissioners James Hankla and Mario
Cordero, PoLB Executive Dir. Richard Steinke
and multiple PoLB staffers, plus federal officials

and industry interests.

But at a press event called to publicized the
meeting, we saw no elected officials, no LB or
L.A. City Councilmembers or LB city
management. We subsequently learned later that
then-Mayor Beverly O'Neill's office was
informed of the meeting...but other LB elected
officials weren't...an oversight that PoLB"s Carl
Kemp told us resulted from a clerical error. Mr.
Kemp said a :cc line on an advisory memo to
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Councilmembers was inadvertently not

transmitted. "It was my error,” Mr. Kemp said.

LBReport.com also subsequently learned and
reported that Assemblywoman Betty Kamette
(D., LB), whose district includes the Port of LB,
was told by staffin Congressman Lungren's DC

office that she was not welcome to attend as a

participant.

Present at the
event was the
Port of LB's
DC lobbyist
E. Del
Smith...who
for years has
also
represented

the City of

LB's interests in DC.

We noticed that Cong. Rohrabacher (whose
district includes the Port of LB-L.A.) wasn't
listed as a co-sponsor on the bill...and at a news
conference we asked if Congressmenl'bers
Lungren and Sanchez support Congressman
Rohrabacher's efforts to enable Ports to levy
container fees - paid by shippers whose
containers create public security risks and costs
- to help defray public costs of container-

related security measures.

(In August 2005, Port of LB lobbyist Smith
publicly told LB's Harbor Commissioners that
his firm had helped kill Cong. Rohrabacher's

container fee legislation.)

Congressman Lungren said the container fee
idea is "not original with Dana [Congressman
Rohrabacher], there was an [op-ed piece by a

third party in a national newspaper] suggesting

http://wvvw.lbrcport.com/news/sep06/91106.htm

Page 24

1/27/2007


http://wvvw.lbrcport.com/news/sep06/91106.htm

LBReport.com

http://lwww.lbrcport.com/nows/sep06/91106.htm

Page 25 of 48

that there be a $20 charge per container. At least
that has a connection with the process. | would
like to stick with the fees that are already
existing. 1don't know what the trade
implications are with that. I'm not sure what the
total tax implications are from that. AIl I'm
saying is we at least start the debate going with a
dedicated source of funds or stream of funds for
this purpose ought to be established. If they
want to find it some other way, I'm happy to
engage in that debate but at least we're saying
we think it's that important this ought to be

dedicated for this purpose.”

The House version ofthe SAFE Port Act relies
on maritime customs fees for funding. That view
is supported by the American Association of
Port Authorities (AAPA), an advocacy group in
which the PortofLB is a member. AAPA says
it supports increased port security but opposes

new taxes on shippers.

In a policy statement on its website posted
before introduction ofthe SAFE Ports act,
AAPA said, "AAPA believes that Customs
duties should be used as a source of security
funds if Congress seeks a dedicated source of
funding. AAP A opposes new taxes to fund

security enhancements.”

The AAPA also worked to defeat an amendment
offered by Congressmembers Ed Markey (D .,
Boston) and Jerrold Nadler (D. NYC) that
would have amended the SAFE Port Act to add
arequirement that all incoming cargo containers
be inspected and sealed before entering the U.S.
and scanned for radiation and density and, if

appropriate, atomic elements

The text supported by Markey and Nadler stated

in pertinent part:
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IN GENERAL.-A container may enter the
United States, either directly or via a foreign
port, only if~

"(A) the container is scanned with
equipment that meets the standards
established pursuant to paragraph (2)(A) and
a copy of the scan is provided to the
Secretary; and

"(B) the container is secured with a seal
that meets the standards established pursuant
to paragraph (2)(B), before the container is
loaded on the vessel for shipment to the
United States.

(2) STANDARDS FOR SCANNING
EQUIPMENT AND SEALS -

"(A) SCANNING EQUIPMENT.-The
Secretary shall establish standards for
scanning equipment required to be used
under paragraph (1)(A) to ensure that such
equipment uses the best-available
technology, including technology to scan a
container for radiation and density and, if
appropriate, for atomic elements.

"(B) SEALS.—The Secretary shall
establish standards for seals required to be
used under paragraph (1)(B) to ensure that
such seals use the best-available technology,
including technology to detect any breach
into a container and identify the time of such

breach.

W hile the AAPA (funded in part by dues paid
by LB's and L.A.'s publicly owned Ports)
worked to defeat the container inspection
requirement, the City of LB officially
said...nothing. When the cargo container
inspection amendment reached the House floor
on May 4, 2006, Congressmembers Markey and
Sadler gave strong speeches in support...but
they didn't have support from CA's fifth largest
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city, home to part of the nation's busiesi
container port complex. The LB City Council

had simply not discussed the issue.

Neither Congresswoman Jane Harman (D .,
Southbay), a co-author o fthe "SAFE" port bill,
nor Congresswoman Juanita Millender-
McDonald (D., Carson-LB) spoke in support of
the 100% container inspection requirement.
Harman was one of the originally listed co-
sponsors ofthe 100% inspection amendment but
on the House floor Harman spoke in favor of the
bill without it. "I urge its passage. This is the
first great day ofthe 2006 legislative calendar,'

Congresswoman Harman said.

After voting to put themselves on record in
favor ofthe 100% container inspection
requirement, Congressmembers Harman and
Millender-McDonald thenjoined all but one
Democrat (Markey) in voting for the bill

without it.

Cong. Dan Lungren (R., Sacramento), a
previous LB resident/representative who co-
authored the "SAFE" port bill, and Congressman
Dana Rohrabacher (R., HB-LB-PV), who
represents roughly 20% ofLB (SE ELB), voted
against the 100% inspection requirement and

voted for the bill without it.

W e post below extended portions of the May 4,
2006 House debate on the 100% container
inspection requirement from the Congressional

Record [with bracketed material by us for

clarity]:

Mr. KING (R. NY) |'louse Homeland
Security Committee chair|: ...Madam
Chairman, on September 11 all of us pledged
that we would do all we could to prevent
another terrorist attack from occurring in this
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country. One of the areas where we are most
vulnerable is our ports. There are 11 million
containers that come into our ports every
year from foreign countries. Much progress
has been made since September 11 in
protecting our ports and improving the
inspection process, the screening process, the
scanning process; but the reality is that more
has to be done.

I strongly believe that the SAFE Ports Act is
a major step in the direction of giving us that
level of protection that we rivjd. For
instance, it provides $400 million a year in
risk-based funding for a dedicated port
security grant program.

It mandates the deployment of radiation
portal monitors which will cover 98 percent
of the containers entering our country and
then going out into the country...

And as far as the Container Security
Initiative, CSI, it mandates that the Secretary
of Homeland Security will not aliow any
container to be loaded onto a ship overseas
unless that container is inspected at our
request. In the past, we have had a number of
countries that refused to make these
inspections. There have been 1,000
containers that have entered this country
unexamined, uninspected because the
overseas ports would not carry out the
inspection. In the future, that w’U not be

allowed to happen.

Also, we require DHS to continually evaluate
emerging radioactive detection and imaging
technology. We also increase the number of
inspectors by 1,200. All of these are part of
the layered response and the layered system
of defense that we need to significantly and
dramatically upgrade the level of protection
inour ports.

This is a bill which 1 believe warrants the
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support of the entire House. It passed out of
the subcommittee unanimously, and it passed
out of the full committee by a vote of 29-0,
and I will be irging its adoption today...

Mr. DANIEL E. LUNGREN (R. CA
{Sacramento areal):...This is the best of
bills: legislation written to make a law, not to
make a political statement. Yes, there are
political statements that will be made about
this bill, but the fact of the matter is we are
moving forward in an effective way to solve
a challenge that is out th™re that the
American people recognize and that we

recognize...

| would say we are going to have a debate
about 100 percent inspection, and 1would
say we all would hope tor that day. But |
would just direct people's attention to the
National Journal of this last Friday on the
inside page where they have something
called the "Reality Check" and they refer to
this effort to have 100 percent container
inspection They say, and this is the National
Journal, that "it is a nice idea but not very
feasible with current technology. Eleven
million containers are shipped to U.S. ports
each year. Of those, U.S. Customs and
border protection personnel physically screen
only about 6 percent, 660,000. 'It is a noble
impulse, but as a practical matter, it can’t be
accomplished right now,’said Jack Riley,
homeland security expert with RAND.”

The key to being able to carry this out in the
future is better equipment that stands [we
believe he said "scans”] faster; and that
requirement, that impulse, is in this bill as a
result of an amendment adopted that was
presented by the gentlewoman from Florida.
We are attempting to make us safer. Let us
rejoice in this day and let us support this bill.

Mr. MARKEY (D., MA):...Mr. Chairman, |
thank the gentleman.
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This bill has a fatal flaw. It relies upon
paperwork checks. Ifyou went to the airport
with your bags, showed up, showed the
person your ticket and your ID, and then the
person just waived you on to the plane with
another 150 people and all the bags went on
as well, with no scanning, no screening, you
would sit petrified in your seat.

Weli, that is what is going to happen, unless
the recommittal motion which Mr. Nadler
and I are going to make later on today is in
fact voted upon successfully.

The Republican leadership has refused to
allow a debate on 100 percent screening of
cargo containers coming into the United
States.

Now, why is that important? It is important
because of all of the unsecured nuclear
material in the former Soviet Union that al
Qaeda can purchase, take to a port in Europe,
in Asia, in Africa, and then, with a piece of
paper and an ID, waive on a 10,000 or
20,000 or 30,000 pound container and, with
the nuclear bomb inside of it, send that ship,
that container, right to a port in the United
States, to New York, to Boston, to
California, to any other city in America,
without being screened.

President Kennedy took on the Soviet Union
technologically in the 1960s. He put a man
on the moon in 8 years. The Republicans are
saying they can't figure out in 8 years, 8
years, from 2001 to 2009, how to screen
cargo containers coming into the United
States and how to put tamper-proofseals on
them, knowing that al Qaeda has said that
bringing a nuclear weapon into the United
States is their highest goal, to kill hundreds
of thousands of Americans.

So this vote that we have later on today will
decide whether or not this fatal Haw in the
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Republican bill is allowed to stand, if the
Bush administration is allowed to turn a
blind eye to the number one threat that al
Qaeda poses to our country.

Mr. KING of New York. Mr. Chairman, |
yield myself the balance of my time.

Mr. Chairman, we went through a very long
and productive, bipartisan process in arriving
at this point today. It trivializes the debate, it
demeans the process, to be suggesting that
anyone, anyone at all in this body, certainly
anyone on this committee, is not absolutely
committed to the protection of every
American life. Those of us who came from
districts who lost large numbers of people on
September 11 perhaps have even a more
acute interest in doing all we possibly can.

But we also don't want to do the most cmel
thing of all, and that is hold out a false hope.
The worst thing of all is to adopt legislation
which is symbolic rather than real. We want
results. We are not looking for sound bites,
we are not looking for headlines, we are not
looking for the evening news, we are not
looking for the tabloids. We are looking lo
get results to save American lives and to
make America safer.

That is exactly what this legislation does,
through layers of defense, through layers of
security, through well-thought-out processes
and urging as quickly as possible the
advancement and the use of technology that
can be done. Not technology that might work
or might not work, but technology that can
work and will work and can be implemented
in an effective way.

That is V, hat this is about. That is what the

debate should be about. As the late morning
and early afternoon goes forward, I am sure
the American voters who are watching this

will see that there are those of us who do
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want to maintain the level of debate on hoth
sides of the aisle, and that level is going to
bring about American security.

Mr. Chairman, |yield back the balance of
my time.

Mr. NADLER (D. NY):....Mr. Chairman, 1
rise in very tepid support of this bill. It is a
very nice bill. It has some nice provisions.
None of it matters very much if we do not at
least electronically scan every container
before it is put on a ship bound for the
United States. All it would take is one atomic
bomb, one radiological bomb, to make 9/11
look like a lire cracker, to kill hundreds of
thousands of people, to cost hundreds of
billions of dollars, to bring commerce to a
total halt for weeks or months while every
ship, every container is not scanned, but
searched, inspected by hand before they are
allowed to proceed into this country, because
that is what will happen if there is, God
forbid, a disaster in this country.

We have no protection against that now.
Even with this bill, we depend on risk-based
analysis, on paper as Mr. Markey said, to
defend us. What the motion to recommit
does is to say that no container can be put on
a ship bound for the United States until it is
scanned for radiation and for density, until
the result of that scan is transmitted
electronically in real-time to American
inspectors in the United States, and until a
tamper-proofseal that will tell us whether
that container has been tampered with after it
is scanned is put on that container.

We are told this is not feasible. Mr. King
says the technology does not cdst. But it is
done in llong Kong today. It is done in Hong
Kong today. The two biggest terminals in
Hong Kong have this. Of course, nobody
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bothers reading the scans because the
Department of Homeland Security cannot be
bothered. They are on a hard drive in Hong

Kong.

It is relatively cheap, $6.50 per container, 10
seconds per container, no delay. But the DHS
has no urgency. Mr. Gingrey, a Republican
of Georgia at the Rules Committee, said tnat
he had a company in his district that makes
those tamper-proof seals that can talk to the
global positioning satellite; but he cannot get
DHS to talk to them, they are not interested.

The motion to recommit we are told is
irresponsible and partisan. It is, in fact, word
for word identical as the amendment that was
agreed to by the chairman of the
Transportation Committee and adopted
unanimously by a bipartisan vote in the
Transportation Committee. But suddenly
when it comes to the floor, it is a partisan
amendment.

The Republicans on the Transportation
Committee understood the necessity for
protecting our homeland.

The Republicans on the Homeland Security
Committee apparently do not, nor does the
Republican leadership, because they will not
agree to this obvious thing to do that
everyone, bipartisan, on the Transportation
Committee agreed to do.

Mr. Chairman, the main risk comes from the
so-called low-risk containers, not the high-
risk containers. Wal-Mart ships a shipment
of sneakers from a factory in Indonesia. And
on the truck on the way to the port, the truck
driver goes to lunch. And while he is at
lunch, someone takes out a package of
sneakers and puts in an atomic bomb. The
bill of lading is line. It is a reliable company.
It is low-risk, and there is an atomic bomb on
that container, and no one sees it hecause that
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container is not scanned.

Maybe it is scanned under this bill in Boston
O-in Los Angeles. It is too late to look at it in
Los Angeles if there is an atomic bomb on

board.

Mr. Chairman, this motion to recommit,
which 1 hope Members will vote for on the
merits, not vote party line against it because
it is a procedural motion or some such
nonsense, makes this a worthy bill, and
makes this a bill that will really protect
Americans... | offer this motion to recommit
with the gentleman from Massachusetts (Mr.
Markey), and 1thank him for his efforts on

this issue.

This is a reasonable bill, but none of it
matters much if we don't at least
electronically scan every shipping container.
All it takes is one atomic or radiological
bomb to make 9/11 look like a firecracker, to
kill hundreds of thousands of people, to cost
hundreds of billions of dollars, to bring
commerce to a total halt for weeks or months
while every ship is searched by hand because
we don't have in place the means to scan
every container.

That is what this motion is about. 1f we
really want to make this country safer we
must demand that before any container is put
on a ship bound for the United States it must
be scanned electronically in the foreign port.
It is too late if we find a nuclear bomb in Los
Angeles or New York.

The container must then be sealed with a
seal that will tell us if it is tampered with
after it is scanned, and the results of the scan
must be transmitted electronically to people
in the United States for examination.

This motion is identical to an amendment
that was unanimously agreed to by Chairman
Young and the entire Transportation

http://www.Ibreport.eom/news/sep06/91 106.htm
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Committee a month ago. This is not a
partisan issue, unless you choose to make it

s0 by voting "no."

They say the technology doesn't exist. The
technology most certainly does exist. It is
installed right now in Hong Kong. The
technology is installed in Hong Kong now,
except that the results of those scans are
stored on disks because no one at the
Department of Homeland Security can be
bothered to read them.

The people who say we can't do this are the
same people that told us 2 years ago that we
couldn't get a bill of lading for every
container 24 hours in advance, the same
people who told us that if we searched every
passenger, the airports would be gridlocked,
the planes would never take off. Scanning
every container is feasible, it is relatively
cheap, and it will not delay global commerce.

If we continue to rely solely on so-called
risk-based strategy, the terrorists will smiply
put the atomic bomb in a low-risk container
from Wal-Mart. The real risk is that a good
company will have a container with sneakers
on a truck in Indonesia. On the way to a port,
the driver will stop for lunch: and while he is
at lunch terrorists will take out some
sneakers and put in a bomb. And the bill of
lading will be fine.

The question on this motion is, do we or do
we not want to risk American cities and
\merican lives on the chairman's confidence
in Wal-Mart's paperwork?

Mr. Speaker, I'yield now to a leader on this
issue, Mr. Markey.

Mr. MARKEY. Ithank the gentleman
from New York for his great leadership on
this issue.

This recommital motion deals with the fatal
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faw in the Republican bill. They have
refused to allow a vote on this House floor
on this issue. This is now the time for the
Members to go on record to get real about

cargo security.

The threat is that, in the former Soviet
Union, with all of the loose nuclear material,
that al Qaeda purchases a nuclear device,
brings it to a port in Asia, in Africa, in
Europe, places it upon a ship. Using the
screening which the Republican party
supports, the screening would be a piece of
paper. Oh, you look okay. You can bring it
on to the ship. No inspection, no scanning.
That is what their bill does.

The Democratic substitute says that no
container can be placed on a ship coming to
the United States which is not scanned for
uranium, for nuclear materi:";, for a nuclear
bomb, for weapons of mass destruction.

| he screening must be done overseas, and
we must seal those contamers. We must scan
and seal overseas so that we do not have to
duck and cover here in the United States.
That is the risk that al Qaeda has said they
pose to us at the very top of their terrorist
target list.

The Republicans are basically saying they
are going to put a "Bew'are of Dog" sign out
on the lawn but not purchase a dog, never do
the screening, never do the inspection, use a
paperwork inspection instead.

This bill has a loophole big enough to drive
a cargo container filled with nuclear weapons
material through it. This is an historic
moment.

Here is the seal which the Republicans are
still approving to be pla™d upon a cargo
container. This can be cui by a child's
scissors, ladies and gentlemen.

littp.7/ww'w.lbroport.com/ncws/sep06/91106.htm
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This is what should be placed upon each
one of the containers after they have been
scanned, after they have been sealed, to make
sure that if it is tampered with an electronic
signal goes to the Department of Homeland

Security.

The Republican party says no. The
Republican party says they will use
paperwork instead of real, physical scanning
of each and every cargo container, knowing
that it could have a nuclear weapon, knowing
that these nuc jar materials have not been
secured in the former Soviet Union,

Vote "aye" on the recommital motion and
protect the security of our country from the
single greatest threat that is posed to it. Vote
"aye" on the recommital motion.

Mr. KING [R. NY]...Mr. Speaker, 1rise in
opposition to the motion to recommit.

The SPEAKER pro tempore. The
gentleman is recognized for 5 minutes.

Mr. KING of New York. Mr. Speaker, |
yield to the gentleman from California (Mr.
Daniel E. Lungren), the author of the
legislation.

Mr. DANIEL E. LUNGREN |R. C\j :
Mr. Speaker, | came to this body with many
of you to make sure that we did what was
necessary to protect our constituents. 1
brought this bill lo the floor, through the
subcommittee, committee and to the floor
with that promise in mind.

This is not, as the gentleman from
Massachusetts said, a Republican bill. This
Is, in fact, a bipartisan bill. Eighty
cosponsors. Passed our committee 29-0.

There is a dispute with respect to this
particular technology, and I might just refer
you to the National Journal of this last week
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talking about this very issue. It said, nice
idea, but not very feasible with current

technology.

Eleven million containers are shipped to
the U.S. ports each year. Ofthose, U.S.
Customs and Border Protection personnel
physically screen, that means inspect, only
about 6 percent, or 660,000.

It is a noble impulse, but, as a practical
matter, it can't be accomplished right now,
said Jack Riley, Homeland Security expert
with Rand.

The key to being able to carry this out in
the future is better equipment that scans
faster. That is what our bill does. It asks us to
accelerate our investigation into new
technology. It mandates that the Secretary, if,
in fact, he finds that to be usable, practical,
adaptable, that he then negotiate with foreign
countries to immediately put it into place
and, if they refuse, gives our President and
our Secretary the right to refuse to allow
their cargo into the United States. We don't
put i time limit on it. We said as soon as it is

feasible to do it.

So as a great political philosopher, Don
Meredith, once said, "If ifs and buts were
candy and nuts, every day would be
Christmas."

We don't bring you a hope that cannot be
fulfilled. We bring you a promise that can be
fulfilled in this bill. Please vote down this
motion lo recommit.

Mr. KING of New York. Mr. Speaker, let
me at the outset commend Ranking Member
Thompson, Chairman LUNGREN, Ranking
Member SANCHEZ, Ms. Harman for the
truly bipartisan job they did in putting this
together...

| am proud of how bipartisan this was,
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right up till a few moments ago. Just this
afternoon we adopted nine Democratic
amendments on this bill.

The reality is, though, this is an
outstanding port security bill. 1 came from a
district which lost more than 150 friends,
neighbors and constituents on September 11
Unlike Mr. Markey, I don't need visual aids
to remind me of what happened on
September 11.

Mr. MARKEY. Will the gentleman yield?

Mr KING of New York. No. I will not
yield. | did not interrupt you.

Mr. MARKEY. Mohammed Atta started
in Boston, my friend. There were Bostonians

on that plane.

The SPEAKER pro tempore. The
gentleman from New York is recognized.

Mr. KING of New York. Amazing how
the truth hurts.

| do* t need visual aids to remind me what
happened on September 11.1 can go to my
district office and see a woman working at
the front desk who lost two cousins. | can
talk to another member of my staff who lost
a son, or another member who lost two
brothers on that day. | can go to church on
Sunday and see 10, 15 families who lost

people.

This is an issue where every Member on
both sides of the aisle is committed to doing
the right thing. And it is wrong when people
on the other side say the Republicans are not
trying to stop another nuclear attack. Do they
really believe that? Do they so demean the
process of debate in this House that they are
willing to do anything to get elected, do
anything to make points on evening news,
the sound bites, the cable TV?
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The fact is this bill is a real bill. It does not
send a false or misleading hope. It is not a
cruel hoax. It does what is real. It does what
can be done, and that is why I am so proud of
this bill.

We adopted amendments by Ms. Ginny
Brown-Vaite, by Mr. Shays. And, by the
way, the language in our bill is far similar to
the amendment adopted on a bipartisan basis
sponsored by a member of the opposition
party in the Senate yesterday than anything
Mr. Markey or Mr. Nadler have introduced

today.

So I say, do what is right. Stand for real
port security, stand for a really strong
America. Vote down the motion to recommit
and vote for the underlying bill that will
bring about real safe ports in this country and
we can all be proud of it.

yield back the balance of my time.

The SPEAKER pro tempore. All time for
debate has expired.

Without objection, the previous question is
ordered on the motion to recommit...

Mr. NADLER. Mr. Speaker, on that |
demand the yeas and nays.

The yeas and nays were ordered...

The motion to recommit failed on a 202-222
near party-line vote (six Repubs voted with
Dems). The House then passed the "SAFE Port"
bill without the 100% container inspection

requirement on a 421-2 vote...sending it to the

Senate.

Epilogue and Prologue

On September 11, 2006 the U.S. Senate is
scheduled to take up its version ofthe SAFE
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Port Act; two amendments (one jy Sen. John
McCain (R., AZ) on rail security) have already

been offered...and more may be coming.

As the bill currently stands, it includes the

following provisions (summary text)

Section 121: Domestic radiation detection

[ and imaging. Requires the [Homeland

! Security] Secretary to develop a strategy for
deployment of radiation detection

! capabilities and ensures that by December
2007, all containers entering the U.S.,
through the busiest 22 seaports, shall be

J examined for radiation. Requires DHS to

i submit a report of the strategic plan

! developed and to implement the strategy
nationwide within three years. Requires DHS
to submit a separate plan for the development
of equipment to detect WMD threats at all

U.S. ports of entry.

Section 122: Port security user fee study.
Requires DHS to study the need for and
feasibility of oceanbome and port-related
transportation security user fees to be
collected for funding port security
improvements. Requires DHS to submit a
report detailing the results of the study,
analysis of current customs fees and duties
collected that are dedicated to security,
comparison of comparable fees imposed in
ports of Canada and Mexico, assessment of
the impact on competitiveness of U.S. ports,
and recommendations based on flndin s.

On September 8, 2006, Sen. Susan Collins (R.,
ME) indicated she expects debate on the issue of
requiring the 100% inspection ofcargo
containers. She voiced her opposition to a 100%
container inspection requirement by quoting a
letter sent to her by an interest group
representing retailers. We quote the
Congressional Record text below:

http.7/www.lbreport.com/news/sep06/91106.htm
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Ms. COLLINS. Mr. President, one of the
issues that will undoubtedly come up during
the debate on the port security bill has to do
with the scanning of containers. Some people
have asked: Why don't we scan 100 percent
of the 11 million containers coming into this
country? And the answer is simply that it is
not practical with the current technology.
The bill that is before us authorizes three
pilot projects in three foreign ports where we
would take a look at the feasibility and
practicality and the implications of 100
percent scanning.

There is 100 percent screening. There is a
difference between screening a container,
which means gathering information on each
and every container and doing a
sophisticated computer analysis to determine
which are of higher risk, versus scanning
each container with an x-ray-type machine or
some other method or a physical inspection.

The problem of trying to scan 100 percent of
all containers is best summed up by a letter
that we recently received from the Supply
Chain Security Coalition, This is a coalition
of some of the largest and most
knowledgeable stakeholders in the supply
chain's system, including the Retail Industry
Leaders Association.

The letter says:

One hundred percent scanning proposals and
amendments advocating such a proposal
could potentially actually decrease security
by forcing containers to sit for extended
periods of time, putting them at greater risk
of tampering, and would divert resources
away from the current risk assessment
approach. In addition - and this is the key
point - such a mandate has the potential to
significantly impede ihe flow of commerce
and damage the U.S. and global economy.

http://www.lbreport.coni/news/sep06/91106.htm 1/27/2007
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Mr. President, | ask unanimous consent that
the full text of that letter be printed in the
RECORD.

There being no objection, the material was
ordered to be printed in the RECORD, as

follows:

Hon. SUSAN COLLINS,
U.S. Senate,
Washington, DC.

DEAR SENATOR COLLINS: On
behalf of the Retail Industry
Leaders Association, | am writing
to urge you to support strong and
carefully crafted port security
legislation that builds on the current
multilayered, risk assessment
approach that has effectively
protected our nation's seaports over
the last several years. | also urge
you, >n the strongest terms possible,
to oppose any legislation that would
require all U.S. bound cargo
containers to be "scanned" for
radiation and density, so called
100% scanning legislation. While
we strongly support improving the
security of our nation's seaports,
100% scanning proposals have the
potential to do more harm than
good.

The Retail Industry Leaders
Association (RILA) is the trade
association of the largest and fastest
growing companies in the retail
industry. Its members include
retailers, product manufacturers,
and service suppliers, which
together account for more than $1.5
trillion in annual sales. RILA
members operate more than

1000 stores, manufacturing

facilities and distribution centers,
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have facilities in all 50 states, and
provide millions ofjobs
domestically and worldwide.

We understand that key committees
in the Senate has come to an
agreement on a port security bill
mat may be taken up as soon as
tomorrow, September 8th, 2006,
and that the legislation is based on
provisions from earlier bills drafted
in the Homeland Security &
Government Affairs Committee, the
Commerce, Transportation and
Infrastructure Committee and the
Finance Committee. Each of those
bills contain important provisions
that will help improve our nation's
port security laws by building upon
and recognizing the effectiveness of
the well-established security
measures our government currently
has in place. RILA supports
legislation that builds upon this
proven approach, which is why we
worked to help pass port security
legislation in the H. use, Il.R. 4954,
The SAFE Ports Act. It is our hope
that the Senate bill will closely
mirror the House legislation, which
received overwhelming bipartisan

support.

However, Ialso strongly urge you
to oppose any legislation that would
require that all U.S. bound cargo
containers be scanned for radiation
and density, so called " 100%
scanning" amendments. Such
proposals may at first glance appear
to improve security, but in reality,
they would impose immense costs
on our economy and foreign
relations without improving the
security of our international trading

systems.
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First, a 100% scanning mandate is
unrealistic since the technology
does not yet exist to do this
efficiently and with a high degree
of accuracy. We are not aware of
any credible technology to actually
analyze the millions of density
iImages that would be taken of
outbound cargo containers,
meaning such images would have
to be reviewed one by one by a port
official or Customs officer. Second,
this mandate could actually
decrease security by forcing
containers to sit for extended
periods of time, putting them at
greater risk of tampering.

In addition, forcing all containers to
be scanned-including the vast
majority of those that pose no risk—
would divert scarce security
resources away from the successful
risk assessment approach currently
utilized by the government. This
approach uses sophisticated risk-
analysis tools to determine which
containers pose a risk and ensures
those containers are handled
appropriately. It is important tor
Senators to remember that the
Department of Homeland Security
currently uses a risk-based targeting
approach to inspect inbound cargo.
All cargo manifests are submitted at
least 24 hours prior to loading on a
vessel and the Automated Targeting
System (ATS) uses complex, rule-
based formulas to assign a
numerical score and identify at-risk
containers. CBP then inspects

10B% of all containers deemed
high-risk.

Finally, a 100% scanning mandate
has the potential to significantly

1/27/2007


http://www.lbreport.com/nevvs/sep06/91106.htm

LBReport.com

http://www.Ibrepor>com/news/sep06/91106.htm

Page 46 of 48

impede the flow of commerce and
do damage to the economy.
According a June 2006 study
conducted by the RAND
Corporation, 100% scanning would
delay (he movement cargo
containers by 5.5 hours per
container. With 11 to 12 million
containers entering the U.S. every
year, it is obvious that of 100%
scanning mandate would bring
global commerce and the flow
goods to a virtual standstill. This
would severely damage the U.S.
economy, not only by denying
consumers access to thousands of
products they need, but also by
preventing the delivery of material
and other inputs that U.S.
manufactures need.

Rather than mandating 100%
scanning, port security legislation
should authorize additional testing
and evaluation of scanning
technology. Several of the relevant
port security bills address this issue
by calling for pilot projects and
other evaluations to test the
effectiveness and operational
capability to conduct increased
container scanning, including the
"GreenLane Maritime Cargo
Security Act" passed by the Senate
Homeland Security Committee and
the House SAFE Ports Act. These
provisions represent the best way to
address this issue and answer
important operational and economic
questions critical to understanding
how to effectively implement
container scanning.

Retail companies are among the
largest and most knowledgeable
stakeholders in the supply chain
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system and administer the most
extensive and efficient logistics
operations in the world. The
industry has worked hand-in-hand
with ihe Department of Homeland
Security (DHS), and specifically
with the Coast Guard and Customs
and Border Protection to ensure that
our customers, employees, and the
nation's seaports remain safe and
that the nation's er nomy remains
strong. We take a back seat to no
industry in our support for strong
and carefully crafted port security
legislation, and we urge the Senate
to move quickly to pass such a bill
as soon as possible.

Thank you for your consideration
of our views. We look forward to
working with you on this critically
important issue. Should you have
any questions, please contact Paul
T. Kelly, Senior Vice President for
Government Affairs or Allen
Thompson, Vice President for
Global Supply Chain Policy.

Sincerely,
Sandy Kennedy,
President.

Ms. COLLINS. Mr. President, what we have
tried to do with this bill is very carefully
balance the need for effective, improved
security with the need to ensure that we are
not crippling our international trading

system.

As we post on September 10, 2006, the City of
Long Beach's lawmakers/policymakers on its
elected City Council have yet to take a public

position on this matter.

Until they do, CA's fifth largest city will not be

part o fthe national debate or discussion on this
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issue that directly affects Long Beach and the

nation.
Return To Front Page

Contact us: mail@LBReport.com
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Ratailers Welcome Veto of California Container Tax

WASHINGTON, Sept. 22 /PRNewswire/ — The National Retail Federation
today welcomed California Governor Arnold Schwarzenegger's veto of
legislation that would have imposed a $60 fee on containers moving through
two of the nation's largest ports.

"The ports of Los Angeles and Long Beach are the source of imported
goods that are sold across the nation,” NRF President and CEO Tracy Mullin
said. "This fee would have amounted to a tax that would have driven up the
price of consumer goods for working Americans shopping in retail stores in
virtually every state, not just California. This would have been a tax on
consumers, not foreign entities. Governor Schwarzenegger did the right
thing in vetoing it."

"Governor Schwarzenegger is correct in his assessment that this bill
was laudable in its goals but flawed in its construction,* Mullin said. "As
major shippers and users of California's ports, U.S. retailers support
efforts to improve port security, clean up pollution and enhance port
infrastructure. This bill, however, would have violated the Commerce Clause
of the U.S. Constitution, international law and U.S. treaty obligations,
and would have exposed the state of California to court challenges had it
become law. Ultimately, it would have driven retailers and other shippers
t look for other ports outside the state of California.”

"The California Retailers Association played a vital role in making the
impact of this bill clear,” Mullin said. "The case they made shows what an
effective voice they are for the retail industry in California."

Schwarzenegger announced today that he had vetoed SB 927, sponsored by
state Senator Alan Lowenthal, D-Long Beach. The measure, which would have
cost retailers and other shippers an estimated $500 million a year, would
have i-posed a $60 tax on each 40-foot container (or the equivalent number
of other size containers) moving through the ports of Los Angeles and Long
Beach.

LA and Long Beach are the two largest container ports used by retailers
import merchandise from Asia that is then distributed to stores across
the nation. The two ports handled a combined 3.6 million 40-foot-equivalent
containers last year, according to the Port Tracker report prepared each
month by NRF and the economic research, forecasting and analysis firm
Global Insight.

The National Retail Federation is the world s largest retail trade
association, with membership that comprises all retail formats and channels
of distribution including department, specialty, discount, catalog,
Internet, independent stores, chain restaurants, drug stores and grocery
stores as well as the industry's key trading partners of retail goods and
services. NRF represents an industry with more than 1.4 million U.S. retail
establishments, more than 23 million employees -- about one in five
American workers and 2005 sales of $4.4 trillion. As the industry umbrella
group, NRF also represents more than 100 state, national and international

retail associations. http://www.nrf.com.
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Will California Container Tax '/eto Hold?

Arnold Schwarzenegger vetoed seven bills on Friday September 22nd, including a controversial container
tax that would have chained cargo owners $30 per twenty-foot-equivalent unit \While retailers were pleased
with the veto, that feeling is not universal.

California Governor Arnold Schwarzenegger rejected Senate Bill 927. which would have levied a
$30 fee per twenty-foot-equivalent unit (TEU) on cargo containers moved through the ports of Los
Angeles and Long Beach. Returning the bill to the California Senate unsigned, Schwarzenegger
said in part, "This measure is flawed in its construction, application, lack of accountability and
failure to coordinate with other public and private financing sources ignoring opportunities to

leverage additional funding."

Schwarzenegger added, "This measure is drafted to include only two ports and applies only to
goods shipped in containers, ignoring all other forms of shipping and ports of entry." With a nod to
the agriculture interests in his own state, Schwarzenegger also pointed out the fees would hit
eAporters and have the possible unintended consequence of impacting the sale and delivery of
goods grown and manufactured in California.

A goods task force appointed by the governor is developing a comprehensive ieport he says will
provide a more thorough and strategic direction and insight on the best options to address goods
movement and port-related challenges. He says the report will be available by the end of the year

See:

Higher Costs and Scrutiny for Containers
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California Legislature Approves Container Tax

The California state legislature recently approved a bill (S.B. 927) that would
impose a user fee on the owners of container cargo moving through the ports
of Los Angeles or Long Beach. The fee, which would take effect 1 January
2008, would be set at US$30 per twenty-foot equivalent unit, or US$60 for the
standard 40-foot container. One-third of the proceeds generated by this
legislation would be used by ports to improve their security and fund the
administrative costs for implementing this programme. The remaining two-
thirds would be allocated in equal amounts to the state's yet-to-be-established
Port Congestion Relief Trust Fund and Port Mitigation Relief Trust Fund.

Reportedly, several sources believe that California Governor Arnold
Schwarzenegger is likely to veto the legislation, although he has not made
any indication to this effect. Some legal experts have claimed that the hill is
unconstitutional because it impedes interstate commerce, an argument that
may play a role in the governor's decision. He has until 30 September to sign

or veto the hill.

Several industry associations, including the Waterfront Coalition, the National
Retail Federation and the American Apparel and Footwear Association have
expressed strong opposition to the measure, In a letter sent to Gov.
Schwarzenegger on 6 September, AAFA argued that the container fee will
place CalTornia's seaports at a competitive disadvantage vis-a-vis other West
Coast pods and olanned facilities in Mexico and Canada. AAFA believes that
the fee, c tupled with the congestion problems that are prevalent in Southern
California, will persuade shippers to move freight through alternative ports.

While some container cargo may gradually be diverted to other pores if a
container fee is ultimately approved, fl.e total nhumber of containers going
through the ports of L.A. and Long Beach is unlikely to change dramatically in
the foreseeable future. According to a recent report by the Congressional
Budget Office, approximately 28% or US$118.7 billion of the total velue of
container cargo imported into the U.S. in 2004 s. "ived at the port of L.A. while
an additional 15% or US$63.5 billion arrived at the port of Long Beach,
making these two ports the first and second-largest handlers of containerised
cargo in the U.S. The port of Seattle is the next largest port on the West Coast
(and fifth in the U.S.) with 5% or US$21 billion, foliowed by Tacoma,
Washington (4.6% or US$19.6 billion), Oakland (4.2% or US$17.7 billion) and
°ortland (0.4% or US$1.8 billion). At first glance, and judging from recent
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growth trends, the ports of Seattle, Tacoma and Oakland appear well-
positioned to capture any container trad? that may be diverted from L.A.
a.id/or Long Beach.

LR : http:/AMwmwv.tdetrade.comalert/us0619d.htm

Copyright (c) 2000-2007 Hong Kong Trade Development Council. All rights reserved.
Reproduction in whole or in part without HKTDC's permission is prohibited.
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California bill would tax container cargo. | Logistics Today (September, 2006)
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After failing in 2005 to have a measui enacted that would place a
tax on ocean containers, California Senator Alan Lowenthal

(www .senate, ca.gov/lowenthal) is back. Lowenthal's amendment to
the State Senate Bill 927 would assess a fee of *30 per twenty-foot-

equivalent unit (TEU) for cargo moving through the Ports...
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Scrap Magazine Schwarzenegger Vetos Container Tax Bill

About ISRI

ISRI recently wrote to California Gov. Arnold Schwarzenegger, urging him to veto a container tax
hill that would have Imposed a $30 container tax on imports and exports through the ports of Los
Angeles and Long Beach. Schwarzenegger has vetoed the bill.

Join ISRI/Renew
Chapters
Meetings & Events

ISR1 Store Schwarzenegger's veto language said that the aims of SB 927 were laudible, but that the bill was
“flawed in its construction, application, lack of accountability and failure to coordinate with other
public and private financing sources Ignoring opportunities to leverage additional ‘'unding,” He said
ISRI Safety any attempt to raise funds should better coordinate the public and private sectors and should be

Compliance Guidance

Trade more comprehensive than just to include two California ports.

Advocacy

ISRI News ISRI's ler t had argued the bill was redundant and may be unconstitutional and against international
trade law.

Theft Alert

Insuiance The letter noted:

Convention
ISRI is generally supportive of efforts to secure ports, mitigate pollution, and reduce congestion,

but container taxes are likely unconstitutional and may, In fact, violate international trade law.
ISRIGroups . 71 is a national trade organization, one that believes in free and fair trade, whose West Coast
members have provided jobs and pioneered the environmental movement for decades.
California scrap exporters already pay $100 per container fee through via PierPASS, a private

Links

Contact Us

Home
sector program.

< It makes no sense to sign a bill that would undermine Proposition
billion, just weeks before the November election.

IB, a port issues bond of $9.5

The container tax is the wrong approach at the wrong time, the letter concluded.

Tor more information about this issue, please contact Eric Harris, 202/662-851*1, encharris@ isri.org.

< ISRI's Letter tu ' .nv Srliw w-megger
- Veto Language

Back | ISRI News

Letter to Schwarzenegger About Container Tax (Adobe PDF File)
Schwaizcneqgqger Veto Language on Container Tax (Adobe PDF File)
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Vokc ol lhe Recycling Industry

September 20, 2006

The Honora' Ic \rnold Schwarzenegger
Governor, St; ;j of California

State Capitol

Sacramento, CA 95814

Re SB 927 (Lowenthal) -- VETO

Dear Governor Schwarzenegger:

Tf Institute of Scrap Recycling Industries (ISRI) has serious concerns
over the di ~tion California is taking to address port security, pollution
mitigation and transportation infrastructure issues. Although ISRI is
supportive of the Legislators efforts to address these timely issues, SB 927
(Lowenthal!), a bill that would impose a $30 container tax on imports and
exports mo' mg through the norts of Los Angeles and Long Beach, is the
wrong solutiot. Container taxes are likely unconstitutional and may, in fact,
violate international trade law. We strongly urge you to VETO SB 927.

With 21 chapters nationwide and headquarters in Washington, D.C.,
ISRI is a trade association that represents over 1.400 companies nationwide,
*00 of which aie located in California. Our members competitively process,
broker, and consume scrap commodities in the global market. ISRI firmly
believes in free and fair trade. Last year scrap recyclers handled more than
140 million tons of recyclables. Our West Coast Chapter members have been
providing good pa 'ing jobs in your state and pioneering California’s
environmental mo\ :meni for decades.

Trade, more specifically global trade, is vital to the scrap recycling
industry and to the U S. balance of trade, contributing nearly $9 billion last
year. Markets like China and India have become essential to those in the
scrap trading business in recent ye«rs and will continue to be. especially for
California companies.

SB 927 negatively impacts scrap exports. Privately imposed fees from
PierPASS, a non-profit created by marine terminal operators to reduce
congestion in the ports, already charges scrap exporters $100 dollars per
container fee. Added with the requirements of SB 927, scrap exporters will be
asked to pay $130 per container. Our members will be significantly injured
by this additional tax.

Largely due to a very competitive market and an increased number of
global participants, scrap exporters operate on extremely low profit margins.
A significant contribution to California recyclers’ ability to remain

1325 0 Street, N.W.. Suite 1000 Washington. DC 20005-3104 Tel: 202/737-1770 Fa*: 202/426-0900 isneisri.org



Vokc ol the Recycling Industry

competitive in the global market has been your state’s ability to keep export
costs low for bulk commodities. This market advantage is now in jeopardy
and could cost California good paying jobs.

SB 927 is not the right answer. You and the Legislature have asked
the Secretary of State to include SB 1266 in the November 7thelection. It
makes no sense to undermine Proposition 1B by passing SB 927 just weeks
before the people of California have had a chance to voice their opinion.

As a national association, ISRI understands the challenges of being all
things to everyone. But, we strongly believe that SB 927 is the wrong
approach at the wrong time.

We respectfully urge you to VETO SB927 (Lowenthall).

Sincerely,

Eric Harris
Director of Governmental and International Affairs

cc: The Honorable Fred Aguiar, Cabinet Secretary
Dennis Albiani. Deputy Legislative Secretary
Sunne Wright McPeak, Secretary
Business, Transportation, & Housing Agency

1325 G Street, N.W . Suite 1000 Washington, DC 20005 3104 Tel: 202/737-1770 Fax: 202/626-0900 isrtwisri.org
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'V NATIONAL RETAIL FEDERATION

v/L, NEWS RELEASE
RetailFwferatw JHE VOICE O RETAIL

WORLDWDE
Liberty Place, 325 7th Street, NW, Suite

1100, Washington, DC 20004
Phone: 202.783.7971 Fax: 202.737.2849

For Immediate Release
Contact: J. Craig Shearman (202) 626-8134

shearmang@ nrf.com

Retailers Oppose California Container Tax

WASHINGTON, D.C., September 7, 2006 - The National Retail Federation this week urged California Governor
Arnold Schwarzenegger to veto legislation that would impose a $60 fee on containers moving through two of the
nation's largest ports, saying the measure would force retailers to bring imported goods into the country through

ports in other states,

“Cortainer fees of the sort contemplated in the Lowenthal bill would v,elate the Commerce Clause of the U S.
Constitution, international law and U S treaty obligations, and would expose the stale ol California to court
challenge were il to become law, NRF President and CEO Tracy Mullin said in letter sent to Schwarzenegger on
Wednesday Tn addition, the fee would substantially increase the cost of moving goods through LA/Long Beach
and adversely impact these ports' competitiveness and workforce as retailers and other shippers are forced lo
look for alternative pods outside the stale of California lo enter lheir goods/*

SB 927, sponsored by stale Senator Alan Lowenthal, D-Long Beach, passed (he state Senate 22-16 August 31,
one day after being approved 42-35 in the state Assembly, and is now awaiting action by Schwarzenegger The
measure, which would cost retailers and other shippers an estimated $500 million a yeai, would impose a $60
lax on each 40-foot container (or the equivalent number of other size containers) moving through the pods of Los

Angeles and Long Beach

Supporters say the bill would raise funds for improving port security, cleaning up pollution and building pod
infrastructure, but the measure is written in a way that would allow il lo be used for non-transpi atlon projects

and initiatives as well

LA and Long Beach are the two largest container pods used by retailers lo import merchandise from Asia that is
then distributed to stores across the nation The two pods handled a combined 3 6 million 40-foot-equivalerit
containers lasi year, according lo the Fod Tracker repod prepared each month by NRF and the economic

research, forecasting and analysis firm Global Insight

The National Retail Federation is the world's largest retail trade association, with membership that comprises all
retail formats and channels ol distribution including department, specialty, discount, catalog. Internet,
independent stores, chain restaurants, drug stores and grocery stores as well as the industry's key trading
padners of retail goods and services. NRF represents an industry with more than 1 4 million U.S. retail
establishments, more than 23 million employees -about one in live American workers -and 2005 sales ot $4 4
trillion As the industry umbrella group. NRF also represents more than 100 stale, national and international retail

associations www nd com,

1/27/2007
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CALIFORNIA COMMENTARY

The "Container Tax:” Just Another Proposition 13 Avoidancj Scheme

By Jon Coupal
Week of September 10, 2006

Now that football season has begun, optimistic fans dream of winning the big game and a
world championship. Coaches devise game plans that will keep the opposing team off
balance and maximize their chances of victory. For the unlucky teams who don't have the

best talent, deception and misdirection plays are the only chance they have to succeed,

The same is true In the California Legislature. The beginning of games on the gridiron
also signals the end of games under the Capitol dome, where politicians seek to gain
advantage with creative scheming and an assortment of trick plays. The legislative "end
run” Is one of the most popular tactics in the political playbook, One egregious example is
the recent passage of a half-billion dollar container tax. The bill, which would amount to a
massive new consumer tax, now sits on Governor Arnold Schwarzenegger's desk,

awaiting a swift veto by a leader who has rightly stood firm against all new taxes.

Senate Bill 927, authored by State Senator Alan Lowenthal attempts a.i end run around
the people of California, Proposition 13 and the Constitution. How so’ The purpose of this
bill is to impose a "fee" on every shipping container off loaded in the Los Angeles and
Long Beach Ports. Revenue from the fund would, ostensibly, be used to Improve the rail

system, enhance port security and mitigate the environmental pollution which results

from the transport of these containers.

But is this new levy really a "fee"” with a close connection between the fee payer and the
regulatory program sought to be financed7 Of course not. This is just another transparent

attempt by government to collect more revenue just because it can.

The real clue that this proposed "fee" is a tax is clear from the language of the bill itself.

In order to qualify as a true fee, we have to know, with some specificity, what It is that
the fee will be paying for. General categories of expenditure are not sufficient and

strongly suggest that the money will disappear into the various black holes of
In this case, it is even worse. Various agencies are tasked to
In order to

government bureaucracies.
come up with lists of projects that should be funded. This is backwards.
qualify as a true fee, the projects should ' ? known in advance. That way, the legitimacy
of the fee can be tested against the actual government programs or improvements
sought to be financed. Excuse us if we don't trust government, but when it comes to

legitimate "fees"” government has a horrible track record.

Supporters of the new tax return to the argument that more revenue is needed to
increase safety at ports and build new infrastructure to keep goods moving If that is
true, then why not simply follow the law which requires that new taxes be voted on by
the people7 Tax increases have been approved by voters throughout California including
conservative Orange County to liberal San Francisco. The people of California are smart
and have demonstrated their willingness to invest when there is a need. Container tax
proponents should have a greater trust in the people and a willingness to make the case

that their proposal is needed and appropriate.
Unfortunately, a stiaightforward approach is no lunger the way state and local politicians

play the game. Over the past five years, the California Legislature and local government

have tried to raise more than $7 billion in new taxes using creative strategies like the

legislative end run.

http://www.hjta.org/conimcntaryVV4-38 1/27/2007
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The good news Is that the Governor has already affirmed his opposition to new taxes and
underscored his commitment to protecting jobs and the economy. He has zealously

promoted California agriculture to the world. If this measure becomes law, California's

economic competitiveness would be damaged as other ports in competing states and
countries would Immediately capitalize on the Increased transportation costs of doing
business with California. Meanwhile, the precedent established by passing on illegal tax
would open the door to new taxes of all kinds, passed without a vote of the people.
Indeed new supposed "fees" have already been proposed on just about everything
Imaginable -- on phone bills, electric bills, beer, bottled water, wine, soda, diapers,

prescription drug., health care facilities, bicycles and groceries (even on grocery bags
themselves)!

The Legislature has failed to call a tax a tax. Senate Bill 927's "user fee" is a tax - and

not an insignificant one either. It should be spiked by Governor Schwarzenegger before it

can harm California families v/ho deserve better.

Jon Coupalis president of the Howard Jarvis Taxpayers Association -« California's largest
taxpayer organization -- which is dedicated to the protection of Proposition 13 and

promoting taxpayers' rights.

To print or download a PDF version of this commentary, click here.

Back to Top
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RILA Urges Governor Schwarzenegger to Veto Anti-Business Container Tax

ARLINGTON, Va., Sept. 8 /PRNewswire/ -- RILA President Sandy Kennedy
strongly urged California Governor Arnold Schwarzenegger today to veto
legislation that would impose new fees on maritime cargo containers
arriving at the ports of Los Angeles and Long Beach. The legislation, SB
927, by Senator Alan Lowenthal would impose a $30 fee on every 20-foot
cargo container arriving and departing from these ports.

In a letter to Governor Schwarzenegger sent earlier this week u-ging a
veto of the legislation, Kennedy wrote that "additional cargo fees will
burden companies that already pay billions in maritime related costs, will
make California less attractive for shippers and may violate the U.S.
commerce clause."

“Mandating additional cargo fees could have unintended consequences of
directing cargo to other West Coast ports or even outside of the U.S.
altoget er, " wrote Kennedy. "The local economies surrounding L.A./Long
Beach depend on the jobs and tax revenue that the ports generate and the
addition of cargo fees could make the ports unattractive and jeopardize
future contracts with the region."

Kennedy also warned that container taxes are unconstitutional. It is
questionable whether California can legally impose fees on international
commerce to fund state programs,” she wrote. "Previous fees related to
international cargo and transportation have been struck down as
unconstitutional as they impede interstate commerce. Because many of the
containers moving through California ports are moving on to other states,
California would have a very difficult time making a container fee stand up
in court.”

Kennedy also reminded the Governor that industry already pays more than
its fair share in container fees, and that these fees are rarely used for
their intended purposes. "According to a 2002 General Accounting Office
(GAO) study fr--m 1999-2001 ‘customs duties levied on commodities imported
through the maritime transportation system averaged approximately $15.2
billion each year.” In addition to monies collected from user fees levied
on the maritime transporta ion sy..em, since September 11 the U.S. Congress
has authorized nearly $3.4 billion in federal grants solely for the state
of California that have helped to subsidize the port security needs of the
state,” wrote Kennedy.

"Before considering additional levies or fees, California should
examir. how to better direct existing resources in support of public
programs and the economic consequences of any new fees,* concluded Kennedy.

The Retail Industry Leaders Association (RILA) is a trade association
of the largest and fastest growing companies in the retail industry. Its
members include retailers, product manufacturers, and service suppliers,
which together account for more than $1.5 trillion in annual sales. RILA
members operate more than 100,000 stores, manufacturing facilities and
distribution centers, have facilities in all 50 states, and provide
millions of jobs domestically and worldwide.
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SOURCE Retail Industry Leaders Association
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Gov. Vetoes LA, LB Container User Fee Legislation

8trzgl\jvpasrzeneggersinks Senate bill opposed by transportation, retail, and industry

SACRAMENTO - 09/23/06 - California Governor Arnold
Schwarzenegger has vetoed a controversial State Senate
bill that would have levied a user fee on every container
cargo discharged at the ports of Los Angeles and Long

Beach.

The wording of the legislation stipulated that revenues
generated by the bill would have been used only "to fund
rail system improvements, pollution mitigation measures,
and port security enhancements.”

The bill - SB 927 - was originally authored by Democratic State Senator Alan Lowenthal,
whose 27th Senate District encompasses the Port of Long Beach and several adjacent

communities.

The Los Angeles Area Chamber of Commerce (LAACOC) strongly opposed the bill, saying in a
statement following the Governor's veto that "SB 927, which applied only to our region's two
ports, was an unfair tax. It would have placed Southern California at a significant

economic disadvantage and potentially cost hundreds of jobs."

Joining the LAACOC in campaigning against the legislation was a litany of trade and industry
groups including the National RetaJ Federation, the Retail Industry Leaders Association, the
California Manufacturers and Technology Association, the Waterfront Coalition, the Wine
Institute, the California Chamber of Commerce, the California Farm Bureau, the California
Trade Coalition, and the Pacific Merchant Shipping Association (PMSA).

According to the San Francisco-based PMSA, the legislation "would have caused anti-
competitive and unfair impacts across the California goods movement industry.”

The group represents US and foreign-flag orzan carriers and marine terminal operators
responsible for handling 90% of the international cargo that moves through West Coast ports.

"The container tax proposal was a terribly flawed, unconstitutional and discriminatory
approach,"” said PMSA President John McLaurin, who praised the governor's action.

"The shipping and goods movement industry strongly supports efforts to address
environmental and infrastructure issues around the ports and we are committed to real public-

private partnerships to address these challenges," he said

California's ports, said McLaurin, "are already financed by user fee revenues which raise

Dtlp:/lwww.caltradereport.com/cWcbObjects/print-version.cgi?dynamic=http://www.caltra... 1/27/2007
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approximately $800 million a year for port operations, rail facilities, security projects and
environmental programs, including the most ambitious and aggressive air quality control

programs in the world."

The cargo tax proposal - which the Industry group called "illegal” - "raised serious legal
guestions as it was not a traditional fee for service."

The imposition of such fees "is contrary to the United States Constitution and would violate US
obligations under international treaties," said McLaurin.

In addition, he said, "SB 927 would have had other anti-competitive impacts on exporters and
mporters and would - if it were legal - actually result in increased diversion of cargo from the

ports of Los Angeles and Long Beach to other, lower-cost ports.”

According to the official language of the bill, the legislation was "intended to address the
enormous growth that is occurring at the ports of Los Angeles and Long Beach and
the effects of that growth and the ports' operations on the surrounding communities and

region."

In an earlier statement, Lowenthal's office said that "the ports are the single largest
source of pollution in the South Coast Air Basin, and the existing port-related infrastructure is
already strained and ill-equipped to handle the growth in cargo shipments that is occurring

and will continue to occur."

SB927 would have established two funds within the State Treasury for the deposit of revenues
generated by the container fee of $30 on every 20-foot equivalent unit (TEU) container
discharged at either port.

It called for each port to create a fee notification and collection process fee to go into effect
January i, 2007 and notify, no later than June 1, 2007, cargo owners that a "maximum" and
"modest' $30 per TEU user fee would be assessed beginning September 1, 2008 and

collected at least twice per year.

The ports of Los Angeles and Long Beach ram, respectively, as the first and second busiest
container ports in the US. Combined, they form one of the most active "load center" port

complexes in the world.

Last year, the Port of Los Angeles handled some 7.5 million TEUs, while the adjacent Port of
Long Beach saw 6.7 million TEUs' move through its terminal facilities.

Several telephone calls from the CalTrade Report to Sen. Lowenthal's office seeking comment
on the veto were not immediately answered.
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American Association

A A F A H of Port Authorities

Alliance of the Ports of Canada, the Caribbean.
Latin America and the United States

Repeal the Harbor Maintenance Tax
Now!

The Harbor Maintenance Tax (HMT) Is Broken. After fuily
funding maintenance dredning of federal navigation channels for
more than 100 years, Congress instituted a so-called "user fee" in
1986 - the HMT. Originally, the HMT was levied as an ad valorem
fee on cargoes and passengers using U.S. ports. Following a 1998
U.S. Supreme Court decision finding that the HMT was a tax, not a
user fee, and collecting it on exports was unconstitutional, the HMT
iIs currently levied only on imports, passengers, and domestic
cargoes. In addition, U.S. trading partners have alleged that the

HMT is an unfair trade practice.

No Other User Fee System Can Work. While other transportation
systems in the U.S. rely on a user fee, a user fee system is not
workable for dredging. First, there are numerous and varied users,
including the U.S. military. Second, many bulk U.S. exports, like
agricultural products, have very slim profit margins and additional
transportation taxes could price them out of the international
market. Third, not all high volume ports require significant

maintenance dredging.

Maritime Commerce Already Pays Significant Federal Taxes
and Fees. A September 1999 General Accounting Office report on
the Commercial Maritime Industry's Federal assessments found that
the industry pays significant taxes and fees into the Federal
Treasury - 124 assessments totaling $22 billion a year.

The HMT Has Driven U.S. Cargo and Jobs to Canada. Cargo
can enter this country through U.S. ports (and pay the HMT) or
come through Canadian ports and enter by land (and avoid paying
the HMT). The HMT puts ports near the Canadiar border at a huge

http://wwvv.aapa-ports.org/Issucs/content.cfni?mnitcmnuinbcr=<S:Initctmnumbcr-&itemnu...  1/27/2007
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disadvantage and has resulted in a loss of jobs in U.S. ports, which
are some of the highest paid union jobs in the United States.

The HMT Inhibits U.S. Coastwise Trade. The collection of the
HMT on domestic commerce is also a significant disincentive to
coastwise waterborne trade, which could help alleviate surface
transportation congestion in the future. Currently, international
cargo entering a U.S. port and then transshipped by water would be
assessed the HMT not once but twice. With trade projected to
double by 2020, elimination of the HMT would make coastwise

water transportation more price-corri,,etitive.

The Federal Role in Navigation Must be Maintained. Well-
maintained harbors are critical to our national and economic
security. The U.S. military depends on well-maintained navigation
channels since they use U.S. ports as bases of operations. Ports
also are a vital part of our transportation infrastructure, handling 99
percent of our nation's international trade. The maintenance of
navigation channels is an appropriate Federal government function
that provides benefits to American businesses and consumers in all

50 states.
As such, it should be funded from general treasury revenues.

The undersigned organizations ask for your support is repealing the
Harbor Maintenance Tax in 2001.

Repeal the Harbor Maintenance Tax Now!
e American Association of Port Authorities
e American Great Lakes Ports
 American Maritime Congress
e Americans for Tax Reform
e American Waterways Operators
e Association of American Railroads

e Association of International Automobile Manufacturers

http://www .aapa-ports.org/Issues/content. cftn?ninitemnumber=&tnitcmnumber=&itemnu... 1/27/2007
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Chamber of Shipping of America

e Detroit/Wayne County Port Authority

e Electronic Industries Alliance

e Georgia Ports Authority

e Great Lakes Maritime Task Force

e Hampton Roads Maritime Association

e International Council of Cruise Lines

e International Longshore and Warehouse Union
e International Longshoremen's Association

e K Associates, Ltd.

e Lake Carriers' Association

e Management and Transportation Associates, Inc.
e Maritime Institute

e National Grain and Feed Association

e North Carolina Srate Ports Authority

e Port of Everett

e Port of Greater Baton Rouge

e Port of Miami

®Port of Oswego Authority

e Port of Richmond, VA

e Port of Shreveport-Bossier

e Seaworthy Systems. Inc.

http://www.aapa-ports.org/Issues/content.cfm?mnitemmiinbcr=&tniteniiuimber=&itcrnnu...
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e Shipbuilders Council of America

e South Carolina State Ports Authority
e Tampa Port Authority

e The Port Authority of NY & NJ

e Toledo-Lucas County Port Authority

e Transportation Institute

e U.S. Great Lakes Shipping Association

e Washington Council on International Trade

e World Shipping Council

Copyright © 2006, American Association of Port Authorities

1010 Duke Street, Alexandria, VA 22314-3589 T: 703.684 5700 F:

703.684.6321 E: info@ aapa-ports.org
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r,J Industry Profile

Present Status

The United States continues to depend primarily on oceariborne shipments for its international trade. As the
world s largest trading nation, the United States exports and imports about one-fourth of global
merchandise trade in value annually (over $2 trillion in 2000). The largest part of this merchandise trade -
over 12 oillion metric tons of cargo - is moved by water. Another billion tons of cargo, 2-1 percent of the
Nation's total, is carried in domestic waterborne movements, which serve over 90 percent of the U.S
population. Based on current projections, by the year 2020 U S. foreign trade in goods may grow to four times
today's value and almost double its current tonnage, and inland waterways traffic will increase by one-tlvrd

The United Slates once relied on a huge fleet of relatively small ships lo provide the commercial and seulilt
shipping capacity appropriate for its trade. Since the end of World War Il. the U.S.-flag merchant marine has
been in a continual slate of decline. The United States now ranks 1Jlh in number of oceangoing vessels,
having fallen from a top-ten ranking just a few yeais ago. The U.S.-flag merchant fleet ranks 12th on a
deadweight tonnage basis. Today, the U.S. fleet's share of oceanborne commercial foreign trade, by weight,
cont nues to be less than five percent. Other traditional maritime powers have experienced similar declines.

While the number of vessels in the U S 'Uot has shrunk, at the same time many nations have built an
international maritime presence as a means of projecting visibility and earning hard currency. These registries
may not require the same level of prolection for seafarer health, welfare and safely as on U.S -flag vessels
Often foreign-flag vessel owners do no! pay any corporate income taxes on revenues earned in U.S foreign
commerce, and the crews frequently do not pay income taxes lo any country By comparison vessels
operating under the U.S. flay are subject to all the taxes and regulatory laws applicable in the United Stales

Changes in maritime technology and reductions in crew sizes have coniubuted lo a contraction of the
industry's supply of vessels and manpower. The average capacity of liner vessels in the U S.-flag fled is
nearly 28,000 DWT compared to 12,000 OWT in 1970. Even though the size of the U S.-flag fleet has
declined in recent years, the productivity of the fleet has improved substantially. Today, the U.S.-flag
foreign trade liner fleet carries over 42 percent more cargo than in 1970. but in fewer, larger vessels
Today's fleet includes ships and barges, and also containers, chassis, computer-based data systems,
rail and truck interchanges, warehouses piers, cranes, terminals, and highly skilled people ashore and
at sea. Technological advances have greatly improved the flow of cargo, resulting in virtually
seamless movement of goods from origin to destination anywhere in the world These advances have

also been applied to the movement of military shipments.

The- maritime issues and challenges facing the nation are significant and i/ mplox The present and luluro
ability of 'he U.S.-flag fleet to serve as a contributor to economic sovereignty and national security remains a
challenge Changes in world political trends and economies occur constantly The 104th Congress understood
the precarious situation the Nation faced when it overwhelmingly adr pled the Maritime Secunty Act of 1990

| his measure established the Maritime Se ‘y Program to support a fleet of militarily useful U.S .-flag
commercial vessels and American-citizen crews necessary for the military and economic security el the
Nation bunding for the Maritime Security Program permits 47 oceangoing vessels to participate in the

program

Types of Merchant Ships

The U S -flag merchant marine is made up of a variety or vessel configurations for specialized and jeneral
cargo purposes. The following is an overall synopsis ol lhe privately owned commercial self propelled and
non-self propelled U S -flag fleet as ol July 1,2002. in terms of number of active and inactive vessels engaged
hi core areas of operation -- deep-sea foreign, deep-sea domestic, Great Lakes, and inland rivers
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Vessels Over Vessels Under
1.000 gross tons 1.000 gross tons

Tankers 87 7
Dry Bulk Carriers 69 4
Containerships 85 0
Tank Barges 2.082 2,137
Dry Cargo Barges 690 23,006
Other Freighters ' 50 303
Other Barges 602 6,698
Passenger" 1.333 N/A
Towboats 5,445 N/A
Workboats *** 1,631 N/A
Dredging 570 N/A

TOTAL. 44.869 Vessels

Includes general cargo ships, roll on/roll off ships, multi-purpose ships.and
LASH vessels Excludes offshore supply vessels

“ Includes ferries, cruise vessels, day excursion vessels, vehicular and railroad
car ferries.etc

m*'  |ncludes crewboats,supply and utility vessels.

Sources Maritime Administration
World Dredging Mining and Construction

Manpower Pool

The pool of skilled labor actively employed on U S.-flag vessels is considered a national security asset able In
meet surge-shipping requirements during limes ol emergency According to the U.S Department of Labor, as
of year-end 1998 an estimated 56,000 people were employed in the waterborne transportation industry.
Approximately 30 percent of Ihcse employees worked onboard, merchant and civilian-manned military smalift
vessels on (he oceans and Great Lakes, 47 percent wore engaged in (tie inland, dredging and piloting sectors,
and Ihe remaining personnel worked in the passenger, gaming, sightseeing and excursion vessel trades

Cargo Carrying Capacity

As of July 1. 3002, the carrying rapacity ol Ihe privately owned active and inactive commercial self-propelled
and non self-propelled U S -flag fleel was estimated In he on metric lons)

Vessels Over Vessels Under

1 000 gross tons 1.000 gross lons
Tankers 5.349.000 metric lons  797.000 metric tons
Dry Bulk Carriers 2.600.000 metric lons 2,000 metric tons
Conlamerships 2.812.000 metric lons 0O
l.ink Barges 9.484.000 metric tons  3.168.000 metric lons
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Dry Cargo Barges 3.289.000 metric tons  36.436.000 metric lons

Other Freighters ’ 898.000 metric tons 149.000 metric tons

Other Barges 2.598.000 metric tons  5.827.000 metric tons

TOTAL: 73,409,000 metric tons

Passenger ** 900,167 capacity
Towboats 9.939.549 horsepower
Workboats *** 578,603 metric ton capacity

Includes general cargo ships, roll on/mll off ships, multi-purpose ships, and
LASH vessels Excludes offshore supply vessels.

Include s ferries, cruise vessels day excursion vessels, vehicular and
railroad car femes, etc

Includes crewboals. supply and utility vessels.

Source: Maritime Administration

Taxes Paid by the Maritime Industry

In addition lo federal and slate corporate and personal income faxes, the commercial mantime industry pays a
number of other federal laxes yearly in order to operate both domestically and internationally According lo a
study updated by the U.S General Accounting Office in September 1999 the commercial maritime industry
was assessed 522 billion in fiscal year 1998. near'y double Ihe assessment calculated in the agency's original
study just seven years earlier. Eleven federal ager.cies weie identified as levying a total of 124 diverse
assessments, 85 of which are specific to and paid only by lhe maritime industry Such taxes include the
Harbor Maintenance Tax, vessel entry processing fees vessel tonnage tax, and an inland waterways fuel lax.
In 1998. the U S. Supreme Court ruled that the export-related portion ol the Harbor Maintenance Fee violated

the constitutional provision of taxes imposed on exports

The 10 agencies for which taxes are collected incluri®

m  Animal arid Plant Health Inspection Service
* Centers lor Disease Control and Prevention
¢ Co ist Guard

« Customs Service

*« Federal Communications Commission

m  Federal Maritime Commission

®  Grain Inspection Administration

b Internal Revenue Service

* Maritime Administration

» National Oceanic arid Atmospheric Administration

The 105th and the 106th Congresses rejected an efforl of the Office of Management and Budget to tax only
commercial vessel operators for navigational assistance services, such as buoy placomont and maintenance
vessel traffic services, and radio and satellite navigation systems

Marine Insurance
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The general principles of marine insurance are the same as with other types of insurance in that there are two
parties the assured and assurer (or carrier). The complex circumstances involved in sea and inland voyages
require very specific arrangements for (he provision of marine insurance. Generally, the marine policy may
cover the risks of a single voyage or may insure for a certain period of time. Cargo is almost always insured by
voyage Vessels are usually insured for a certain duration of time, usually year by year. Cargo policies may be
[on a single lot or may be open lo cover cargo as shipped by the insured. Hull insurance or vessel insurance

may cover a ship or a whole fleet.

Hull and Machinery (H&M) Insurance

An H&M policy covers physical damage to the vessel, its machinery and equipment. In addition,
the policy normally covers general average, salvage, sue and labor and collision liability.
Coverage for a vessel under an H&M policy is written with a vessel value, which has been
agreed upon between the ov.ner and the underwriters of the policy Most H&M policies include
a deductible for partial losses, Often a shipowner may elect to cover a portion of the value of a
vessel for total loss only This is done using an increased value policy, which usually costs
significantly less than a full form H&M policy Them are several factors taken into account when
determining the rate being charged for an h'&M policy They include the type of vessel, the
value, the owner'operators experience the loss record. lhe size of Ihe deductible and Ihe
intended trade HoM policies can be written to cover a single vessel or an entire duel

There art* several different types of H&M policies a vessel owner can purchase lo insure his
vessel.

° Navigation Policy -- pro' i coverage when vessels are used
m maritime operations.

e Port Risk Policy - use” on a vessel is expected to he laid up
or non-operational for an  tended period of time

* Builder's Risk Policy -- used lo cover a ship being built from the
lime its keel is laid until lhe ship is completed and accepted by
the owner including sea teals

. War Risk Policy - covers damage to the vessel lor war and
oilier risks excluded from the H&M policy bv the War Strikes
and Related Exclusions clause 1his policy also covers damages
caused by Strikes, lockouts, labor disturbance riols and civil
commotions, which may be important in a port environment

Protection and Indemnity Insurance

A Protection and Indemnity (P&I) policy is purchased in conjunction with a hull in mranco policy
o provide liaoility protection not found in lhe hull policy. This type ol coverage is usually placed
ather through a mutual P&l Club or with individual ‘ lock insurance companies

The P&l polu y provides coverage should an insured vessel cause damage to piers, wharves,
bridges, cable or other fixjd or removable objects Also covered are the cosl of raising,
destroying or removing a wreck which is sunk and winch constitutes a hazard to navigation
bodily injury, loss of life, and sickness of seamen, jiassengers, shiji Visitors, stevedores, etc
coverage for the repatriation expenses of seamen who become ill and/or injured during a
voyage and collision osks no! lolly covered under a hull policy

f urther. ihe P&l policy |irovidos coverage lor damage m cargo caused by lhe insured vessel
should the damage arise Imm the negligence of the vessel operator and lor pollution risks
Operators often use this coverage to meet the requirements of Ihu Coast Guard to obtain
Certificates of financial Responsibility Domestically, many operators purchase pollution
protection coverage through the Water Quality Insurance Syndicate (WOIS)

For those shipowners who are not members of a mutual P&I club, lhe amount of insurance
provided in a P&l policy is usually equivalent lo the amount of insurance on the hull ol the
vessel |his amount of insurance is usually adequate whore the shiji owner may limit his
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pt rsonal liability to the value of the hull. However, where the owner of the ship has privy or
knowledge of the events or conditions that caused a loss, this limitation on the shipowner's
liaoility may no longer be applicable In those circumstances, an owner may purchase an

Excess P&l policy

back to too A

Ocean Shipping

Cumpanies

In 1996, the Congress enacted the Maritime Security Act establishing a 10-year promotional program for the
U.S.-flag fleet, the Maritime Security Program (MSP) It replaced the operating-differential subsidy (ODS) a
program authorized by the Merchant Marine Act of 1936 that sought to equalize the disparity in operating
costs between American-flag ships and foreign competitors with respect to wages, insurance, and
maintenance and repairs. MSP reduced by more than 50 percent the federal operating assistance payments
for militarily useful U.S.-flag ships - from a $225 million annual payment under the ODS program to $100
million under MSP. Payments to vessel operators are no longer based on collective-bargaining costs and ttie

difference between the cost of operating a foreign-flag and an American-flag ship

The 108th Congress, through the enactment of the Maritime Security Act of 2003, expanded the fleet from 47
to a total of 60 vessels. The legislation also called for additional funding for the program subject to annual

appropriations

MSP funding provides for the soon-to-he 60 U S -flag vessels to participate in the program Companies
presently awarded MSP operating agreements are American President Lines. American Car Carriers, Central
Gulf Lines. Farrell Lines. Intermarine Inc., Liberty Maritime*, lykes lanes, Maersk Line, OSG Car Carriers, and

Waterman Steamship

The 1936 Act also authorized ttie construction-differential subsidy iCDS) program, which was designed to
assist U.S -flag vessel operators by helping to fund the* difference in costs between having a ship built in i
foreign shipyard and having the same stiip constructed in a U.S. shipyard The CDS program while still

authorized, has not been funded since 1981.

July 2002 Self-Propelled U.S.-Flag Deep-Sea Foreign Trades

Vessel Fleet

VESSEL TYPE NUMBER CARGO TONNAGE
Contamership 61 2.510,000 metric tons
Dry Hulk Vessel 12 579,000 metric tons
Ligutd Bulk Vessel 17 771,000 metric lons
Other* 37 748.000 metric Inns

Includes general i.argo ships, roll on/roll off ships, mulli-puipose ships, and
t ASH vessels. Excludes offshore supply vessels

’

Source Maritime Administration

Liner Trades

Liner or berth service is defined as a scheduled operation by a common carriei whose ships operate on a
predetermined and fixed itinerary ovei a given route, at relatively regular intervals, and are advertised
considerably before sailing in order to solicit cargo from the public. Those common carriers provide
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transportation on fixed schedules and at rates (tariffs) made electronically available to the public. The liner
fleet includes full containerships. partial containerships, lighter aboard ships (LASH), roll on/roll off (Ro/Ros),
and barge-carrying vessels. Vessels in the liner trades carry high-value cargo as lo its worth and multi-faceted
cargo as to its physical description, including packaged goods and refrigerated fruit and vegetables. The U.S.-
ilag commercial fleet is a worldwide leader in innovative technologies in ocean shipping. Innovations include
double-stack trains, seamless cargo tracking and identification technologies.

[As of July 1, 2002. there were 127 private vessels (containerships. roll-on/roll-off, general cargo, multi-
purpose. LASH vessels, and deck barges) in the active oceangoing U.S.-flag fleet serving the foreign trades
In addition, this trade was served by 136 non-self-propelled vessels in excess of 1,000 gross registered tons

and 109 non-self-propelled vessels of less than 1,000 gross registered lons.

Shipping Conferences

One very important aspect inherent in the liner shipping industry is the
conference system. Conferences, first formed in 1875 by the steamship lines to
prevent predator/ rate wars, are defined as associations of water common
carriers which meet at stated intervals to discuss matters of interest and to set
tariffs, or rates and rate structures. Members of the conference agree to abide
by the rules of the conference with regard lo the rates that will be charged
There are two types of conferences -- open and closed. A conference is closed
if one can enter only by the consent of existing members of tne conference, It is
open if anyone can enter by meeting certain technical and financial standards
By statute. U S.-flag shipping companies are required to join only open

conferences.

Tramp Service

Non-liner service is comprised of tramp and other typos of non-scheduled
service, which do not conform to the critena for a common currier in liner
survice A tramp ship, m Ir uiillonal terms, ¢ one that operates on an irregular or
non-scheduled basis from one port of lading to one port of discharge, lifting one
dry cargo commodity, usually of low value without mark or count, arid from one
shipper lo one consignee Some vessels in irregular service, however, may
carry mixed cargoes of hulk and packaged goods. The tramp operator does not
usually hold himself out as a common carrier and his ship is free lo operate
anywhere on any terms, not infrequently being >bartered out on tirno terms
Rates vary from day to day depending upon supply and demand

Bulk Trades

The hulk shipping industry's economic environment is much different from the? liner industry. Bulk shipping is
much less structured and not organized along schedules but it is. in its own way. very disciplined Tin; hulk
|trades, mainly oil, chemicals and diy raw materials, are structured to follow the cargoes Tins means that an
operator does riot have a fixed schedule of sailings lor his vessel and will employ it where and when ho can
Iget a cargo Bulk service is generally not provided on <regularly scheduled basis, but rath r as needed, on
specialized ships transporting a specific commodity Cargoes are shipped unpackaged either dry such as

grain anil ore or liqguid such as petroleum products

Ttie rate structure is not set in deliberations by a group of operators as they are in a teier conference
Iramework Rather, the rates are set by dictates of market tun es of supply/demand for the commodity and lor
|tonnage Brokers arc the key to making contracts and many contracts art; executed over ttie telephone and by

Itelegraph sirl tty on the verbal agreement of businessmen In the hulk trades, bulk operators are contract

carriers, either time or voyage chartered by the shipper

IBulk carriers can be divided primarily into two principal types of ownership, The first is the proprietary owner,
whose costs may hr? calculated as pail of the corporation’s operating expenses To minimize those costs the
I proprietary owner may try lo offer his ship for charter on the ballast teg of a voyage The other type is the
pnvalely owned company which sells its transportation service as lho market dictates. Both types are not
common earners but contract carriers which chador ships on a long-term or short-term voyage or other basis
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Bulk operations in foreirin trade include both dry cargo vessels (grain and coal carriers) and tankers
| (chemical or petroleum products).

Dry Bulk Fleet

As of July 1. 2002. there were 1? Jry cargo vessels in the privately owned oceangoing active
U.S.-flag fleet serving the fore'gn trades. These ships are specifically designed to transport vast
amounts of cargoes such as sugar, grain, ore. coal, etc Examples of dry bulk vessels include
colliers and OBOs In addition, there were 101 non-self-propelled vessels of 1,000 nrt or
greater and 106 non-self-propelled vessels of less than 1,000 gross registered tons serving the

international trades.

Liquid Bulk Fleet

As of July 1, 2002, there were 17 liquid bulk vessels (tankers) in the privately owned
oceangoing active U.S -flag fleet serving the foreign trades, operated by the vessel-operating
subsidiaries of major oil or other companies, or by independently operated companies. These
ships are specifically designed to transport oil and other liquid cargoes At times, tankers also
carry grain Examples of liquid bulk vessels include tankers, liquid natural gas (LNG), arid liquid
petroleum gas (LPG) carriers In addition, there were 39 nou-self-propelled vessels of 1,000
gross registered tons or greater and 3 non-self-propolled vessels ol less than 1,000 gross
registered lons serving the international trades

Flags of Convenience

(FOCI All ships must ho registered to one of the nations of the world in order that responsibility
for violations of international law and convention may be assigned. These ships then fall under
the jurisdiction of their nation of registry. Shipping concerns adopted the practice of shopping
around for nations that would give them the best deal on taxes, wages, and legal restrictions
They “conveniently" register their ships with these countries, which include Liberia — which has
the world's largest shipping fleet -- Panama Honduras, the Bahamas Vanuatu and the

Marshall Islands

International Maritime Organization

flu. International Maritime Organ *ilion (IMO). a spec' od agency of Ih : United Nations whose primary
Ifocus is maritime affairs is resp .insible for measures to impruve the safety of international shipping and
prevent marine pollution from snips It is also involved m legal matters, including liability arid compensation
issues and the facilitation of international maritime traffic. Established under a 19*18 United Nations Convention
that entered into forco- >n March 17 ldr, 3 'MO is open to membership by all slates that are members of the
United Nations and to other states in aCCOrdance with the admission procedures of the IMO Convention

IMO consists of an Assembly, a Council and five CommitluRK Maritime Safety Committee (MSC) - the senior
Itechnical body responsible for all matters affecting maritime safe /; the Marine Environment Protection
Committee (MEPO- responsible lor Ihe prevention and conlrol of pollution from ships, the Legal Committee;
lhe Facilitation Committee and, ihe Technical Cooperation Committee. The organization, which is based m
London. England, currently has 162 member stales and two associate members. The Secretary-General.
IWilliam Q'Noil of Canada who is appointed by Ihe Council and approvod by lhe Assembly, heads the IMO

| Secretariat

United States' Role

The U.S. Coast Guard, by appointment of Inhe Department of Stale, leads U.S delegations to
IMO meetings while the Department of State leads lhe U.S. delegations to the Council and lhe
Technical Cooperation Committee In addition to the Coast Guard, U.S. delegations often
include representatives from other U S. agencies, such as lhe Maritime Administration, the
Department of Defense, the National Oceanic and Atmospheric Administration, and ihe
Environmental Protection Agency Private sector representatives also serve on the U S
delegation, including repr ;enlalives of the Transportation Institute
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Since the tale 1970s. the United States has taken the initiative to improve International
standards for maritime safety and protection of the marine environment so as to provide a
significant degree of protection for its waters, waterways, environmental resources, population,
and property Largely as a lesult of U.S. efforts, the international maritime community has
become more uniformly regulated by increasingly comprehensive and stringent inte. national
standards. Over the past three decades, most of the vessel design, equipment and operational
standards adopted in IMO instruments have evolved to Ihe point of substantial parity with U.S.
requirements A d in 2002. Ihe United States was instrumental in persuading lhe IMO to adopt
a comprehensive regime to strengthen maritime security and preven' and suppress acts of

terrorism against shipping

IMO conventions are not automatically binding upon governments, since IMO only
recommends the decisions to member governments for adoption An IMO convention is not
binding to Ihe United States and industry until certain criteria are met These include official
recommendation of the convention to the President by the State Department; ratification of the
convention by the President upon lhe advice and consent of (he Senate; domestic,
implementing legislation, if required, and promulgation of regulations by the Coast Guard, if

required.

IMO Conventions and Protocol's

Currently. IMO has adopted 40 conventions and protocols that are mandatory instruments for those countries
that have become party to them The majority of conventions adopted under lhe auspices of IMG or for which
the organization is otherwise responsible falls into three main categories - maritime safely; the prevention of
marine pollution; and. liability and compensation, especially in relation to damage caused by pollution Outside
of these maior groupings are a number of other conventions dealing with facilitation, tonnage measurement
unlawful acts against shipping and salvage, etc Some of the more important conventions of interest and
importance to vessel operators and lo which the United States is a sigmuory include

« International Convention for Safety of Life at Sea (SOLAS) regarded os
the most important of all international treaties concerning lhe safety of
merchant ship® and which specifies minimum standards for lhe construction

equipment and operation ol vessels.

m International Contention for the Prevention of Marine Pollution from
Ships (MARPOL) - which places restraints on the contamination ol the sea

land and air by ships.

International Convention on Standards of Training, Certification and
Watchkeeping for Seafarers (STCW), 1978. as am nded in 1995
establishes internationally acceptable minimum standards and requirements
on training certification and watchkeeping fur seafarers

the IMO has also developed 2(5 separate ¢ ‘'es of safe practice, some of which are mandated through a

specific convention and others of which are only recommendations, for example

International Management Code for the Safe Operation of Ships and for
Pollution Prevention (ISM Code) - establishes salely management
objectives and emphasizes lhe rale of sound management in safety and
pollution prevention Compliance with lhe ISM Code is mandated by the

SOl AS Convention, Chapter IX

' International Ship and Pod Facility Security Code (ISPS Code) - details
security-related requirements for governments, port authorities and shipping
companies in a mandatory suction (°art A), together with a series of
guidelines about how to meet these 'oquirements in a second nun-

r i.indatory section (Part B) The ISPS Code will come into force in July 2004

In addition, IMO has approved or adopted hundreds of recommendations and guidelines in lho form of
resolutions, circulars, and manuals 'hat further supplement or assist in the implementation ol the conventions
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protocols, and codes to improve maritime safety and the protection of the marine environment,

bach to top A
Jones Act / Domestic Shipping

The Jones Act

America's dependence on the s :as has been integral lo its economic health and survival as a nation. Similarly.

I because of the vastness of the nation, the expansive network of rivers, lakes, and canals is critical to Ihe

| efficient transportation of natural resources, food, and manufactured goods from state to state and ultimately to |
market. Because of the importance of the merchant marine and the critical role lhal coastwise and inland

| waterway transportation plays in its economy, America has always made sound decisions about protecting lhe

integrity of this system along with the vitality ol our waterways.

Thus, the Jones Act titled after its sponsor Senator Wesley R. Jones, a Republican from Washington State,
Iwas passed as part of the Merchant Marine Act of 1920. This federal legislation specifies that domestic
waterborne commerce between two points within lhe United States and subiect to coastwise laws must hr:
transported in vessels built in the United States, documented under the laws of the United States, and owned

by the citizens of the United States

Provisions such as these are not unique in the world, nor are they new to the United States A recent survey
| conducted by the Maritime Administration. - an agency of the Department of Transportation - found that 47
nations have laws restricting foreign access to domestic trade These similar cabotage laws - from the Frem h
Iword caboter which means to sail coastwise or by the capes - reserve a country's domestic maritime
' (ransportalion for its own citizens Cabotage principles are designed to guarantee the participation of a
Icountry's citizens in us own domestic trade. These laws foster the development cfa merchant marine and give
I preference to local labor and industry. More importantly, they supporl national security and protect the
Idomestic economy Cabotage laws have been the norm since the early days of our nation. In 1789. the first
Congress of the United States restricted registration for coastal trades and fisheries lo U.S -built and U S -
owned vessels and gave these vessels preferential treatment with respect to tonnage taxes and cargo import
I duties. Additional cabotage 'aws were enacted during lhe intervening years between that first cabotage law
and the enactment ot the Jones Act over a century later Variations of these cabotage laws exist today in the
U.S transportation, utility, and communication ; industries Federal laws reserve other kinds of U S maritime
activity lo Americans -- including passenger ships fishing in U S. territorial waters towing in U S harbors or
| between two points in the United States, salvage operations in the U.S dredging in U.S waters, and the
exploitation ul minerals and oilier energy resources wilhin the 200 mile economic zone

Maritime Administration
Survey of <ifty Three Maritime Nations
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Source U S Department of Transpoilation

The Jones Act fleet includes over 42,000 commercial vessels and annually transports approximately one
billion tons of cargo. Based on lhe principle that cargo carried between U.S ports is vital to the American
economy, the Jones Act protects the nation's waterways from being turned over tc foreign ships, owners, or

crews.

Important Benefits of the Jones Act

m The Jones Act assures that the U. S mainland and its offshore communities continue to have reliable
domestic water transportation service subject to national control in times of emergency.

m Jones Act vessel construction and repair in U.S. shipyaids assures the availability of the skilled
professionals and the modern facilities needed in time of war or national emergency

m  Freight revenues earned by domestic carriers, shipyards, and repair yards are subject to taxes.
Foreign owned carriers and shipyards are not'

m Because of these requirements for the U S -manned vesse's. the American merchant manner is kepi
emp'oyed and trained, while al the same time maintaining readiness to man essential vessels in limes

of war or national emergency

Jones Act vessels support a wide range of American industries. For ocean shipping, the coastwise and
mtercoaslal fleet primarily employs crude oil and product tankers while lhe domestic ollshore fleet mainly
employs container vessels. For Great Lakes shipping. Ihe Jones Act fleet carries iron ore. coal and limestone
Inland waterways shipping carries more domestic cargo than ocean shipping and Great Lakes shipping
combined, transporting farm products, petroleum products, coal and non-metallic minerals, and chemical and

allied products in bulk by barge

Fvery Statu Benefits From Jones Act Trade

Jones Act cargo movement tnclu * . crude oil in coastal tankers from Alaska to California, gram via inland river
barge from the Midwest to the Gulf Coast, metallic ores from Minnesota and Michigan in massive self-
unloading Great Lakes vessels lu Indiana and Ohio inter-plant movement of chemicals and fertilizers along
the Texas Gulf Coast coal by barge from Appalachia to the Midwest and merchandise lo and from Alaska.

Hawaii, and Puerto Rico

On a value-of-c.irgo basis 19 slate-to-slatc Hows account for 40 percent -- over $200 billion m of Jones Act

cargoes
Domestic Jones Act Tonnage by State 2001
{thousand metric tons)
STATE SHIPPING RECEIVING INTRASTATE
Alabama 9 48b 15 443 11,774
Alaska 47.45)1 2.323 1.561
Arkansas 3,977 4.355 2725
California 5.065 27.176 8.109
Connecticut 791 10.569 1.186

Delaware 12.452 1.839 1.824
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District of Columbia
Florida

Georgia

Guam

Hawaii

Idaho

Illinois

Indiana

Kansas

Louisiana

Maine

Massachusetts

Minnesota
Mississippi
Missouri
Nebraska

New Hampshire

North Carolina

Oklahoma

Oregon
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Pacific Islands
Pennsylvania
Puerto Rico
Rhode Island
South Carolina
Tennessee
Texas
Trans-Shipment
Vermont

Virgin Islands

Washington

Wisconsin

12020

20.341

2,010

Indicates ports and offshore anchorages where cargo is moved from one vessel lo another

Source' U.S Army Corps of Engineers

IA Major Source of Employment

An estimated 124.000 U S citizens are engage
vessels the building and

d in a variety of Joi.es Act-related jobs including the crewing of

« air of those vessels, and the shore-side management and support of trade On ill

IAmerican coasts, throughout the inland waterway system, and across the Great Lakes. Jones Act employment
impacts the economic vitality of much of the United States.

Tho Jones Act Employs Approximately 12-1,000 Persons

on a Full-Time Equivalent Basis

Number of Jobs
80,170

14 000

0.139

17,247

2,397

416

019

123,988

http://www .trans-inst.Org/l .htinl

Jobs Employment Category

Crews of Jones Act vessels

Maintenance of Jones Act vessels

Shoreside management of vessels and core marine business
Construction and repairs of Jones Act vessels al shipyards
Supply of slores. sup lies and equipment

Providing insurance cc.orage lo the fleet

Financing the Jones Act fleet

Total

Source: Mercer Management Consulting. Inc.
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A Large Contributor to the American Economy

The total direct economic activity associated with the Jones Act fleet is estimated at $15 billion each year. This
includes SB billion in other goods and services, excluding fuel, which are largely produced by American
manufacturers and financial institutions. The Jones Act fleet transports about 1.1billion tons of cargo wodh
approximately $222 billion at a cost of about $12 billion - less than 6 percent of the value of the cargo
Approximately $1 billion of transpodation and other services to meet the needs of offshore oil and gas
operations is generated and S1 billion in other marine activities including dredging, patrols, and environmental

services is generated by the Jones Act fleet

The Jones Act is a Major Contributor to the U.S. Economy
(millions of dollars)

Jones Act Fleet: 41,-119 Vessels
124,000 Jobs

Total: $14,874

Source: Mercer Management Consulting, Inc.

The 124,000 employees that arc involved in Jones Act activities annually pay $1 1 billion in federal income
luxes and S2/2 million m stale taxes In addition the operators oi Jones Act vessels and the shipbuilders and
repairers that support them contribute about S300 million and $55 million in federal and state taxes,
respectively, on their corporate profits. The reality is that a significant portion of this revenue would not ontot
the U.S economy it the Jones Act did not exist and il foreign shipyards, uicws. owners, and suppliers were
operating within U.S waters while? purchasing goods and services outside of lhe U.S The simplistic view of
income taxes paid on Jones Act fleet operating profits underestimates lhe full effect of the Jones Act

Suppliers create jobs and earn profits on the goods and services they provide to Jones Act operators, resulting
in even more lax revenue generated as a result of the Jones Act

An American Tradition Worthy of Protection

Some have criticized Ihe Jones Act, saying that it protects a more expensive mode of transportation that costs
America more dollars The reality is that the difference between U.S. and foreign costs for shipping can be
explained entirely by the difference in costs related lo taxation, regulation and iabor costs, and working

conditions

Americans have a higher national standard ol living, compensation, and working conditions American workers

http://www .trans-inst.org/1.html

Page 13 of 20

1/27/2007


http://www.trans-inst.org/1

Transportation Institute Industry Profile Page 14 0f 20

and American companies have to meet national safety regulations. American employers have to adhere to
strict U S. laws. American companies, their employees, their vendors, and suppliers all have to pay American
taxes. All of these costs directly impact shipping costs, and thus American snippers. No matter how
streamlined and cost-effective their operations are. they will always he at a disadvantage when compared to

foreign operators who do not have to play by comparable rules

If the Jone« Act was repealed, the U.S would experience a devastating loss of maritime jobs - a loss to the
U S that is estimated at $15 billion in direct economic value. In addition to the economic damage that would
result from the thousands of lost jobs, shipyards would stop investing in cost-efficient operations. Long-term
shipping contracts would cease, thus the economy of scale built into those contracts would disappear The
current Jones Act fleet would begin to erode and defaults on federally-guaranteed mortgages would escalate
dramatically, costing the federal government millions of dollars. Total exposure of the federal government and
the owners of the vessels has been estimated to be over $1 billion, thus the government has a compelling
financial incentive in seeing that the Jones Act fleet is not undermined and wiped out by foreign competition

By Necessity ... A Competitive and Innovative Industry

Jones Act marine transportation is fiercely competitive, with carriers competing for spot business and long
term contracts. As a result, rates are naturally constrained. Interestingly enough, while general inflation has
doubled and insurance and other costs of doing business have skyrocketed during the past ten years, Jones
Act rates for petroleum products have remained fixed. In some markets, such as the inland grain trade on the
greater Mississipp' River system, a futures market exists to forward fix, speculate, and hedge gram barging

commitments.

Jones Act marine transportation rates are also naturally limited by competition from other modes of
transportation In virtually every market, rising mantime shipping rates trigger customers tu shift cargoes to
other modes of transportation On the flip side of the coin, Jones Act trade muct remain competitive arid keep
its costs low in order to capture cargo from competing modes of transportation, sur h as oil product pipelines
connecting the U S Gulf to the Mid-Atlantic slates and western coal delivered to the southeast by rail Foreign
sourcing and transportation also imposes powerful rate ceilings on many cargo movements, such as the
shipping of petroleum products on the Atlantic Seaboard

At the same time, innovative production techniques have resulted iri lower construction costs. For example,
barge prices are lower today Il jn they were a decade ago Innovative technologies and economies of scale
have been developed in order to meet vigorous competition And all of this has occurred naturally within the
industry, thus there is no requirement for the manipulation of outside forces in order to increase competition or

innovation It is already happening -- wilfi very positive results for America and American taxpayers

Buy American

The sum and average 30-,ear life of the fleet used in Jones Act trade d<(talcs that about 2.000 replacement
vessels are required eatft year lo maintain the fleet at its current capacity With these 3,000* Jones Act
vessels being replaced each year, approximately 20,000 shipyard workers tie employed through new vessel
construction In addition. 14.000 American jobs are created as a result o! the maintenance arid repair of
existing vessels used in Jones Act trade. The "rule of thumb" for Ihe Jones Act fleet is that new construction

creates tO shipyard (Ohs per "average" vessel

Potential Jones Act Vessel Construction Schedule
and Shipyard Employment
Aannual averages in five year increments)

1/27/2007
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Souice Mercei Management Consulting. Inc.

If foreign-flag ships were permitted to transport merchandise between two points in the United Stales the
foreign-flag operators would be able lo avoid paying U S. taxes! They would employ foreign citizens, not
Americans They would tie subject to foreign construction and safety rules, not stringent American guidelines
Amending the Jones Act would result iri the removal of a portion of the U S gross national product adversely

affecting the U.S balance of payments.

The ripple effect on ttie U S. economy would extend far beyond the waterfront. Shipyards, their suppliers, their
insurers, their employees, and Iho employees of their suppliers would suffer. Land transportation systems that
now efficiently connect and coordinate with water transpodation systems would encounter more complex
problems in maintaining the smooth How of domestic cargoes, which would, in turn, increase shipping costs
Terminating the Jones Act amounts to a shortsighted and "penny wise, pound foolish" decision if it comes to

pass

Foreign trade ministers oppose the Jones Act for very obvious economic reasons. They want to build ships in
their own subsidized shipyards that would be used to transport the domestic commerce ol the United States
Meanwhile, they do not "graciously" offer to terminate their own cabotage laws in exchan And even if they
did, the deal would not bo equitable since America's domestic trade is far greater In size Inan the domestic

markets of our foreign competitors.

Our Nation's Security Depends on the Jones Act

An undeniably vital aspect of the Jones Act is the range of national security benefits Haffords the United

Slates. First, the Jones Act fleet plays a vital role in maintaining the nation's economic security by ensuring

that the United States controls its essential transportation assets and lhe related infrastructure .n bolh
peacetime and wartime American-owned and American-manned ships ensure the safe transport of gram

down the Mississippi, ore across the Gre.it Lakes coal from America's heartland, and more, Without the Jones j
Act America's internal nelwork of waterways wou'd be vulnerable to foreign shippers w-ho don't play by the
same set of safety rules or adhere to important environmental standards. America’s economy relies on an
efficienl system of shipping, llius with foreign vessel operators ploying a role, our natural resources and goods,
and citizens are subject to the whims of ship operators who have a lot less at stake

Because of the Jones Act trade American shipyards and repair yards efficiently operate during times of
peace. As a result when war places demands on these resources, they can be mobilized to repau convert,
and construct vessels for military use - quickly arid efficiently At lhe same time, with (he Jones Act in place,
equipment rnanufa Jurors that supply (ho military are in business and ready lo servo the nation when they are
called upon to use their expertise to produce vital equipment for military needs

In addition, lhe actual Jones Act vessels and Jones Act crews form a ready team of professionals who play a
central role in meeting U.S defense needs when they emerge - sometimes at a moment's notice. Without this
ready fleet of ships and people, the U.S. taxpayer would bear the burden of building these ships and
maintaining these highly technical capabilities over many years It lias been estimated that the Department el
Defense would have lo spond StfOO million annually lo maintain these resources With the military budget

http://www.trans-inst.org/1 .html 1/27/2007
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under continued assault to streamline staffing and ship requirements, it is easy to see the importance of
Keeping the current cost-effective manning and shipping system intact through the Jones Act. The Jones Act
fleet serves as an important adjunct to government-owned defense resources, without any burden of cost to
the government and the American taxpayer. And real world demonstrations such as the Vietnam conflict and
the Gulf War confirm the importance of Jones Act vessels in the mobilization of U.S. allies and in meeting

| logistics requirements.

“The Gull War was a staggering logistical accomplishment.. WWe moved more than 95 percent
of all the equipment, supplies, and fuel by sea. And U S.-flagged ships carrier. 80 percent of the
ocean going cargo We did it in record time and with a near-perfect safety record We tapped
the U S maritime industry and thousands ol merchant mariners lo help augment the

government's strategic sealift forces "

VVADN Francis R Donovan
'‘JSN Commander Military Sealift Command, August 1992

[Critical To Our Environment And To Our Safety

| The regulations issued and enforce” oy ttie U.S. Coast Guard are the most effective in the world. Employing
U.S citizens and resident crews w' ile navigating the c\ nsls and rivers of America involves the reliance on
Ipeople whose orientation is to obr the law. worK hard, jnd have a personal stake in the environmental and
economic well-being of the United States Thus, communities from sea to shining sea are safer for having U.S
operators and U.S merchant mariners serve the nation's maritime transportation needs. Thus, the Jones Act is|

| vital to the environmental security of our nation

The U S Merchant Marine must meet the stringent requirements ol federal s ate, and local laws lhat protect
| America's precious waterways and tidal areas The U S Merchant Marine is required to meet stringent
oversight inspections that have the highest standards in the world Plus, because Jones Act carriers are liable
for failures in performance by law, through insurance premiums, and through the pressure of demanding
Icharterers, I3 S operators cannot cut Clrners or run a slipshod operation using unirained mariners The
lintroduction of foreign-! ) ship operators into the American system invites disaster Some foreign ships do not
have the burden of following national guidelines that gu irontue a well-maintained vessel that is construct'd foi
superior safety. Foreign crews are olten paid extremely low wages, receive few benefits and work inhumane
| schedules Many do not have the superior level of training or professionalism lhat characterizes the U S
Merchant Marine Thus, if the Jones Act is repealed, America's waterways will he heavily traveled by vessels
and crews that do not perform to American standards -- nor will they have the incentive to do so

If the Jones Act were to bo terminated, the number of foreign-flag vessels carrying hazardous cargoes along
our environmentally sensitive coastlines and within the harbors and waterways would increase beyond lhe
already unacceptable level. Our nation's precious environment would he even more vulnerable to those whose

| operating systems are not jp to our standards or within our control

Vitoi To America's Future

The Jones Ac! has been integral to the economic and national security of our nation since it began Today, the
Jones Act offers a clear way to preserve the millions of dollars of tax income gained from Jones Act trade and
fleets The Jones Ai.t employs thousands of Americans through shipping and shipping Support a< tivities a. rows |
Ithe* nation The Jones Act fleet is @ competitive and innovative industry that continues to provide America with
Ihigh quality and cost-effective services from coast to coast 1lhe Jones Act ensures a ship building and ship
I repair resource that can bo mobilized quickly in times ol war The Jones Act guarantees a professional and
ready lon e ol mop hunt mariners who .ire vital lo America'l ability to supply our military forces bringing lood, j
equipment, and ammunition needed lo sur,ain a Keftflicl in distant lands The Jones Aul ensures that our
[nation's waterway- are traveled by well-built ships that meet American safety and environmental standards

Ihe Jones A<t facilitates America's complex and streamlined system ol transportation of goods that is

linvaluable to a strong economy

America cannot aftord lo lose contiol of the movement of crude oil in coastal tankers from Alaska to

[California  grain via inland river barge from the midwest to the Gulf Coast mete'kc ores fiorn Minnesota
and Michigan on Great Lakes vessels to Ohio  coal by barge from Appalachia
1Alaska, Hawaii, and Puerto Rico. American citizens residing across the vast reaches of this nation expect and
deserve the broad-reaching benefits of our nation's ouironl high standard ol shipping and professionalism Ihal

is guaranteed by lhe Jones Act

and goods to and from
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The Jones Act is an American tradition founded on common sense; an American tradition that protects
economic superiority and national security throuyh quality shipping and unparalleled professionalism.
Cabotage laws have enabled America to become the economic force of the world while securing the safety of
our vast national network of inland waterways and coastwise trade. The Jones Act has served America well
during the better part of this century, fostering a superior and streamlined system of transportation that is so
critical to our nation's economic health and fostering the professionalism of a learn of merchant mariners
second to none. The Jones Act has had a dramatic impact on America's past It has brought us to a position of

strength today. It will continue lo serve America well in its future

For further information about the Jones Act. please visit the Maritime Cabotage Task Force

Domestic Shipping

This segment of the American merchant marine that operates on lhe Great Lakes, the inland waterways, and
in the coastwise, intercoastal. and domestic offshore trades carries a combined total of over one billion short
tons of cargo each year. The major products moving in the domestic trade are crude petroleum, raw mateuals,
coal, chemicals, and farm products. Traditional liner cargoes and manufactured products move between the
contiguous 48 states and Alaska. Hawaii and Puerto Rico. In order to maintain market share, the domestic
fleet must compete successfully with alternative modes of inland transportation, including railroads, trucking,
and occasionally airfreight Il is a vital component of the overall transportation network that serves our

country

In 2002. Ihe Jones Act fleet comprises more than 41 .000 vessels arid associated equipment, inoludir j
approximately ODD tugs and 'JO.000 barges, needed lo carry this cargo and 80 million passengers annually
These vessels range fiom the largest of containerships to small, dry cargo barges including tankers, dredging
vessels, and passengei ships. To move these commodities and passengers. Ihe fleet has doubled in size
since 19G5 based on the number ol large vessels in Ihe fleet During the same timeframe, productivity has
more that tripled, increasing al an annual rale 2-4 times greater than America business on the whole.

The U S domestic fleet plays a vital role m sustaining the national maritime infrastructure mat supports U S
maritime and naval power. For example, 87 percent of all U.S.-flagged shipboard employment
opportunities are found in the u.s. privately owned, domestic fleet; that fleet provides over 70 percent

of the new construction opportunity for u.s. shipbuilders; and 07 percent of all cargo moving on u.S.-
flag vessels moves on vessels operating under the coastwise laws

Domestic waterborne services offer the Nation a number of
benefits:

h  Rnl ilivuly low Ir.inspurtulion costs. s specially Ur low-value/ln commodities that are often in close

proximity to the domestic waters
m Historically determined location ol major industrial i eaters close to or along domestic waters

m |-Y'liol of tongosl.on it land and air-based facilities during national emergencies

Domestic Deep-Sea Trades (Coastwise and Non-Contiguous)

The major segments ol the domestic deep-sea trade are the contiguous and non contiguous trades The major
nun-contiguous trades are between the mainland and Alaska Hawaii, Puerto Rico, Guam and (ho islands el
Wake and Midway |lie contiguous routes i onsisl o( the coastwise traffic along Ihe Atlantic, Gulf ind Pacific

Coasts

Cargo m the domestic deep-sea trad*) is predominantly industrial principally petroleum and dry bulk products
In 2000, mom than 226 million metric, tons of cargo was transported via lhe domestic deep-sea trade
Petroleum products au.ounlod lor 00 percent, uude petroleum lor 21 port ent chemicals lor 6 percent and
coal for 6 percent Manufactured products that move primarily in non contiguous trades and food products
accounted for the remainder As of July 1 2002 Ihe self-projtelled and non self-propelled commercial deejt-

sea domestic fleet was comprised of

TYPE NUMBER CARGO CARRYING CAPACI TY

Tankers 139 5,364,000 metric tons
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Dry Bulk Carrier 2 71,000 metric tons
Containerships 24 302.000 metric lons
Tank Barges 669 4,398.000 metric lons
Dry Cargo Barges 353 2,075,000 metric tons
Other Freighters' 196 238,000 metric tons
3,285 3,472,000 metric tons

Other Barges
Tugs/Towboats 1.875 N/A

Includes general cargo ships, roll on/roll off ships, multi-purpose ships, and LASH vessels

Source: Maritime Administration

Inland Trade

America's inland network consists of 12.000 miles ol waterways in 2000, more than 6 9 1million metric tons of
freight was moved on the inland waterways, handling 60 percent of the Nation’s grain exports. 25 percent of
the I i.mic.dl and petroleum exports, and over 20 percent of lhe domestic coal shipments. Like the Great
Lakes, the northern-most inland waters are subject to prohibitive freezing conditions in lhe winter

As of July 2002, the industry serving this trade was composed of:

TYPE NUMBER CARGO CARRV'NG CAPACITY
luys/Towboats 3.429 N/A

lank Barges JTOl 6.050 000 metric tons

Dry Cargo Barges 22.430 J6.05d.000 metric tons

Other Freighters' 107 27.000 metric tom

Other Barges 3.839 -1.716.000 metric (tins

Tanker 2 N/A

' Includes general cargo ships, .oil an roll off ships multi-nurpose ships, and | ASH vessels
Source M intirne Administration

Groat lakos it ado

Great Lakes domestic cargoes primarily include iron ore coal, and limestone The Saint | awrenco seaway
provides Atlantic Ocean access to the Great t akes In 2000 120 million metric tons of cargo moved through
the Great Lakes Winter freezing conditions typically render the Great Lakes fleet inactive for months at a time.

As of July 1, 2002. the domestic Great Lakes Herd was made up of

type number cargo carrying capacity
Dry Bulk Carriers 51) 1.952.000 metric tons

Tinkers 0 21,000 metric tons

Other Freighters 11 54 000 metric tons

Includes general cargo ships roll on/roll olf ships, multi-purpose ships and IASI | vessels

Source. Maritime Administration

In addition, the Great Lakes arc home to a considerable tug/bargo and shipdockiny industry As of July I,
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2002. this inuustry was comprised of,

TYPE NUMBER CARGO CARRYING CAPACITY
Dry Carqo Barges 12 270.000 metric tons
Tank Barges 10 28.000 metric tons
Other Barges 176 218.000 metric ions
141 N/A

Tugs/Tows

Source Maritime Administration

Dredging Trade

The marine construction and dredging industry is a specialty construction trade characterized by equipment
that is housed on floating platforms. The demand for dredging stems from four primary factors:

To provide unimpeded navigation through an existing channel (maintenance dredging):
To improve navigation channels to provide access to larger vessels (new work U€0QING).
To provide shore protection through beach nourishment:

To provide environmental restoration of dredged waters or wetlands

- mE S

The largest purchaser of marine dredging services is the federal government through lhe U.S Army Corps of
Engineers he maintenance-dredging budget ranges from $220-260 million per year The new work-dredging
budget varies greatly from $50 million-180 million annually Since the 1990s, shore protection has grown
enormously from about $25 million to approximately $00 million annually Environmental cleanup and wetlands

restoration is a slow growing dredging trade

As O March 2006. the privately ai.d state-owned U.S.-flag dredging fle*>t totaled 499 dredges, and was
comprised of the following:

m 285 pipeline dredges in which the dredge navigates through a channel on stilt-like spuds The dredged
material is pumped via a slurry pipeline lo a designated placcmenl site near the channel

149 nv hamcal dredges in which material is lifted from the channel bottom via a hydraulic clamshell
and placed m a barge that is towed to the; ultimate disposal silo

29 hopper dredges, which are self-propelled. Coast Guard inspected oceangoing vessels that pump
spoils through a "dragarm" while Pie vessel is sailing When the hopper is full, Ihe dredge sails lo i

designated site for disposal

Source World Dredging & Mining Construction Annual Report

In addition to the aforementioned, the U.S Army Corps of Engineers maintains a 12 dredge fleet consisting of
7pipeline dredges md 5 hopper dredges

Passengot Vessol Trade

Oceangoing passenger vessels can easily lend then.selves to conversion as command and communication
facilities, troop carriers, hospital ships, and rest and recreation facilities during military engagements and can

provide qualified crews for military sealift As of July 2002

Nino vessels of the Alaska Marine Highway System provide passenger and auto ferry service between
Alaskan pods, the newest passenger/vehicle ferry was added to the fleet in 1998 Capable of carrying
550 overnight passengers, it is equipped with high-tech features which can provide emergency

response capability in the event of a natural disaster

Delta Queen Steamship Co operates three paddkwheol steamboats on the Mississippi and Ohio

Rivers
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m  Additional U.S.-flag overnight passenger vessel’ "de coastwise services on the Atlantic, Pacific
and Alaska Coasts; St. Lawrence Seaway; the G. .akes; the Caribbean; Erie Canal, and the
Hudson, Saguenay, and Columbia Rivers. Altogether they number some 30 vessels.

®  Twenty gaming/excursion vessels (riverboats) are operating in Indiana and lowa.

m Approximately 26 U.S -flag cruise-to-nowhore gaming vessels operate from U.S. ports, primarily in
Florida.

s In addition, there are an estimated 5,000 U.S.-flag day passenger vessels (non-cruising) of all types,
including excursion vessels, private commuter ferrie'- and publicly operated ferry systems.

back to top A
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Opening a New World of Opportunity

Changes in shipping preloronces created tho need lor Iranslormation at lhe Pod ol Pnncc Rupert
the Pnnce Rupert Port Authority is investing in the future ol Prince Rupert and the entire region

by developing new capacities lo meet tho changing needs ol shippers and producers trom across
Iho Asia Pacific region Duildrog upon lhe inherent advantages ol Ilhe Pert ol I'rince Rupert's deep
harbour, strategic location, and superior transportation connections. Pnnce Ruport is poised

to open a now trade comdor m the Asia Pacilic tboatre with this Host p‘taso ct container teiminai

development

the Pnnce Rupert Port Authority is building North America s newest container port on the West
Coast ot North America In partnership with M.mer terminals ol Canada Corporation. CN Rail,
tho Government ol Canada, and lhe Province ot Rntish Columbia The new $160 million terminal
will be located on shortest land sea link lo Asia providing direct and efficient links to Chicago,
loronto, and Memph.s the now tacllily will have an annual capacity ot 500.000 ttU s and bo
capable ol handling the largo post panamax container ships ot tomorrow | uluro plans Icaturc
the expansion ol the terminal to reach an anrtu.il capacity ol ? million ILit s
Ilho Pnrtco Rupert container terminal projoct is expected to significantly allot .e congestion

at existing Wes! Coast ports and crcato significant economic opportunities tor Canadian importers
and exporters with tho development ol improved transportation connections to the Asia Pacific
markets Ttie project is a key component to tho Government ot Canada's Pacific Galeway Strategy
The project will also be a catalyst tor economic development and oxpansron across tho northwest

transportation comdor Once complete in 2007. the containor terminal will create over 400 now

lull time |Obs tl.rough the two phases ot tho project.

environmental stewardship and responsibility Is aN Integral part ot the mission ol lhe Prince Rupert
I'on Authonty and the construction at Prince Rupert's Fairview Terminal will be subject to a stnct
environmental review and work to mmirtxzo impacts. Pretminary review ot the pr ct Indicates

the piolect may have a net positive Impact to tho marine environment.

this protect lias had tremendous support throughout the community It will create new |Obs lor
exisnng companies, new businesses in contalnenzation. and new opportunities tor entrepreneurs

in the cxfxxting sector. An outpouring ot enthusiasm trom community members ensures the! the

protect Win move ahead successfully.
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Prince Rupert Port Authority

Takes Environmental
Responsibility Seriously

IProject Postings

Environmental
Documentation

Pra-qualified
Contractor List

Prince Rupert Container Terminal Development - Phase 1

The new Fairview Container Terminal will
move 500,000 TEUs (Twenty Foot
Equivalent Units) per year. It is uniquely
designed to efficiently handle the largest
concentration of intermodal rail business.
As such, the new container terminal will
be North America’s purest marine to rail
intermodal transfer facility. The 18 meter
(60 foot) extension of the wharf will allow
for a berth depth of 16.75 meters (55
feet), enabling the wharf to easily
accommodate the largest container ships
p? v on the drawing board. Those ships
hold up to 12,500 TEUs, making them up
to 22 containers across. The container
yard will hold more than 7,000 TEUs and
have space for almost 3,000 in temporary
storage. It will also have outlets for
refrigerated containers. Significant
support from CN will result in the upgrade
and expansion of the intermodal yard to
seven working tracks and six storage
tracks, enough to hold more than 17,000
feet of train. C. will provide full double-
stack clearance along the route and invest
in additional rolling stock. Maher
Terminals of Canada Corp. will provide
three Super Post Panainax cranes to
efficiently handle the world's largest
container vessels.

http://www.rupertport.com/container.php
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Project Partners

* _
Western Economic
kitni Diversification Canada
C.OUIMWA

Protect Timeline

Terminal bpecilications
Aloa M tiitv
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Lenytli -400 rpntfos; *
W.itui Oeptti 10.nr?trps
Cra<ws j Si-p>» f'jrt.Polittmaj'

GY Capacity ~ i.hryh u.430 1tU

Prince Rupert Container Terminal Development - Phase 2

The vision for the future is the expansion
of the terminal to nearly triple the size of
the facility to accommodate an annual
capacity of 2 million TEU’s to meet the
demands of continued growth in Asia

http://vvwvvv.rupcrtp rt.com/eontuiner.php 1/27/2007
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Pacific traffic trade. The project would
feature an extension of the wharf to 800
meters maintaining a 17 meter minimum
water depth, increasing the dock area to
165 acres, and doubling the number of
super post-panamax cranes. The
expanded facility would have an on-site
storage capacity of 25,000 TEUs and
accommodate the continued growth in
regional export traffic anticipated to
develop over the next decade.

Planning and engineering for both Phase
1 and Phase 2 has been completed
through tue development planning
process to ensure the project planning
integrates this eventual expansion. It is
anticipated that work will commence on
Phase 2 shortly after the completion of
Phase 1, and construction of the
expanded terminal would be complete for
2010.
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Tiny British Columbia Port Aims To Be New Venue for China Trade

Tuesday, August 08, 2006

By Daniel Machalaba, The Wall Street Journal

PRINCE RUPERT, British Columbia -This mist-shrouded port boasts scenic beauty and an abundance of
wildlife but a human population of a mere 13,000.

Now, thanks to soaring U.S.-China trade, Prince Rupert may have a very different future: as an important
link in the transport chain that supplies DVD players, toys, clothes and other goods to the U.S. heartland.

Large container-ship ports in Los Angeles and Long Beach, Calif., have seen surging volumes as the Asian
trade has boomed. This has meant chronic congestion and pushed some cargo to smaller West Coast ports
such as Vancouver, British Columbia. Now tiny Prince Rupert 500 miles to the remote north of Vancouver is
making a play for a piece of that international trade. And the entry of a well-established U.S. port operator

has given the project credibility.

He is M. Brian Maher, whose family-owned company operates the largest container terminal in the port ~f
New York and New Jersey. By October of next year, Mr. Maher expects his giant cranes to be moving Asian
goods onto trains at an upgraded Prince Rupert terminal for a 2,600-mile rail ride to the Midwest. He is
gambling that big-box retailers and large global shipping companies, frustrated by backups at Southern

California ports, will flock to his alternative route.

The project faces plenty of obstacles. A tribal group has filed a lawsuit contending the container-terminal
plan violates aboriginal land rights. The city's small population means there will be almost no local demand
for the arriving goods, nor local products to put on the ships for their return voyage to Asia. Workers are
having to adapt their schedules to environmental concerns, such as holding off blasting when whales, sea
otters or porpoises are sighted. And there is no guarantee that either the shipping companies or the big

retailers will want goods sent via Prince Rupert.

Situating a container-ship operation at such an out-of-the way spot turns conventional wisdom about port-
building on its head. The usual plan is to build ports next to major cities that generate great demand for
cargo, and then to compete for freight bound for elsewhere as well. But more than 98 percent of goods
imported through Prince Rupert will leave the area immediately on long train rides.

The Prince Rupert project is part of a wave of port development that attempts an end run around the most
historically important Asian gateways farther south. Los Angeles and Long Beach handled more than 60
percent of containers that passed through West Coast ports in the U.S. and Canada last year. They are a
magnet for cargo because they have a huge local market and abundant rail lines. Manufacturers and
retailers have fed the growth by building vast distribution centers about 40 miles east of Los Angeles.

But traffic has been seriously snarled three times in the past decade, including a 10-day shutdown in 2002
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resulting from a stalemate in labor negotiations. The Southern CJifomia ports recently expanded capacity
by keeping truck gates open at night and on weekends, and by adding more tracks, terminals and
dockworkers. But "shippers have already been burned, and they know they can't just rely on established
West Coast ports,” Mr. Maher maintains. "They have to find alternative gateways."

Prince Rupert has lots of competition in the bid to provide alternatives. Voters in Panama will decide this fall
whether to back a $5.5 billion widening of the Panama Canal to handle bigger ships carrying Asian goods to
the U.S. East Coast and Gulf of Mexico ports. Houston is building a container terminal to serve Wal-Mart
Stores Inc. and Home Depot Inc. distribution centers. The largest container-ship company in the world, A.P.
Moller-Maersk Group of Copenhagen, is building a new terminal in Norfolk, Va. New facilities are under way
or planned in smaller ports in Mobile, Ala., Wilmington, N.C., and Jacksonville, Fla.

Kansas City Southern is pushing a Mexican port as the answer. The railroad has spent 10 years assembling
a rail line linking the Pacific port of Lazaro Cardenas with Kansas City, and recently launched direct cargo
trains over part of the 2,200-mile route. Giant terminal operator Hutchison Whampoa Ltd. of Hong Kong
plans to build a new container terminal in Lazaro Cardenas by the end of next year.

Describing the Prince Rupert project, Kansas City Southern Chairman and Chief Executive Michael Haverty
says: "I mean no disrespect, but it's isolated, there's nothing there and you have to go a long way to get

there."

As for the shippers and retailers who will decide how much use to make of Prince Rupert, they express
interest but aren't ready for commitments. "We need options to the existing West Coast ports and Panama
Canal,"” says Peter Keller, an executive vice president of NYK Line (North America) Inc., a container-ship
company. He says Prince Rupert has the water and the rail capacity, but will have to show it can compete

on rates and service.

With a deep natural harbor, Prince Rupert has long been a port but not one that could handle container
ships. Local authorities such as Don Krusel, president of the Prince Rupert Port Authority, sought to add
container capacity and finally won provincial and Canadian national aid for the project. But skepticism
remained strong until the port signed up a major terminal operator, Maher Terminals Inc. A terminal operator
leases port facilities and provides the cranes that transfer containers from ships for transport over land by

truck and train.

The idea of exploiting this isolated natural harbor for major movement of cargo dates all the way back to
1906, when railroad builder Charles Melville Hays had a vision of making it part of a shortcut from Asia to
Europe. He proposed to load trains at Prince Rupert with silk arriving from China, speed the freight to
Montreal by rail and load it back on ships that would traverse the St. Lawrence River and the Atlantic. But six

years later Mr. Hays died on the Titanic.

Prince Rupert developed modestly as a small hub for exporting bulky goods that weren't being put in
standard metal containers. The Fairview Terminal at the mouth of the inner harbor loaded lumber into ships

bound for Asia, while other docks handled grain and coal. But coal volume suffered as some mines closed.
The port's cargo dwindled to under five million tons last year from about 14 million in 1994.
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Nestled among the coastal mountains and islands of northern British Columbia and drenched by about 10
feet of precipitation annually, Prince Rupert stays lush and green. Its harbor at the end of a narrow inlet
extends to an unusual depth of more than 100 feet. Lining the waterfront are old wooden piers, a rail yard,
ferry terminals, fish-processing plants, and a few seafood restaurants.

Mr. Maher got interested in the area a few years ago at the suggestion of one of his executives. Mr. Maher,
59 years old, is the son of a onetime longshoreman who got into terminal operation in New Jersey after
World War Il. The area boomed as trade grew and cargo began moving in containers instead of cartons and
other loose items. Maher Terminals, owned by Mr. Maher and his brother Basil, 54, now operates a 450-
acre terminal in Elizabeth, N.J., next to the New Jersey Turnpike and Newark airport. Home to 26 container-

ship lines, the huge facility handles 5,000 trucks a day.

Convinced the flood of Asian cargo would bring new cargo growth to the Pacific Coast, Mr. Maher looked for
ways to expand but missed out on a chance to operate a container terminal in Tacoma, Wash. When one of
his executives brought up the idea of developing Prince Rupert, Mr. Maher liked the idea, partly because the

deep harbor could accommodate the biggest ships without dredging.

The British Columbia por* ai*o appeared to offer the shortest, fastest route from China to the U.S. Midwest,
and it had an upgraded rail line with capacity to spare. To move a 40-foot container from Shanghai to
Chicago via the Los Angeles or Long Beach docks takes about 22 days and costs about $3,500. Prince
Rupert is 1,100 miles closer to Shanghai than Southern California, equal to about two days of travel time.

In addition, in contrast to rail freight from Southern California, once a container is loaded on ? train in Prince
RupeT, there are few local stops to slow it during its 2,600-mile trek over moun' 3ins and prai.ies to Chicago.
While that route is longer than the land route from Los Angeles to Chicago, the rail-transit time might be
about the same. "The only thing trains have to worry about is hitting a moose," says Mr. Krusel of the local
port authority. He calculates that Asian freight passing through Prince Rupert should arrive in Chicago nearly
two days sooner than if it had gone throug.i the Southern California ports.

When Prince Rupert authorities who were pushing the container-ship project solicited proposals from
terminal operators, Mr. Maher jumped in. Mahei Terminals won a 30-year lease with an option to develop a

larger operation later.

While the losing bidders meant to use Prince Rupert just for overflow, Mr. L'*her believed the port could
become a major cargo gateway for North America despite its remoteness. He agreed to spend $60 million
initially on new cranes and equipment as part of transforming the old docks into a container terminal. Port
officials now are drawing up plans for a massive second phase that would expand the terminal far more.

That project could cost hundreds of millions of dollars, meaning that Maher Terminals' investment could
ultimately run as high as $500 million. Mr. Maher argues that continuing rapid growth in cargo from the Far
Fast to the U.S. rising about 10 percent a year means that ship lines will flock to Prince Rupert and other

new terminals elsewhere.

While most port terminals have sprawling lanes for thousands of trucks, Prince Rupert because so little
cargo will be used locally will have only one truck gate. The vast majority of containers will be loaded onto
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rail cars waiting in a big rail yard, Prince Rupert's deep, funnel-shaped harbor has tides that rise and fall 25
feet every 12 hours, so it will need cranes especially designed to adjust to the huge tidal swings.

To help fill containers for the return trip to Asia, Canadian National Railway Co., which runs the rail lines
leaving Prince Rupert, plans to build new depots along a route from Memphis, Tenn., that will collect

soybeans, cotton, paper and other exports.

Workers now are demolishing the old Fairview Terminal in the shadow of towering Mount Hays to make way
for the first phase of the new port. Steel pilings 120 feet long will extend the pier into deeper water. Workers
are laying the foundation for the huge cranes, scheduled to arrive next spring. They, too, are coming from

China.

Mr. Maher still must overcome opposition from the Coast Tsimshian First Nations tribal group, whose
members have longstanding land-title issues in the region and say they weren't sufficiently consulted about
the project. "They are determined that tnis p~rt won't operate until their issues are resolved,"” says Greg
McDade, lawyer for the tribe. Port officials are confident the project won't be slowed or derailed.

Although the dock will have union labor, some officials of the International Longshore and Warehouse Union
express skepticism about port projects such as Prince Rupert, concerned that they may lessen the union's
leverage when the current contracts expire in 2008. Current dockworkers in Prince Rupert, who belong to
the Canadian chapter of the ILWU, continued to work during the 2002 labor battle.

As far as competition is concerned, the Prince Rupert project has a big jump on the Panama Canal
expansion plan, which some say could take 10 years if approved. The Lazaro Cardenas project in Mexico
has suffered from labor strife, such as the fatal shooting by police in April of two strikers at a nearby steel
mill. Parts of the raiiroad connecting the Mexican port to the U.S. are circuitous and slow, using mostly a
single set of tracks that forces trains tG pull into sidings and wait for other trains to pass on heavily trafficked
portions of the route. Meanwhile, the giant established ports in Southern California face the possibility of

work stoppages when dockworkers' contracts expire.

Among the obstacles to be faced in Prince Rupert are the reluctance of some shipping lines to add new
ports because of extra costs such as for piloting the ships. But after years in the New Jersey docks,
wrestling with the complexities of opeiating a terminal amid congestion, union wrangling and local politics,

Mr, Maher figures he is ready for just about anything at Prince Rupert.
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Rupert container port may need to be even bigger

By Lcannc Ritchie
The Daily News
Friday June 2, 2006

The province’s minister of economic development says B.C. has not even begun to contemplate enough
port developments to meet the rising tide of container traffic expected from Asia.

Colin Hansen, Minister of Economic Development, has been in Asia for the past two weeks visiting the cities
of Beijing, Guangzhou, Hong Kong, Tokyo, and Dhanghai, where they’re building a container port with seven

times the capacity of what’s being planned for the Pacific Coast.

"I've spent a lot of time at port developments. The message | have to bring back to Canada is that Asia is
building tremendous capacity for container traffic in China and Hong Kong. We are not even starting to meet

the demand that will be there."

Hansen is in Asia to promote B.C.’s natural location, investment and business opportunities.

He said there is a great desire to do business with Canada.
"They feels there are much better opportunities than expanding in the U.S.,” he said.

"People are very interested in the development in Prince Rupert but they are wondering if we are thinking
big enough with the development there."

Currently, plans for the Fairview Terminal Conversion Project include phase 1, which will be able to handle
500,000 containers annually, Funding of $170 million is in place for Phase 1

Phase 2 is expected to expand the port’s capacity to handle up to two million containers per year.

Although only in its pre-feasibility phase, the port is also looking at land for a potential third phase, which
would double the capacity to four million containers per year.

Yet even with all that, Prince Rupert’s plans have been called ‘wimpy” by GeorgeStalk, a senior executive
with the Boston Consulting Group, who fears Canada'’s not thinking big enough when it comes to developing
Prince Rupert’s port.

Premier Gordon Campbell echoed those worries last week during interviews in Vancouver — that the rest of

the country is not fully behind the Pacific Gateway project.
“Our biggest problem on the Pacific Coast right now, in Canaoa, is that we don't think big enough,” said the

premier.
"Is there going to be an embracing of a nationalism agenda to open that Pacific door?

That's the real question."
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The new Conservative national government matched its
Liberal predecessor’'s commitment of $590 million to the
Gateway project to expand B.C. ports and capture
incoming trade.

However, they chose to roll the money out over eight years, as opposed to the previous five-year roll-out.
With files from Canwest News Services
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Texas Property Tax Code
2004 Edition

Title 1. Property Tax Code
Subtitle C. Taxable Property and Exemptions

Chapter 11. Taxable Property and Exemptions

Subchapter A. Taxable Property

Sec. 11.01. Real and Tangible Personal Property.
Sec. 11.02. Intangible Personal Property.

[Sections 11.03 to 11.10 reserved lor expansion]

Sec. 11.01. Real and Tangible Personal Property.

(a) All real anu tangible personal property that this state has
jurisdiction to tax is taxable unless exempt by law.

(b) This state hasjurisdiction to tax real property if located in this
state.

(c) This state hasjurisdiction to tax tangible personal property if the
property is:

(1) located in this state for longer than a temporary period;

(2) temporarily located outside this state and the owner resides in
this state; or

(3) used continually, whether regularly or irregularly, in this state.

(d) Tangible personal property that is operated or located exclusively
outside this state during the year preceding the tax yearandon January
lofthe tax year is not taxable in this state.

Amended by 1983 Tex. Laws, p. 1908, ch. 353, Sec. I; amended by 1989 Tex.
Lawp. 1751, ch. 534, Sec. 2.

http://www.window.state.tx.us/taxinfo/proptax/tc04/ch 11a.htm
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Cross References:

Situs of property, see Secs. 21.01,21.02, 21.03, 21.04, 21.06, 21.07 & 21 08.
Constitutional requirement to tax property, see art. VIII, Secs. 1& 11 Tex.

Const.

Notes:

Foreign trade zones constitute foreign and, hence, interstate commerce, so they
are in the purview of U. S. Congress. Imposing local property taxes on the
property in foreign trade zones would affect interstate and foreign commerce,
and forbidding such taxes would provide uniform treatment of foreign trade
zones throughout .he country. The exemption from local property taxes does not
violate the Tenth Amendment nor the Guarantee Clause of the U. S. Constitution.
Deer Park Independent School District et al. v. Harris County Appraisal District
etal, 132 F.3d 1095 (U.S. 5th Cir. 1998, petition denied).

An exporter that detains goods in a warehouse while awaiting overseas export is
entitled to a property tax exemption under the Commerce Clause and the Equal
Protection Clause of the United States Constitution. Taxation would prevent the
federal government from speaking with one voice in its regulation of commercial
relations with foreign governments. Vinmar. Inc. v. iarris County Appraisal
District. 947 S.W.2d 554 (Tex. 1997).

The import-export clause of the U. S. Constitution and its related legal test of
stream of export exempts goods from taxation once exportation has commenced
as a pail of transportation in a continuous route or journey. Seaboard states are
prohibited from taxing goods merely flowing through their ports from other
states. Goods are placed into the stream of export when they were shipped from
the vendors to the export shipper for a pre-detenuined foreign destination. The
inspection of the goods, approval for import, and packing the goods were
necessary for the safe and efficient movement of these goods and merely
facilitated their export. Taxing the goods violated the United States import-
export clause. Virginia Indonesia Company v. Harris County Appraisal District,

910 S.W.2d 905 (Tex. 1995).

Property is taxable in Texas if and to the extent the federal constitution permits
Texas to tax it. Greyhound Lines v. Board of Equalization. 419 S.W.2d 345 (Tex.

1967).

I he ad valorem tax did not violate the subsidiary's substantive due process rights
because taxing property with no direct benefits to the property does not amount
to a palpable and arbitrary abuse of power unless its initial inclusion in the
district was itselfa palpable and arbitrary abuse of power. The constitutional
requirement of equality and uniformity is met when taxation is uniformly
assessed on an ad valorem basis on all taxable property without regard to benefits
received. Southwest Property Trust, Inc. v. Dallas County Flood Control District
No. 1, No. 05-97-00399-CV (Tex. App.-Dallas 15th Dist.] 2002, rehearing
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overruled).

Computer application software consisting of imperceivable binary pulses that

need not be packaged in a tangible form met the definition of intangible personal
property. Such computer software is intangible personal property and not taxable
for property tax purposes. The Legislature in Tax Code Section 11.01 allowed for
only certain classes of intangible property to be taxed and defined intangible

personal property in Tax Code Section 1.04(6). Dallas Central Appraisal District
v. Tech Data Corporation, 930 S.W.2d 119 vTex. App.-Dallas 1996, writ denied).

Taxation of leased shipping containers owned by United States-domicilcd
taxpayers and located within appraisal districts January 1did not provide a
commercial advantage to local business and did n*t violate the United States
Constitution. No multiple taxation was shown and taxpayer was required to pay
for governmental services. Harris County Appraisal District v. Transamerica
Container Leasing, Inc., 920 S.W.2d 678 (Tex. App.-Houston [1st District] 1995,

writ sought).

Property mistakenly granted an exemption from taxation undrr Sec. 11.01(d)
could be back-assessed as omitted property under provisions of Sec. 25.25.
Friedrich Air Conditioning and Refrigeration Company v. 3exar Appraisal
District, 762 S.W.2d 763 (Tex. App.-San Antonio 1988, no writ).

Goods are located in the state for more than a temporary period only if, under
federal law, they arc in interstate transit. If the owner of the goods interrupts the
continuity of transit for any business purposes or profit and not to accommodate
to the means of transportation, the goods are no longer in interstate transit and
are taxable in the state. Dallas County Appraisal District v. L. D. Brinkman and
Company, 701 S.W.2d 20 (Tex. App.-Dallas 1985, writ refd n.r.e.).

Article 7150f [repealed, now see Sec. 11.01(d)], prohibits taxation of goods
owned by a Texas taxpayer, that are physically present in the state for sufficient
time to acquire tax situs at common law. and not exempted by federal law as
being in interstate commerce. Under these circumstances. Texas courts would
Hold that the statute goes beyond reasonable legislative action and uses tax situs
as a vehicle for granting a property tax exemption. Op. Tex. Att'y Gen. No. H-

1308(1978).
11.02. Intangible Personal Property.

(a) Except as provided by Subsection (b) of this section, intangible
personal property is not taxable.

(b) Intangible property governed by Article 4.01, Insurance Code, or
by Section 89.003, Finance Code, taxable as provided by law, unless
exempt by law, if this state hasjurisdiction to tax those intangibles.

1/24/2007
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(c) This state hasjurisdiction to tax intangible personal property if the
property is:

(1) owned by aresident of this state; or

(2) located in this state for business purposes.

(d) Repealed in 1984.

Amended by 1984 Tex. Laws (2nd C.S.), p. 212, ch. 31, art. 3, part A, Sec. I;
mended by 1999 Tex. Laws, p. 303, ch. 62, Sec. 7.88.

Cross References:

Intangible personal property defined, sec Sec. 1.04,

Transportation intangibles, see ch. 24.

Situs of intangible property, see Sec. 21.06.

Situs of transportation intangibles, see Sec. 21.07.

Situs of savings and loan, insurance company intangibles, see Sec. 21.08.

Note:

Computer application software consisting of imperceivable binary pulses that

need not be packaged in a tangible form met the definition of intangible personal
property. Such computer software is intangible personal property and not taxable
for property tax purposes. The Legislature in Tax Code Section 11.01 allowed for
only certain classes of intangible property to be taxed and defined intangible

personal property in Tax Code Section 1.04(6). Dallas Central Appraisal District
v. Tech Data Corporation, °30 S\V.2d 119 (Tex. App.-Dallas 1996. writ denied).

[Sections 11.03 to 11.10 reserved for expansion]
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Schwat!.megger Vetoes Container Tax. Following NCA Effort

California Governor Arnold Schwarzenegger vetoed legislation
calling for a new tax on shipping containers. The bill carried a
price tag for shippers of more than $500 million a year, and the
NCA appealed to the governor to nix the bill. NCA also
spearheadecUHjrassroots campaign for California companies to
make sipnttirappeals to demonstrate broad industry opposition,
The bitffsB 927, would have imposed a $60 tax on all containers
moving t.irough'fne ports of Los Angeles and Long Beach. Its aim
was to ratSefunds for undefined puiposes related to port security,
clean air and transportation projects throughout the state.

Unconstitutional Tax

In itS letter to Gov. Schwarzenegger, NCA made a strong legal
and economic case against the legislation. Citing precedent, NCA
emphasized that container taxes constitute an unconstitutional
tax on foreign and interstate commerce and have previously been
struck down. NCA also spelled out the potential harm to the
California economv. On top of other infrastructure fees, the
increased costs would make the pons non-competitive, forcing
shippers to look to other states. Moreover, legislative goals are
already served by privately financed programs. Terminal
operators pay rent and fees to the state's ports that include
infrastructure support costs. Also, terminal operators invest
money in infrastructure and pass their costs to shippers as part of
existing freight contracts with ocean catrriers.

Government Affairs

NCA's government affairs capabilities allow quick response to
legislative developments on the federal, state and local levels.
When news arrived that the California bill was on the governor's
rt«sk, the NCA sprung into action. It submitted its letter within

jrs and tapped its existing database of about 500 California
companies to deliver information and model correspondence to
facilitate a broad Industry response.

Return
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DRINK TO YOUR
HEALTH: Study Proves
Coffee's Anti-bacterial
Effects

Two recent studies
confirm coffee fights
bacteria m the body
(more)

US Normalizes Trade
with Vietnam

New US tiade status
coincides with Vietnam's
WTO membership (more)

More News Available:

Members receive full,
monthly “Coffee
Reporter"” via e-mail,
and can access all
stones and statistics
al link on homepage
(left menu bar) The
newsletter is published
quarterly in hard copy
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Multiple Agency Fiscal Note Summary

Bill Number: 5207 SB Title: Freight congestion relief

Estimated Cash Receipts

Agency Name 200'109
GF- State Total
Office of State Treasurer Non-zero but indeterminate cost.
Department o f Revenue 478.000 287.280.000
Total S 478.000 287,280,000|

Local Gov. Courts *
Local Gov. Other **

Local Gov. Total

Estimated Expenditures

Agency Name 2007-09

FTEs GF-State Total FTEs
Office of State Treasurer 0 0 0 0
Department of Revenue 3 46.600 46.600 1
Departmentof 0 0 0 0

Transportation

Total 0.3| $46 600 $46,600 01

Local Gov. Courts *
| ocal Gov. Other "
Local Gov. Total

Prepared by: Doug Jenkins, OFM

*  See Office of the Administrator for the Courts judicial fiscal note

**  See local government fiscal note
KNI'II) 14732

2009-11

GF- State

| Total

Please see discussion."

720 000| 433,199,000

720,000 433,199.000

2009-11
GF-State

13.400

513.400

Total FTEs

13.400

$13,400

Phone:

360-902-0563

[EEN

0.11

201 M 3
GF- State | Total
779.000 467.865.000
779.000 467,865,000
2011-13
GF-State Total
0 0
13.400 13.400
0 0
$13,400 $13,400

Date Published:

Final 1/20/2007



Individual State Agency Fiscal Note

Bill Number: 5207 SB Title: Freight congestion relief Agency: 090-Qffice of State
Treasurer

Part | Estimates

No Fiscal impact

Estimated Cash Receipts to:

Non-zero but indeterminate cost. Please sec discussion.

Estimated Expenditures from:
FY 2008 FY 2009 "007-09 2009-11 | 2011-13
Fund

Total S

The cash receipts and expenditure estimates on this page represent the most likely fiscal impact Factors impacting theprct isiotl of these estimates,
antialternate ranges (ifappropriate), are explained in Fart Il

Check applicable boxes and follow corresponding instructions:

If fiscal impact is greater than S50.000 per fiscal year in the current biennium or in subsequent biennia, complete entire fiscal note
rm Parts |-V.

; f fiscal impact is less than S50.000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Part I).

] Capital budget impact, complete Part 1V.

1] Requires new rule making, complete Part V.

Legislative Contact: Davu. Ward Phone: 3607X67341 Date: 01/15/2007

Agency Preparation:  Dan Mason Phone: 360-902-9090 Date: 01/16/2007

Agency Approval: Dan Mason Phone: 360-902-9090 Date: 01/16/2007

OFM Review: Deborah Feinstein Phone: 360-902-0614 Date: 01/16/2007
Request U 021-1

Form FN (Rev 1/00) | Bill// 5207 SB



Contact Us - National Coffee Association Pa”e 10f 1

National Coffee Association of US.A, Inc.
15 Maiden Lane, Suite 1405

New York, NY 10038
Telephone; 212 766-4007 Fax: 212 766-5815

For General Information or lo Contact a Staff Member- info@ ncausa org

Robert F. Nelson - President & CEO
Donna Pacheco - Director of Administration & Assistant to the President

Steven M. Wolfe - Director, Membership Development and Marketing
Gerri Buchanan - Manager, Marketing & Member Services

Joseph F DeRupo - Director. Communicai.ons & Public Relations

Jeff Kendrick - Administrative Assistant

http://wvvw.neausa.org/ida/pagcs/index.cfrn?pageid=32 1/26/2007
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Part I1: Narrative Explanation

1. A - ~rlef Description O f What The Measure Does | hat lias Fiscal Impact

Briefly describe, by section number, the significant provisions ofthe hill, and any related workload or policy assumptions, that have revenue or
expenditure impact on the responding agency

SB 5207 creates the freight congestion relief account and allows the account to retain its earnings from investments.

Earnings from investments:
The amount of earnings by an account is a function of the average daily balance of the account and the earnings rate of

the investment portfolio. The average daily balance is a function of the beginning balance in the account and the timing
& amount of receipts, disbursements, & transfers during the time period in question. Accordingly, even with a beginning
balance of zero, two accounts with the same overall level of receipts, disbursements, and transfers can have uiffcrent

average balances, and hence different earnings.

There will be an impact to the earnings; howeve*, the actual earnings will be determined more by the impact lo the
average daily balance than the amount of increases or decreases in receipts, disbursements, and transfers. Currently,
estimated earnings are indeterminable. Without projected monthly estimates of receipts, disbursements, and transfers,
OST is unable lo estimate he changes lo the average balance of the account and the impact lo earnings

Based (11 the November 7006 Revenue Forecast, the net rale for estimating earnings for FY 08 is 4.18% and FY 00 is
4.21%. Approximately $41,800 in FY 08 and $42,100 in FY 09 in net earnings and $5,000 in OST management Ices
would be gained or lost annually for every SI million increase or decrease in average daily balance.

Il. B - Cash receipts Impact

Briefly describe and i/uantifv the cash receipts impact of the legislation on the responding agency, identitymg the cash receipts provisions by section
number and when appropriate the detail of the revenue sources Briefly describe the tactual basis of the assumptions and the method by which the
cash receipts impact is derived lexplain how workload assumptions translate into estimates Distinguish between one tune and ongoingJunctions

SB 5207 creates the freight congestion relief account and allows the account to retain its earnings from investments,

1. C * Expenditures

Briefly describe the agency expenditures necessary to implement this legislation (or savings resultingfrom this legislation), identifying hv section
number the provisions o fthe legislation Ihat result in me expenditures tor savings), Briefly describe the factual basis of the assumptions and the
method by which the expenditure impait is derived Explain how workload assumptions translate into cost estimates Distinguish between one tune

and ongoing functions

Part IIl: Expenditure Detail

111 A - Expenditures by Object Or Purpose
FV 2008 FY 20C9 2007-09 2009-11 2011-13

FTF. Staff Years

Total:

Part 1V: Capital Budget Impact

Part V: New Rule Making Required

Identify provisions of the measure Ihat ret/inre the agency to adopt new administrative rules or repeal revise existing rules

Request!/ 021-1
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Department of Revenue Fiscal Note

Bill Number: 5207 SB Title:

Part I: Estimates

No Fiscal Impact

Estimated Cash Receipts to:

FUND
GF-STATE-Stalc

01 - faxes 05 - Bus and Occup Tax
NEW-State

oo- 00 -
Total $
Estimated Expenditures from:
FTE Staff Years
Fund
GF-STATE-Slate 00! -I
Total $

Freight congestion relief

FY 2008
139,000

83,150,000
87 789,000

FY ?°08
0.5

39,900
39,900

FY 2009
339,000

203,652,000
203,991,000

FY 2009

6,700
6,700

Agency: 140-Department of
Revenue
2007-09 2009-11 2011-13
478,000 720,000 779,000
286.802,000 432,479,000 467,086,000
287,280,000 433199 non 467 865.000
2007-09 2009-11 2011-13
0.3 0.1 0.1
46,600 13,400 13,400
46,600 13,400] 13,400

The cash receipts anil expenditure estimates an this page represent the most likely fiscal impact Factors impacting the pro. iston oj these estimates,
and alternate ranges (ifappropriate), are explained in Part Il

Check applicable boxes and follow corresponding instructions:

1 fiscal impact is greater than $50,000 per fiscal year in the current biennium or in subsequent bennia, complete entire fiscal note

rm Parts I-V.

| f fiscal impact is less than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Part I)

| | Capital budget impact, complete Pari IV.

i ] Requires new rule making, complete Part V.

Legislative Contact: David Ward
Agency Preparation:  Valerie Torres
Agency Approval: Kim Davis

OFM Review: Doug Jenkins

Form FN (Rev 1/00)

Phone
Phone
Phone

Phone

: 3607867341
1 360-5706084
: 360-570-6087

: 360-902-0563

Date:

Date:

Date:

Date:

Request ti

Hill#

01 15/2007
01/18/2007
01/18/2007

01/18/2007
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Part Il: Narrative Explanation

1. A - Brief Description Of What The Measure Does That Has Fiscal Impact

B riefly deSC”be, bysecnan number, the significantprovisions o fthe bill, and any related workload orpolicy assum ptions, thathave revenue or

expenditure impacton the responding agency.

This bill imposes a $50 fee per 20-loot equivalent unit of shipping container at marine ports. The marine terminal operator
keeps 10 percent of the fees collected for costs associated with 'he proper collection and reporting of the containers. The
rest of the money is remitted to the Department of Revenue (tfu Department) and deposited in a new account where the
money is to be used to provide congestion relief through improvements of freight rail systems and state highways |hat act

as freight corridors.

This bill also rccnacts the laws related to the earnings of investments of surplus balances being deposited in the treasury
income account and adds the new "freight congestion relief account” to the list of accounts that receive a share of the

earnings from the treasury income account.
Sections 1through 5 and 7 arc new sections.
Section | declares the intent of the container fee.

Section 2 contains definitions.

Section 3 imposes the $50 fee per 20-fool equivalent unit and allows the marine terminal operator to keep 10 percent. The
portion kept must be reported as gross income under the service and other activities tax classification on the excise tax
return. The Department must incorporate the fee into the regular audit cycles. The marine terminal operator must include
the information specified on the excise tax return forms. The fee is to take effect no sooner than 75 days after the
Department receives notice and is only to take effect on the first day of January, April luly, or October unless the

Department waives the notice requirement.

Section 4 creates the new account in the state treasury and specifies that the money can only be spent after appropriation
and mav only be used to provide congestion relief through improvements of freight rail systems and slate highways that

function as freight corridors.

Section 5 makes it agross misdemeanor if the marine terminal operator docs not remit the fee to the Department except
for the portion that they are allowed to keep. The marine terminal operator is also personally liable if they fail to collect

the fee or if they collect the fee and fail lo remit it.

Section 6 reenacts the laws related to the earnings of investments of surplus balances being deposited in the treasury
income account. The new "freight congestion relief account" is added to the list of accounts that receive their Iull shaie ol

the earnings from the treasury income account less any fees.

Section 7 makes sections | through 5 into a new chapter in Title 47 RCW.

I1. B - Cash receipts Impact

Briefly describe and quantify the cash receipts impactofthe legislation on the responding agenti, identifying lhe cash receipts provisions hv section

numberanilwhen appropriate the detailofthe revenue source' Briefly describe the factualbasis ofthe assumptions and the method b\ which the

cash receipts impactis derived lixplam how workload assum ptions translate into estimates D istinguish between one lime and ongoing functions

ASSUMPTIONS/DATA SOURCES

This bill does not specify an effective date, therefore, the effective dale of the bill is assumed to be 00 days aftei the
session ends. Adding to that the 75 days between when the Department is notified and the fee is imposed and then finding
the first of January, April. July, or October alter that, the fee is assumed lo be imposed effective January 1, 2()X.

Request// 5207-1-1
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Growlh rates for 20-foot equivalent unit cargo containers (containers) were found in the Washington Port Association's
marine cargo forecast for 2004. The number of containers and growth rates forecasted was compared to the contamer

statistics found on the Port of Seattle and Port of Tacoma websites.

Il is assumed lhat both empty and full cargo containers would be taxed and lhat containers would be taxed being loaded on

and loaded o ff of vessels.

It is assumed that the 10 percent the marine terminal owners keep is subject to business and occupation tax at the services

and other rate of 1.5 percent.

REVENUE ESTIMATES

Il is estimated that in calendar year 2008 there will be approxi itely 4.2 million 20-I'ooi equivalent unit cargo containers
that would be charged the $50 fee. This would result in approximately $221 million in lees in calendar year 2008. The
marine terminal owners would keep 10 percent of this amount, and business and occupation lax would apply to what they

keep. The rest of the money would be deposited in the freight congestion relief account.

For calendar years 2008 through 2010 the growth rate of the number of processed containers would be 4.1 percent,
dropping to 3.9 percent for 2011 through 2013.

The calendar year totals were ihen broken apart into fiscal year totals.

TOTAL REVENUE IMPACT

State Government (cash basis, $000): Freight Congestion Relief Account
FY 2008 - $ 83,150
FY 2009 -  $ 203,652
FY 2010 - $212,002
FY 2011 -  $220,447
FY 2012- S$229,076
FY 2013 -  $238,010

State Government (cash basis, $000). Business & Occupation fax
FY 2008 - $ 139
FY 2009 - S339
l-f 2010 - $353
FYy 2011 - $367
FY 2012- $382
FY 2013 - $ 419

Il. C - Expenditures

line/ly ileserthe the agency expenditures netessary lo Implementthis legislation lorsavings remilimy from this legislation). identifying he setnon

ttrie fly describe the/actualbasis ofilie assum ption anilllte

numberilie provisions ofthe legislation iluil resultin ilie expenditures lorsavings)

mctnod hv which ilie expenditure imptu | is derived Explain how workloadassumptions translate into cost estimates D istinguish between one time

and ongoing functions

To implement this legislation, the Department of Revenue will incur costs of approximately $39,900 during Fiscal Year
2008. These are programming costs to set up, lest, and vcrilv the system to handle the collection of the fee andadditional

audit lime spent lo verify reported amounts, | ime and eflort would equate lo 0.5 FTE.

Fiscal Year 2009 costs arc approximately $6,700. These costs are ongoing and include 0.1 FTE to handle the extra audit

work required.

The Department of Revenue will incur estimated costs of $13,400 in the 2009-2011and the2011-2013 Biennia. These are
ongoing costs to handle the extra audit work required,
Request || 5207-1-1
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Without an appropriation to cover the expenditure impact, the Department of Revenue may not be fully able to implement

the legislation.

Part I11: Expenditure Detalil

111 A - Expenditures by Object Or Purpose

FY 2008 FY 2009 2007-09 2009-11 2011-13
FTE StaffYears 0.5 0.1 0.3 01 01
A- 26 400 4,600 31.000 9,200 9,200
B- 6 600 MOO 7,700 2,200 2,200
E- 3400 700 4,100 1,400 1,400
G- 300 300 6") 600 600
J- 320 3,200
Total $ S39,900| $6,700 $46,600 $13,400 $13,400
IIl. B- Detail: ListFTEs by classification anticorresponding annualcompensation Totals need to agree with total FTEs in Part/
and Partlll.4
Job Classification Salary FY 2008 FY 2009 2007-09 2009-11 2011-13
IT SPEC 4 54 372 04 02
REVENUE AUDITOR 3 45.756 Ql 01 O 01 01
Total FTE's 05 0.1 0.3 o1 01
Part IV: Capital Budget Impact
NONE.
Part V: New Rule Making Required
Ideati/lvprovisions ofthe measure thatrequire the agency lo adoptnew adm inistrative rales orrepealrevise existing rales
No rule-making required.
Request If 5207-1-1
Fonn I'N (Rev 1'00) 4 Bill tt 5207 SB



Individual State Agency Fiscal N ote

Agency: 405-Department of
Transportation

Bill Number: 5207 SB Title: Freight congestion relief

Part I; Estimates

fxj No Fiscal Impact

The coslireceipts am iexpenditure estimates on this pay/' representthe mostlikely fiscalimpact. Tailors impacting the precision ofthese estimates,

and alternate ranges (ifappropriate), are explained in Part Il

Check applicable boxes and follow corresponding instructions:

If fiscal impact is greater than S50.000 per fiscal year in the current biennium or in subsequent biennia, complete entire fiscal note

TormT Cprts 1-V.

J If fiscg impact is less than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Part ).

| | Capital budget impact, complete Part IV.

| | Requires new rule making, complete Part V.

Legislative Contact: David Ward Phone: 3607867341 Date: 01/15/2007
Agency Preparation:  Andrew Wood Phone: 360-705-7938 Date: 01/17/2007
Agency Approval: Paula llammond Phone: 360-705-7027 Date: 01 18/2007
OFM Review: Geri Beardsley Phone: 360-902-9822 Date: 01/19/2007
Request// 07-033-1
gill l 520/ SB
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Part Il: Narrative Explanation

li. A - Brief Description O f What The Measure Does That Has Fiscal Impact

Briefly describe, by section number, the significant provisions ofthe bill, and any related workload or policy assumptions, that have revenue or
expenditure impact on the responding agency.

The legislative proposal imposes a fee on the processing of shipping containers through Washington state ports. Revenue
from the fee is deposited in the Freight Rail Congestion Relief Account established by the bill. Any expenditures to
provide congestion relief through improvement of freight rail systems and stale highways that function as freight
corridors would be authorized through an appropriation from the legislature

Il. B - Cash receipts Impact

Briefly describe and quantify the cash receipts impact o] the legislation on the responding agency, identifying the cash receipts provisions by section
number and when appropriate the detail ofthe revenue sources. Briefly describe thefactual basis ofthe assumptions and the method by which the
cash receipts impact is derived Explain how workload assumptions translate into estimates. Distinguish between one lime and ongoing functions

Il. C - Expenditures

Briefly describe the agency expenditures necessary lo implement this legislation (or savings resultingfrom this legislation), identifying by section
number the provisions ofthe legislation that result in the expenditures (or savings). Briefly describe thefactual basis of the assumptions and the
method bv which the expenditure impact is derived. Explain how workload assumptions translate into cost estimates Distinguish between one time

and ongoing func tions

Part I11: Expenditure Detalil
Part IV: Capital Budget Impact

Part V: New Rule Making Required

[dentify provisions o fthe measure iliai require the agency to adopt new administrative rules or repeat/revise existing rules

Request// 070331

Form AN (Rev 1/00) j gill 5007 SB



SENATE BILL REPORT
SB 5207

As ofJanuary 25, 2007

Title: An act relating to creating the freight congestion reliefaccount to improve freight corridors

with funding from the imposition of a fee on the processing of shipping containers.

Brief Description: Creating and funding the freight congestion reliefaccount for the purpose of

improving freight rail systems and state highways used as freight corridors through imposing a

fee on the processing of shipping containers.
SpOhSOI’SZ Senators Haugen, Murray and Spanel.

Brief History:
Committee Activity: Transportation: 1/24/07.

SENATE COMMITTEE ON TRANSPORTATION

Staff: David Ward (786-7341)

Background: The state has identified various and significant transportation projects that

support enhanced freight mobility and capacity. Although the state has provided some

funding for these projects, the level of funding is insufficient to provide the level of

investment necessary to alleviate congestion levels that impact freight mobility and capacity.

Summary of Bill: A fee is imposed on the processing of shipping containers in the ports of
The fee must be imposed at the rate of $50 per twenty-loot equivalent
Marine

Washington State.
unit (TEU) and is payable by the marine terminal operator processing the container.

terminal operators may retain 10 percent of the fee to offset costs associated with the proper

reporting of the number of TEUs processed. The remainder of the fee must be remitted lo the

Department of Revenue (DOR).

flic Freight Congestion Relief Account is created in the State Treasury. All receipts received

by DOR from the imposition of TEU processing fees must be deposited in the account. The
account is subject to appropriation, retains 100 percent of the interest income generated by the
relief through the

account, and may only be used to provide freight-related congestion

improvement of freight rail infrastructure and state highways that function as freight

corridors
Appropriation: None.
Fiscal Note: Available.

Committec/Commission/Task Force Created: No.

This analysis wasprepared by non-partisan legislative stafffor the use o flegislative members
in their deliberations. This analysis is notapart ofthe legislation nordoes it constitute a

statement oflegislative intent.

Serate Bill Report -1 - SB 5207



Effective Date: Ninety days after adjournment of session in which bili is passed.

Staff Summary of Public Testimony: PRO: There should be a user fee to fund these
critical investments and the return on investment should offset the costs. The system that
comprises our state's freight infrastructure needs additional investment and, if possible, should
include a component that would allow funding for projects adjacent to the slate system that
can demonstrably show significant ways to improve, link to, or offload pressure on state

freight corridors.

CON: Seventy percent of containerized freight moving through Washington's ports is
discretionary. Imposition of a fee on the processing of shipping containers will therefore
divert container freight movement away from the state's marine ports. Critical family wage
jobs will also be lost and a negative ripple effect will be felt throughout the state economy.

Such a fee would also impair state export trade and Washington is a highly trade-dependent
There are additional concerns that the fee is instead a tax and may well be

state.
in that it impedes interstate commerce, import/export activity and the

unconstitutional
movement of containerized cargo as governed by federal law and international treaty.

Persons Testifying: PRO: Larry Purslcy, Washington Trucking Association; Doug Levy,

Cities of Everett, Kent, Federal Way, Renton and Puyallup.

CON: Mark Johnson, Washington Retail Association; Rich Bcrkowitz, Transportation
Institute; Randy R.iy, Pacific Seafood Processors; Jim Wilcox, Wilcox Farms/Washington
Food Industry; Pal Jones, Washington Public Ports Association; Tim Farrell, Port of Tacoma;
Terry Finn, Port of Seattle; Gordon Baxter, Masters, Mates and Pilots and Inland Boatmen's

Union; Larry McKillip, United Transportation Union; Mike Elliot, Brotherhood ol

Locomotive Engineers; Karol Kingcry, Marine Engineers Beneficial Association; Bill
Stauffachcr, Burlington Northern Sante Fc Railroad; Tom Parker, Union Pacific Railroad;

Scott Hazelgrovc, Pacific Merchant Shipping Association; Rick Wickman, Columbia River

Steamship Operators.

Serate Bill Report



From: Bob Sivertsen

To: Karl Amylon
Date: 1/18/2007 12:06:24 PM
Subject: Garbage containers

Karl, the State of Washington has a Senate Bill 5207 that proposes a fee for cantainers. The proposed
fee is fifty dollars per twenty foot equivalent unit one way. That would mean that we could be charged two
hundred dollars round trip for one of our forty foot garbage containers. | am not sure how this works out in
our garbage contract but to us that could be a $70,000 expence per year. This would also increase the
cost of any containerized cargo shipped to Ketchikan. The City may want to contact the govenor and have

the state address this issue on higher level. FYI thanks bobs



SsitNews - Opinion/Letter: Proposed container fee legislation will increase cost of grocer! j...

Viewpoints

Proposed container fee legislation will increase cost of

groceries
By Bill Tatsuda

January 17, 2007
Wednesday PM

Dear Sitnews,

I received the message below from Super Valu, my grocery wholesaler in
Tacoma, WA. If this legislation passes the cost of groceries and most other
goods will increase significantly in Ketchikan and Alaska.

Yours truly,

Bill Tatsuda
Tatsuda's IGA
Ketchikan, AK

To all Alaska Retailers,

The State of Washington is considering a container fee for all
containers coming in and going out of the State of Washington.
The fee is $50 per 20 foot equivalent container. Most of the
containers our customers use are 40 footers so the fee would be
$100 per ¢ mtainer. The fee would be for both inbound and
outbound and therefore would be $200 per container for a round
trip. Your shipping companies would have to pass these fees on

to you.
I would urge you to contact your new governor, Sarah Palm.

Urge Governor Palin to contact Washington Governor, Christine
Gregoire, and let her know the impact it will have on your

http://www.sitnows.us/0I07Viewpoints/011707_bill_tatsuda.html
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SitNcws - Opinion/Letter: Proposed container fee legislation will increase cost of grocerie...

bottom Mr3S and cost of goods to your consumers. We will be
contacting our state representatives as well to try to defeat this

bill.
Greg Miller

Super Valu
Tacoma, WA

Received January 17, 2007 - Published January 17, 2007

Contact:

E-mail Alaska Governor Sarah Palin
http://gov.state.ak.us/govmailSP.php

Note: Comments published on Viewpoints ~re the opinions of the writer
and do not necessarily reflect the opinions of Sitnews.

Send A Letter Read Letters
E-mail the Editor at editor@ sitnews.'is

Sitnews
Stories In The News
Ketchikan, Alaska

http://www.sitncws.us/0107Vicwpoints/011707_billjatsuda.html
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S-0378.4
SENATE BILL 5207

State of Washington 60th Legislature 2007 Regular Session

By Senators Haugen, Murray and Spanel
Read first _ime 01/12/2007. Referred to Committee on Transportation,

AN ACT Relating to creating the freight congestion relief account
to improve freight corridors with funding from the imposition of a fee
on the processing of shipping containers; reenacting and amending RCW
42 84.092; adding a new chapter to Title 47 RCW and prescribing

penalties.

BE IT ENACTED BY THE rLecisLaTure OF THE STATE OF WASHINGTON:

NEW SECTION. Sec. 1. The legislature finds and declares there is
a need to mitigate the -enormous burden imposed on the state
transportatic i system by the overland movement of cargo shipped to and
from Washington state ports. Accordingly, it is the intent of the
legislature to alleviate this burden by imposing a fee on the
processing of shipping containers nrough those ports and use the funds
derived therefrom to provide congestion relief through the improvement
of freight rail systems and state highways that function as freight

corridors.

NEW SECTION. Sec. 2. The definitions in this section apply
throughout this chapterunless the context clearly requiresotherwise.
(1) "Department” means the department of revenue.

SB 5207
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(2) "Marine terminal operator" means a person engaged in the state
of Washington in the business of furnishing wuse of a wharf, dock,
warehouse, or other terminal services and facilities including, but not
limited to, all activities of a labor, service, or transportation
nature where cargo is documented, handled, moved, or loaded/unloaded
from vessels involved in waterborne commerce.

(3) "Twenty-foot equivalent unit" means a measure of containerized
cargo capacity equal to one standard twenty foot (length) by eight foot
(width) by eight foot and six inches (height) container.

NEWSECTION. Sec. 3. (1) A fee is imposed on the processing of
shipping containers in the ports of Washington state.

(2) The fee must be imposed at the rate of fifty dollars per
twenty-foot equivalent -nit and is payable by the marine terminal
operatorprocessing the container. Every marine terminal operator
engaged in processing twenty-foot equivalent units may retain ten
percent of the fifty-dollar fee collected. The moneys retained may be
used for costs associated with the proper collection and reporting of
twenty-foot equivalent units processed. The retained amount must be
reported ~s gross income under the service and other activities tax
classification on the excise tax return.

(3) The twenty-foot -equivalent wunit fee collected by marine
terminal operators, less the ten percent amount retained by the marine
terminai operator as provided in subsection (2) of this section, must
be paid to the department in accordance with RCW 82.32.045.

(4) The department must incorporate into the agency's regular audit
cycle a reconciliation of the number of twenty-foot equivalent units
processed and the anounL of revenue collected by the marine terminal
operators processing twenty-foot equivalent units. The department must
collect from marine terminal operators processing twenty-foot
equivalent units the following information, which shall be required to
be reported on the appropriate business excise tax return form, as

determined by the department:
(a) All fees required to be collected under this section during the

previous month;
(b) A list of all freight containers processed by the marine

terminal operator during the previous month; and

SB 5207 p. 2
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(c) Satisfactory proof, as determined by the department, that the

fee was imposed on each twenty-foot equivalent unit processed.
(5) AIll other applicable provisions of chapter 82.32 RCW apply with

respect to the fee imposed under this section. The department shall
administer this section.

(6) A fee imposed under this section is totake effect no sooner
than seventy-five days after the departmentreceives notice, and is to
take effect only on the first day of January, April, July, or October.
Unless waived by the department, notice includes providing the
appropriate department with digital mapping andlegal descriptions of
areas in which the fee will be collected.

NEW SECTION. Sec. 4. The freight congestion relief account is
created in the state treasury. All receipts from twenty-foot
equivalent wunit fees imposed under section 3 of this act must be
deposited in the account. Moneys in the account may be spent only
after appropriation. Expenditures from the account may only be used to
provide congestion relief through the improvement of freight rail
systems and state highways that function as freight corridors.

NEW SECTION. Sec. 5. (1) The fee required by this chapter, to be
collected by the marine terminal operator, must be deemed to be held in
trust by the marine terminal operator until paid to the department, and
any marine terminal <perator who appropriates or converts the fee
collected to his or her own use or to any use other than the payment of
the fee to the extent that the money required to be collected is not
available for payment on the due date as prescribed in this chapter is
guilty of a gross misdemeanor, as provided in RCW 9A.20.021,

(2) If a marine terminal operator fails to collect the fee imposed

in this chapter or, having collected the fee, fails to pay it to the
department in the manner prescribed by this chapter, whether such
failure is the result of his or her own acts or the result of acts or
conditions beyond his or her control, he or she shall, nevertheless, be
personally liable to the state for the amount of the fee.

Sec. 6. RCW 43.84.092 and 2006 c¢ 337 s 11, 2006 c¢ 311 s 23, 2006
¢ 171 s 10, 2006 c¢ 56 s 10, and 2006 ¢ 6 s 8 are each reenacted and

amended to read as follows:



(1) AIl earnings of investments of surplus balances in the state

1

2 treasury shall be deposited to the treasury income account, which
3 account is hereby established in the state treasury.

4 (2) The treasury income account shall be utilized to pay or receive

5 funds associated with federal programs as required by the federal cash

6 management improvement act of 1990.  The treasury income account is
7 subject in all respects to chapter 43.88 RCW, but no appropriation is
8required for refunds or allocations of interest earnings required by

9 the cash management improvement act. Refunds of interest to the
10 federal treasury required under the cash management improvement act
11 fall under RCW 43.88.180 and shall not require appropriation. The
12 office of financial management shall determine the amounts due to or
13 from the federal government pursuant to the cash management improvement
14 act. The office of financial management may direct transfers of funds
15 Dbetween accounts as deemed necessary to implement the provisions of the
16 cash management improvement act, and this subsection. Refunds or
17 allocations shall occur prior to the distributions of garnings set
18  forth in subsection (4) of this section.

19 (3)Except for the provisions of RCW 43.84.160, the treasury income
20 accountmay be utilized for the payment of purchased banking services
21 on behalf of treasury funds including, but not limited to, depository,
22 safekeeping, and disbursement functions for the state treasury and
23 affected state agencies. The treasury income account is subject in all
24 respects to chapter 43.88 RCW, but no appropriation is required for
25 payments to financial institutions. Payments shall occur prior to
26 distribution of .arnings set t>>rth in subsection (4) of this section.
27 (4)Monthly, the state treasurer shall distribute the earnings
28 credited to the treasury income account. The state treasurer shall
29 credit the general fund with all the earnings credited to the treasury
30 income account except:
31 (a) The following accounts and funds shall receive their
32 proportionate share of earnings based upon each account's and fund's
33 average daily balance for the period: The capital building
34 construction account, the Cedar River channel construction and
35 operation account, the Central Washington University capital projects
36 account, the charitable, educational, penal and reformatory
31 institutions account, the Columbia river basin water supply development-
's account, the common school construction fund, the county criminal
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justice assistance account, the county sales and use tax equalization
account, the data processing building ~construction account, the
deferred compensation administrative account, the deferred compensation
principal account, the department of retirement systems expense
account, the developmental disabilities community trust account, the
drinkin'i water assistance account, the drinking water assistance
administrative account, the drinking water assistance repayment
account, the Eastern Washington University capital projects account,
the edi cation construction fund, the education legacy trust account,
the election account, the emergency reserve fund, the energy freedom
accou:The Evergreen State College capital projects account, the
feder 1 forest revolving account, the freight congestion relief
account, the freight mobility investment account, the freight mobility
multimodal account, the health services account, the public health
services account the health system capacity account, the personal
health services account, the state higher education construction
acr iunt, the higher -education construction account, the highway
in.rastructure account, the high-occupancy toll lanes operations
acjount, the industrial insurance premium refund account, the judges’
r‘arement account, the judicial retirement administrative account, the
idicial retirement principal account, the local leasehold excise tax
a.’count the local real estate excise tax account, the local sales and
ise tax account,the medical aid account, the mobile home park
alocation fund, the multimodal transportation account, the municipal
riminal justice assistance account, the municipal sales and use tax
;qualization account, the natural resources deposit account, the oyster
reserve land account, the pension funding stabilization account, the
perpetual surveillance and maintenance account, the public employees'
retirement system plan Zlaccount, the public employees' retirement
system combined plan 2 and plan 3 account, the public facilities
construction loan revolving account beginning JMly 1, 2004, the public
health supplemental account, the public works assistance account, the
Puyallup tribal settlement account, the real estate appraiser
commission account, the regional mobility grant program account, the
resource management cost account, the rural Washington loar. fund, the
site closure account, the small city pavement and sidewalk account, the
special wildlife account, the state employees' insurance account, the
state employees' insurance reserve account, the state investment board
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expense account, the state investment board commingled trust fund
accounts, the supplemental pension account, the Tacoma Narrows toll
bridge account, the teachers' retirement system plan 1 account, the
teachers' retirement system combined plan 2 and plan 3 account, the
tobacco prevention and control account, the tobacco settlement account,
the  transportation infrastructure account, the  transportation
partnership account, the tuition recovery trust fund, the University of
Washington bond retirement fund, the University of Washington building
account, the volunteer fire fignters' and reserve officers' relief and
pension principal fund, the volunteer fire fighters' and reserve
officers' administrative fund, the Washington fruit express acccunt
the Washington judicial retirement system account, the Washington law
enforcement officers' and fire fighters' system plan 1 retirement
account, the Washington law enforcement officers' and fire fighters’
system plan 2 retirement account, the Washington public safety
employees' plan 2 retirement account,the Washington school employees'
retirement system combined pian 2 and 3 account, the Washington state
health insurance pool account, the Washington state patrol retirement
account, the Washington State University building account, the
Washington State University bond retirement fund, the water pollution
control revolving fund, and the Western Washington University capital
projects account. Larnings derived from investing balances of the
agricultural permanent fund, the normal school permanent fund, the
permanent common school fund, the scientific permanent fund, and the
state university permanent fund shall be allocated to their respective
beneficiary accounts. All earnings tobe distributed wunder this
subsection (4) (a) shall fust be reduced by the allocation to the state
treasurer's service fund pursuant to RCW 43.08.190.

(b) The following accounts and funds shall receive eighty percent
of their proportionate share of earnings based upon each account's or
fund's average daily balance for the period:  The aeronautics account,
the aircraft search and rescue account, the county arterial
preservation a count, the department of licensing services account, the
essential rail assistance account, che ferry bond retirement fund, the
grade crossing protective fund, the high capacity transportation
account, the highway bond retirement fund, the highway safety account,
the motor vehicle fund, the motorcycle safety education account, the
pilotage account, the public transportation systems account, the Puget
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Sound capital construction account, the Puget Sound ferry operations
account, the recreational vehicle account, the rural arterial trust
account, the safety and education account, the special category C
account, the state patrol highway account, the transportation 2003
account (nickel account), the transportation -equipment fund, the
transportation fund, the transportation improvement account, the
transportation improvement board bond retirement account, and the urban
arterial trust account.

(5) In conformance with Article [II, section 37 of the state
Constitution, no treasury accounts or funds shall be allocated earnings
without the specific affirmative directive of this section.

NEW SECTION. Sec. 7. Sections 1 through 5 of this act constitute
a new chapter in Title 41 RCW.
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Department of Revenue Fiscal Note

Agency: 140-Department of

Rill Number: 5207 SB Title: Freight congestion relief
Revenue
Part I: Estimates
| | No Fiscal Impact
Estimated Cash Receipts to:
FUND FY 2008 FY 2003 2007-09 2009-11 2011-13
GF-STATE-State 139.000 339,000 478,000 720,000 779,000
01 - Taxes 05 - Bus and Occup Tax
NEW-State 83,150,000 203,652,000 286,802,000 432,479,000 467,086,000
00- 00-
Total S 83,289,000 203,991,000 287.280,000 art igg non 467 865.000
Estimated Expenditures from:
FY 2008 FY 2009 2007-09 2009-11 2011-13
FTE Staff Years 0.5 0 0.3 0.1 01
Fund
GF-STATE-State 00lI-I 39,900 6,700 46,600 13.400 13,400
Total S 39,000 6,700 46,600 13,400 13,400

The iW /i receipts and expenditure estimates an this page representthe d.jsl likely fiscalimpact Factors impacting the precision ofthese estimates,

andalternate ranges (ifappropriate/, are explained in Fart Il

Cheek applicable boxes and follow corresponding instructions.
If fiscal impact is greater than 550,000 per fiscal year in the current biennium or in subsequent biennia, complete entire fiscal note
rm Parts |-V.

! fiscal impact is less than S50.000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Part I).

| [ Capital budget impact, complete Part IV

] Requires new rule making, complete Part V.

Legislative Contact: David Ward Phone: 3607867341 Date. 01/15/2007

Agency Preparation  Valerie Torres Phone. 360-5706084 Date: 01/18/2007

Agency Approval. Kim Davis Phone: 360-570-6087 Date: 01/18/2007

OFM Review Doug Jenkins Phone: 360-902-0563 Date: 01/18/2007
Request// 5207-1-1
gill | 5207 SB

Form PN (Rev 1/00)



Part II: Narrative Explanation

II. A - Brief Description Of What The Measure Does That lias Fiscal Impact

Briefly describe, by section number, the significantprovisions o fthe bill, and any related workload orpolicy assum ptions, thathave revenue or

expenditure impacton the responding agency.

This bill imposes a $50 fee per 20-foot equivalent unit of shipping container at marine ports. The marine terminal operator
keeps 10 percent of the fees collected for costs associated with the proper collection and reporting of the containers. The
rest of the money is remitted to the Department of Revenue (the Department) and deposited in a new account where the
money is to be used lo provide congestion relief through improvements of freight rail systems and stale highways that act

as freight corridors.

This bill also reenacts the laws related to the earnings of investments of surplus balances being deposited in the treasury
income account and adds the new "freight congestion relief account" to the list of accounts that receive a share of the

earnings from the treasury income account.
Sections | through 5 and 7 arc new sections.
Section | declares the intent of the container fee.

Section 2 contains definitions.

Section 3 imposes the $50 fee per 20-fool equivalent unit and allows the marine terminal operator to keep 10 percent. The
portion kept must be reported as gross income under the service and other activities tax classification on the excise tax
return. The Department must incorporate the fee into the regular audit cycles. The marine terminal operator must include
the information specified on ihf excise tax return forms. The fee is lo lake effect no sooner than 75 days after the
Department receives notice and is only to take effect on the lirst day of January, April, July, or October unless the

Department waives the notice requirement.

Section 4 creates the new account in the state i < ury and specifics that the money can only be spent alter appropriation
and may only be used to provide congestion relief through improvements of freight rail systems and state highways that

function as freight corridors.

Section 5 makes il a gross misdemeanor if the marine terminal operator docs not remit the fee to the Department, except
for the portion that they arc allowed to seep. The marine terminal operator is also personally liable if they fail to collect

the fee or if they collect the fc «and fail to remit it.

Section 6 reenacts the laws related to the earnings of investments of surplus balances being deposited in the treasury

income account. I'nc new "freight congestion relief account” is added to the list of accounts that receive their full share ol

the earnings from the treasury income account less any fees.

Section 7 makes sections | through 5 into a new chapter in Title 47 RCW

Il. B - C'asli receipts Impact

Briefly describe and quantify the cash receipt>impactofthe legislation on the responding agency, identifying the cash receipts provisions by section

numberand when appropriate the detailo fthe revenue sources Briefly describe the /actualbasis olthe assumptions and the method by winclithe

cash receipts impactis derived Explain how workload assum ptions translate into estimates D istinguish between one lime and ongoing Junctions

ASSUMPTIONS/DATA SOURCES

This bill docs not specify an effective dale, therefore, the effective date of the bill is assumed to be 90 days after the
session ends. Adding to that the 75 days between when the Department is notified and the fee is imposed and then finding
the first of January, April, July, or October after that, Ihe fee is assumed to be imposed effective January |, 2008.

Request |l 5207-1-1

form TN (Rev 1/00) 2 Bill tt 5207 SB



MEMO

Dated: January 23, 2007

To: Tamara Cook
Director, Legislative Legal and Research Services

From: Representative Kyle Johansen

Re: Proposed Washington State Shipping Container Tax

Dear Ms. Cook:

Enclosed

for your review is the most recent draft of a bill introduced

in the Washington State legislature that proposes a shipping container tax.
The fiscal note accompanying the bill is also enclosed.

lam concerned that this tax would result in increased costs to Alaskan
consumers and companies. | also have concerns about the legality of such a
tax. Please prepare an opinion that discusses:

1

Cc. Karl Amylon

Whether such atax is illegal under any provision of the
United States Constitution, federal statutes, orjudicial
construction of the United States Constitution such as the
‘dormant commerce clause doctrine”;

Whether such atax is preempted by federal law, including,
but not limited to, laws establishing tariffs, or laws imposing
homeland security requirements and fees on shipping
containers

Whether such a lax is preempted by federal laws related to
specific products, such as municipal solid waste or fish
products; and

Whether there are any other legal theories that would
invalidate such a tax



S-0378.4
SENATE BILL 5207

State of Washington 60th Legislature 2007 Regular Session

By Senators Haugen, Murray and Spanel
Read first time 01/12/2007. Referred to Committee on Transportation.

AN ACT Relating to creating the freight congestion relief account
to improve freight corridors with funding from the imposition of a fee
on the processing of shipping containers; reenacting and amending RCW
43.84.092; adding a new chapter to Title 47 RCW and prescribing

penalties.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

NEW SECTION. Sec. 1. The legislature finds and declares there is
a need tc mitigate the enormous burden imposed on the state
transportation system by the overland movement of cargo shipped to and
from Washington state ports.  Accordingly, it is the intent of the
legislature to alleviate this burden by imposing a fee on the
processing of shipping containers through those oorts and use the funds
derived therefrom to provide congestion relief through the improvement
of freight rail systems and state highways that function as freight

corridors.

NEW SECTION. Sec. 2. The definitions in this section apply
throughout this chapter unless the context clearly requires otherwise.
(1) "Department” means the department of revenue.
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(2) "Marine terminal operator" means a person engaged in the state
of Washington in the business of furnishing use of a wharf, dock,
warehouse, or other terminal services and facilities including, but not
limited to, all acivities of a labor, service, or transportation
nature where cargo is documented, handled, moved, or loaded/unloaded
from vessels involved in waterborne commerce.

(3) "Twenty-foot equivalent unit" means a measure of containerized
cargo capacity equal to one standard twenty foot (length) by eight foot
(width) by eight foot and six inches (height) contairer.

NEW SECTION. Sec. 3. (1) A fee is imposed on the processing of
shipping containers in the ports of Washington state.

(2) The fee must be imposed at the rate of fifty dollars per
twenty-foot equivalent unit and is payable by the marine terminal
operator processing the container. Every marine terminal operator
engaged in processing twenty-foot equivalent wunits may retain ten
percent of the fifty-dollar fne collected. The moneys retained may be
used for costs associated with the proper collection and reporting of
twenty-foot equivalent units processed. The retained amount must be
reported as gross income under the service and other activities tax
classification on the excise tax return.

(3) The twenty-foot equivalent wunit fee collected by marine
terminal operators, less the ten percent amount retained by the marine
terminal operator as provided in subsection (2) of this section, must
be paid to the department in accordance with RCW 82.32.045.

(4) The department must incorporate into the agency's reqular audit
cycle a reconciliation of the numbet of twenty-foot equivalent units
processed and the amount of revenue collected by the marine terminal
operators processing twenty-foot equivalent units. The department must
collect from marine terminal operators processing twenty-foot
equivalent units the following information, which shall be required to
be reported on the appropriate business excise tax return form, as

determined bv the department:
(a) All fees required to be collected under this section during the

previous month;
(b) A list of all freight containers processed by the marine

terminal operator during the previous month; and
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(c)Satisfactory proof, as determined by the department, that the

fee was imposed on each twenty-foot equivalent unit processed.
(5) All other applicable provisions of chapter s2.32 RCW apply with

respect to the fee imposed wunder this section. The department shall
administer this section.

(6) A fee imposed under this section is to take effect no sooner
than seventy-five days after the department receives notice, and is to
take effect only on the first day of January, April, July, or Jctober.
Unless waived by the department, notice includes providing the
appropriate department with digital mapping and legal descriptions of
areas in which the fee will be collected.

NEW SECTION. Sec. 4.The freight congestion relief account is
created in the state treasury. All  receipts from twenty-foot
equivalent unit fees imposed under section 3 of this act must be
deposited in the account.  Moneys in the account may be spent only
after appropriation. Expenditures from the account may only be used to
provide congestion relief through the improvement of freight rail
systems and state highways that function as freight corridors.

NEWSECTION. Sec. 5. (1) The fee required by this chapter, to be
collected by the marine terminal operator, must be deemed to be held in
trust by the marine terminal operator until paid to the department, and
any marine terminal operator who appropriates or converts the fee
collected to his or her own use or to any use other than the payment of
the Lee to the extent thatthe money required to be collected is not
available for payment on the due date as prescribed m this chapter is
guilty of a gross misdemeanor, as provided in RCW 9A.20.021.

(2) If a marine terminal operator fails to collect the fee imposed
in this chapter or, having collected the fee, fails to pay it to the
department in the manner prescribed by this chapter, whether such
failure is the result of his or her own acts or the result of acts or
conditions beyond his or her control, he or she shall, nevertheless, be
personally liable to the state for the amount of the fee.

Sec. 6. RCW 43.84.092 and 2006 c¢ 337 s 11, 2006 c¢ 311 s 23, 2006
¢ 171 s 10, 2006 c¢ 56 s 10, and 2006 ¢ 6 s 8 are each reenacted and

amended to read as follows:
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(1) AIll earnings of investments of surplus balances in the state
treasury shall be deposited to the treasury income account, which
account is hereby established in the state treasury.

(2) The treasury income account shall be utilized to pay or receive
funds associated with federal programs as required by the federal cash
management improvement act of 1990.  The treasury income account is
subject in all respects to chapter 43.88 RCW, but no appropriation is
required for refunds or allocations of interest earnings required by
the cash management improvement act. Refunds of interest to the
federal treasury required under the cash management improvement act
fall under RCW 43.88.180 and shall not require appropriation. The
office of financial management shall determine the amounts due to or
from the federal government pursuant to the cash management improvement:
act. The office of financial management may direct transfers of funds
between accounts as deemed necessary to implement the provisions of the
cash management improvement act, and this subsection. Refunds  or
allocations shall occur prior to the distributions of earnings set
forth in subsection (4) of this section.

(3)Except for the provisions of RCW 43.84.i60, the treasury income
account may be utilized for the payment of purchased banking services
on behalf of treasury funds including, but not limited to, depository,
safekeeping, and disbursement functions for the state treasury and
affected state agencies. The treasury income account is subject in ail
respects tochapter 43.88 RCW but no appropriation is required for
payments to financial institutions. Payments shall occur prior to
distribution of earnings set forth in subsection (4) of this section.

(4) Monthly, the state treasurer shall distribute the earnings
credited tothe treasury income account. The state treasurer shall
credit the general fund with all the earnings credited to the treasury

income account except:

(a) The following accounts and funds shali receive their
proportionate share of earnings based upon each account's and fund's
average daily balance for the period: The capitol building

construction account, the Cedar River channel construction and
operation account, the Central Washington University capital projects
account, the charitable,educational, penal and reformatory
institutions account, the Columbia river basin water supply development
account, the common school construction fund, the county criminal
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justice assistance account, the county sales and use tax equalization
account, the data processing building construction account, the
deferred compensation administrative account, the deferred compensation
principal account, the department of retirement systems expense
account, the developmental disabilities community trust account, the
drinking water assistance account, the drinking water assistance
administrative account, the drinking water assistance repayment
account, theEastern Washington University capital projects account,
the education construction fund, the education legacy trust account,
the election account, the emergency reserve fund, the energy freedom
account, The Evergreen State College capital projects account, the
federal forest revolving account, the freight ~congestion relief
account. the freight mobility investment account, the freight mobility
multimodal account, the health services account, the public health
services account, the health system capacity account, th_ personal

health services account, thestate higher education construction
account, the higher education construction account, the highway
infrastructure account, the high-occupancy toll lanes operations

account, the industrial insurance premium refund account, the judges’
retirement account, the judicial retirement administrative account, the
judicial retirement principal account, the local leasehold excise tax
account, the local real estate excise tax account, the local sales and
use tax account, the medical aid account, the mobile home park
relocation fund, the multimodal transportation account, the municipal
criminal justice assistance account, the municipal sales and use tax
equalization account, the natural resources deposit account, the oyster
reserve land account, the pension funding stabilization account, the
perpetual surveillance and maintenance account, the public employees'
retirement system plan 1 account, the public employees' retirement
system combinedplan 2 and plan 3 account, the public facilities
construction loan revolving account beginning July 1, 2004, the public
health supplemental account, the public works assistance account, the
Puyallup tribal settlement account, the real estate appraiser
commission account, the regional mobility grant program account, the
resource management cost account, the rural Washington loan fund, the
site closure account, the small city pavement and sidewalk account, the
special wildlife account, the state employees' insurance account, the
state employees' insurance reserve account, the state investment board
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expense account, the state investment board commingled trust fund
accounts, the supplemental pension account, the Tacoma Narrows toll
bridge account, the teachers' retirement system plan 1 account, the
teachers' retirement system combined plan 2 and plan 3 account, the
tobacco prevention and control account, the tobacco settlement account,
the  transportation infrastructure account, thetransportation
partnership account, the tuition recovery trust fund, the University of
Washington bond retirement fund, the University of Washington building
account, the volunteer ire fighters' and reserve officers’ relief and
pension principal fund, the volunteer fire fighters’ and reserve
officers' administrative fund, the Washington fruit express account,
the Washington judicial retirement system account, the Washington law
enforcement officers' and fire fighters' system plan 1 retirement
account, the Washington law enforcement officers' and fire Lighters'
system plan 2 retirement account, the Washington public safety
employees' plan 2 retirement account, the Washington school employees'
retirement system combine! plan 2 and 3 account, the Washington state
health insurance pool account, the Washington state patrol retirement
account, the Washington State University building account, the
Washington State University bond retirement fund, the water pollution
ccntrol revolving fund, and the Western Washington University capital
projects account. Earnings derivei  from investing balances of the
agricultural permanent fund, the r.crmal rciiool permanent fund, the
peimanent common school fund, the scientific permanent fund, and the
st te university permanent fund shall be allocated to their respecL.ve
beneficiary accounts. All earnings to be distributed under this
subsection (4)(a) shall first be reduced by the allocation to the state
treasurer's service fund pursuant to RCW 43.08.190.

(b) The following accounts and funds shall receive eijhty percent
of their proportionate share of earrings based upon each account's or
fund's average daily balance for the period: The aeronautics account
the aircraft search and rescue account, the county arterial
preservation account, the department o licensing services account, the
essential rail assistance account, th-- terry bond retirement fund, the
grade crossing protective fund, the high capacity transportation
account, the highway bond retirement fund, the highway safety account,
the motor vehicle fund, the motorcycle safety education account, the
pilotage account, the public transportation systems account, tle Puget
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Sound capital construction account, the Puget Sound ferry operations
account, the recreational vehicle account, the rural arterial trust
account, the safety and education account, the special category C
account, the state patrol highway account, the transportation 20C3
account  (nickel account), the transportation -equipmer._ fund, the
transportation fund, the transportation improvement account, the
transportation improvement board bond retirement account, and the urban

arterial trust account.
(5) In conformance with Article |[Il, section 37 of the state

Constitution, no treasury accounts or funds shall be allocated earnings
without the specific affirmative directive of this section.

NSW SF.CTION. Sec 7. Sections 1 through5 of this act constitute
a new chapter in Title 47 RCW.

END -
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Multiple Agency Fiscal Note Summary

Bill Number: 5207 SB Title: Freight congestion relief

Estimated Cash Receipts

Agency Name 2007-09 2009-11 2011-13
GF- State 1 Total GF- State | Total GF- State | Total
Office of State Treasurer Non-zero but indeterminate cost. Please see discussion."
Department of Revenue 478.000 287.280.000 720.0001 433.199,000 779,000 467.865.000
Total S 478.000 287,280,000| 720.0001 433,199.000 779.000 467,865,000

Local Gov. Courts *
Local Gov. Other **
Local Gov. Total

Estimated Expenditures

Agency Name 2007-09 2009-11 2011-13

FTEs GF-State Total FTEs GF-State Total FTEs GF-State Total
Office of Slate Treasurer 0 0 0 0 0 0 0 0 0
Department of Revenue 3 46.600 46.600 1 13.400 13 400 1 13.400 13.400
Department of 0 0 0 0 0 0 0 0 0

Transportation

Total 0.3 $46,600 $46,600 0.1 $13,400 $13,400 0.1 $13,400 $13.4*0

Local Gov. Courts *
Local Gov. Other **
Local Gov. Total

Prepared by: Doug Jenkins, OFM Phone: Date Published:

360-902-0563 Final 1/20/2007

* See Office ofthe Administrator forthe Courtsjudicial fiscal otc

e+ See local government fiscal note
FNIND 14732



Individual State Agency Fiscal N ote

Bill Number: 5207 SB Title: Freight congestion relief Agency: 090-Office of State
Treasurer

Part I; Estimates

j | No Fiscal Impact

Estimated Cash Receipts to:

Non-zero but indeterminate cost. Please see discussion.

Estimated Expenditures from:
FY 2008 FY 2009 2007-09 2009-11 2011-13

Fund

Total S

The cosh receipts am iexpenditure estimates oil this page representthe mostlikelyfiscalimpact Factors impacting the precision ojthese estimates,

anilalternate ranges Itfappropriate), are explained in Part Il

Check applicable boxes and follow corresponding instructions:

If llscal impact is greater than S50.000 per fiscal year in the current biennium or in subsequent biennia, complete entire fiscal note
m Parts |-V.

| iscal impact is less than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Part I).

| 1 Capital budget impact, complete Part IV.

| | Requires new rule making, complete Part V.

Legislative Contact: David Ward Phone: 3607867341 Date: 0 1/15/2007

Agency Preparation. Dan Mason Phone: 360-902-9090 Date: 01/1 6/2007

/.gency Approval: Dan Mason Phone: 360-90-0090 Date: 01/16/2007

OFM Review: Deborah Fcinstcin Phone: 360-902-0614 Date: 01/16/2007
Request H 021-1

Form FN (Rev 1/00) | Bill# 5207 SB



Part Il: Narrative Explanation

Il. A - Brief Description O f What The Measure Docs That lias Fiscal Impact
Briefly describe, by section number, the significantprovisions ofthe hill, and any related workload or policy assumptions, that have revenue or

expenditure impact on the mmcsponding agency.
SB 5207 creates the 1 eight congestion reliefaccount and allows the account to retain its earnings from investments,

hamings from ir ¢ tments:
The amount of .er ings by an account is a function of the average daily balance of the account and the earnings rate of

the investmcen. jx tfolio. The average daily balance is a function of the beginning balance in the account and the timing
& amount of re< ipts, disbursements, & transfers during the time period in question. Accordingly, even with a beginning
balance of zero iwo accounts with the same overall level of receipts, disbursements, and transfers can have different

average balanc \s. and hence different earnings.

There will b ni impact to the earnings; however, the actual earnings will be determined more by the impact to the
average daily lalance than the amount of increases or decreases in receipts, disbursements, and transfers. Currently,
estimated car ings arc indeterminable. Without projected monthly estimates of receipts, disbursements, and transfers,
OST is unabV to estimate the changes to the average balance of the account and the impact lo earnings.

Based on the ' 'ovember 2006 Revenue Forecast, the net rate for estimating earnings For FY 08 is 4.18% and FY 09 is
4.21%. App.o imatcly $41,800 in FY 08 and $42,100 in FY 09 in net earnings and $5,000 in OST management fees
would be gamcJ or lost annually for every $1 million increase or decrease in average daily balance.

Il. B - Cash receipts Impact

Briefly describe. n “>puiniify the cash recvipts impact of the legislation on the responding agency, identifying the cash receipts provisions by section
number and when u nroprlale the detail ofthe revenue sources Briefly describe the factual basis of the assumptions and the method by which the
cash receipts impi <isderived Explain how workload assumptions translate into estimates Distinguish between one time and ongoing functions

SB 5207 creates the freight congestion relief account and allows the account to retain its earnings from investments.

M C - Expenditures

Briefly describe the agency expenditures necessary to implement this legislation lor savings resulting from this legislation), identifying I section
number the provisions ofIhe legislation that result in the expenditures lor savings) Briefly describe the factual basis a/ the assumptions and the
method by which ihe expenditure impact is derived. Explain how workload assumptions translate into cost estimates Distinguish between one time

an, I ongoing functions

Part I11: Expenditure Detail

I11. A - Expenditures by Object Or Purpose

FY 2008 FY 2009 2007-09 2009-11 2011-13
FTF. StalT Years
Total:
Part IV: Capital Budget Impact
Part V. New Rule Making Required
Identify provisions ofihe measure ihai require the agency to adopt new administrative rules or repeal/revise existing rules
Request It 02:1
gill 507 B
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By ANNE SUTTON
Associated Press IVnrei

JUNEAU — It's been called obnoxious and offensive, even described as "an act of aggression
Irom our southern neighbors.”

Alaska lawmakers are spooling off about a Washington state senator s proposal lo impose a fee
o< $100 oi more on shipping containers carrying freight in and out of that state — a proposal that
is meeting with some turbulence on its home Itont, as well.

Ttie Alaska House on Wednesday unammous.y passed a joint resolution opposing the measure.
The Senate Is expected lo weigh In with a similarly resounding message to the Washington

Legislature.

Sponsor Rep. Bill Thomas, R-Hames, sax! the added cost ol shipping would be economically
devastating to Alaska.

Ninety-seven percent ol goods shipped to Alaska arrive via shipping containers — almost all ot
(hem Irom Washington stale

Hie tees woukl add an estimated $TO rm.— ilo $SU million a year to me cost ol freight and Lc

borne ()v consumers. Thomas said

“"With shipping tees in Alaska already astronomical, this additional ta< could be devastating to the
(low ol goods to and from lhe slate,” Thomas said.

In informal discussions in lhe hallways and lounge areas of the state Capitol, the buzz is about
retaliation, said Sen Johnny Ellis, D-Anchorage, who made the aggiesslon comment

Ellis said Washington makes "tiuckloads — no, supertankers — ol money off llie state ol Alaska,"
and lawmakers are discussing their options should Ihe fees pa:

Vie want to be very calm and measured and professional about mis but don’t wake up the
sleeping giant, Ellis warned We have North Slope oil ana they make money off of it and we

would comidei all our options

Washington stale Sen Mary Margaret Haugen, D-Camano Island,proposed the tax asa way to
pay lot improvements to the states congested port facilities.

Haugen did not return calls Irom The Associated Press but Rick Manugian, a spokesman for
Washington Democrats, said the bill is bemg reworked so that the tees confonn with a similar

proposal in California.

KETGHKAN QUIDOORS

Hokinj =OoMwitt
WiNIMtef «M  tad IfMkMM
lo fUhrnvnur leaf

Haugen's original proposal woukl charge a one way rate of S50 per 20-feet of container.

Since most containers are TO feet in length, that would amount to $200 round trip, regard rss of )
www.koichfDh.com

whether the container is empty. (907) 247.6309

ta» MUAI MAJUVTOI
TV California legislature is pushing a fee of between S2S and SJU per 20foot unit A billthal

passed lasi year is vetoed by Gov Arnold Schwarzenegger

Manugian also said Haugen woukl not push the lees tins year Instead, her revised legislation

would identify projects that would he pant for Oy the fees if the Washington Legislature next year

agrees to levy them Ct rt T
ortel S ivini*

e Vri, #*]

Rep. Beth Kerliula, D-Juneau, said she spoke to Haugen this week and was led lo believe Ihe bill

was simply being used as leverage to bring Ihe freight industry to the lable to help pay for port

facilities

« Mimhmaf .

llikn™ «. «it> ==

i907» 225-2511HI

At a conference in January al lhe Port ol Tacoma, Die Seattle Posl Intelligencer quoted
Washington Gov. Chiis Gregoire as saying Haugen's bill was Jusl "a shot across the bow to get

everyone to pay attention m
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But Manugian said Hauo is indeed serous.

The Impetus Is that ports here are congested. They can't move containers fast enough. They
need efficiencies and that takes money and the state's strapped,” Manugian said.

Me pointed out that a more efficient port would cut down on costly delays and be lo everyone's

benefit.

Kerttula is recommending Alaska lawmakers work with the Washington senator.

“If Washington state ports are too clogged and we don't see our shipments move, that v

help us, either," Kerttula said.

Kerttula said Haugen is putting together a study group with a joint House and Senate
Transportation Committee and would welcome Alaska's involvement. She said she expects the

study group to meet over the summer.

Alaska lawmakers also plan to travel to Olympia, Wash., to testily should the bill, in whatever

form, reappear in committee.

Some also are questioning the legality of such a fee a<r whether it would run afoul of the

interstate commerce clause of the U.S. Constitution.

Ttie Alaska resolution urges the state attorney general to file a complaint and request tor

Injunction should the tax pass.

Back to headlines

http://www.kctchikandailynews.com/pieiniuin/288265569420037.plip
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Senate gets earful on container tax

Proposal would drive cargo from region, critics say

Thursday, February 15 2007

By KRISTEN MILLARES BOLT
P-l REPORTER

Sen. Mary Margaret Haugen, D-Camano Island, wanted to start a serious
conversation about how to fund transportation projects to allow freight to How
more smoothly through the state of Washington.

So Haugen, who chairs the Transportation Committee, introduced a bill that
would levy a $50 fee on every 20 feet of containers passing through
Washington ports.

The money generated from the fee would be earmarked for a passel of freight
mobility projects dependent on stale funding, such as the S25 million
crowning of Stampede Pass, the $25 million gap in funding for the second
phase of state Route 519 and connecting state Route 167 to state Route 5009.

Haugen got what she wanted: a vigorous debate.

Senate hearings brought an earful from ports, labor, shippers, retailers and
railroads, who all opposed the proposal as an unfair and trade-suppressing tax
Ihat would drive cargo, jobs and money from the region.

But Haugen may have stirred up more controversy than she bargained for, as
angry hearings begin today in Alaska on a resolution opposing the bill because
it would raise consumer prices there.

Stiil, what she hasn't found, amid all that talk, is an alternative way to fund the
projects, some ofwhich arc already slated for public/private partnership.

"They come and tell us they have all these freight mobility problems, and
when we ask if there is some alternative, they say no," Haugen said. "How

does one take them seriously?"

lutp://scattlepi.nwsoiircc.com/printcr2/index.asp?ploc=b&refer=http://seattlepi.n\vsource.c... 2/22/2007
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In an attempt to answer some of the critics' charges that the measure, Senate
Bill 5207, would push cargo north to Canada and south to California, Haugen
said an amended bill would trim the fee from $50 per TEU (20-foot equivalent
unit, the standard measure of container volume) to between $25 and S30 per

TEU.

Though the language of the amended bill has not been made public yet,
Haugen said its implementation, should it pass, would be tied to that of a
similar bill expected from the California Legislature by Feb. 23.

There, state Sen. Alan Lowenthal will introduce a container fee bill similar to
one passed by the Legislature last year, which would have levied a Fine of $30
per TEU on containers passing through the ports of L.A. and Long Beach.
After intense lobbying by the retail, manufacturing and shipping industries, it
was vetoed by Gov. Arnold Schwarzenegger.

"I don't think a $25 or $30 container fee is going to put them out o f business,
or divert that much cargo if California also passes a similar container fee."

Haugen said.

That ignores two things: Canadian ports and the reality of Seattle's small
market, said Port of Seattle government affairs manager Terry Finn.

"Seventy to 80 percent ofthe cargo going to the ports of L.A./Long Beach
will end up within 500 miles ofthose docks," Finn said.

"In Seattle. 70 percent of our cargo gels on a train to places like Chicago, so
all that freight is discretionary and could be sent elsewhere."

At a conference in January at the Port of Tacoma, Gov. Chris Gregoire said
Haugen "wasn't serious" about the bill, which she called "a shot across the

bow to get ever one to pay attention.”

As introduced, placing a S50 fee per TEU, the bill would have generated $287
million from 2007 to 2009, $433 million from 2009 to 2011, and $468 miillion

from 2011 to 2013.

But Haugen says she is serious, and so far, she hasn't heard anything from the
industry that would change her mind on the state's transportation priorities
over the next year. Without those funds, she said, freight mobility projects just

http://seattlepi.nwsource.com/printer2/indcx.asp?ploc=b&refer=littp://seattlepi.nwsource.c... 2/22/2007
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won't happen.

Revised to $30 per square foot, the bill would generate $172 m illion from

2007 to 20009.

"If my colleagues don't want to vote for this, fine -- but don't ask me for any
money for freight projects,” Haugen said. "I will shift everything we have to

safety projects like 520."

The controversy over Haugen's proposal has spread beyond the stale along

shipping routes through W ashington and up to Alaska.

In the state capital ofJuneau, a group ofincensed representatives - spurred by
industry and concerns for their constituents — have drafted a resolution

opposing the bill and asking W ashington to come up with another way to fund

freight mobility.

"The problem we've got is that we are so dependent on W ashington," said
Alaska state Rep. Ralph Samuels, co-sponsor of the resolution, which receives

a hearing today at 2:30 p.m. "All the goods we have come on ships, so this bill

would drive the cost ofday-to-day life up.”

Seventy percent of waterborne trade to Alaska from the lower 48 States flows

through the Port of Tacoma, unloading at the ports of Anchorage, Kodiak and

Dutch Harbor.

Virtually all ofthe rest of Alaska-bound goods flows through the Seattle port,

which serves numerous smaller ports in Alaska.

W ith fuel prices already at $6 per gallon in rural Alaska and the price of
groceries sky-high, the Alaskan consumer shouldn't have to bear any more
costs. Samuels said. And what's more, he said, the bill worsens the

deteriorated relationship between W ashington and Alaska.
"W e are taking it as a poke in the eye,”" Samuels said.

The goods that stock shelves in Alaska create jobs in the Puget Sound region:
more than 100.000 ofthem in 2003, or 3 percent ofthe region’'s total,

according to a 2004 report by the Seattle and Tacoma chambers ofcommerce.

IUtp://seaitlepi.nwsoiircc.com/printcr2/index.asp7ploc=b&refcrHittp://seattlepi.nwsomce.c... 2/22/2007
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Nearly 90 percent ofthe freight shipped to Alaska by Totem Ocean Trailer
Express Inc., a privately owned Alaska corporation that operates a terminal in

Tacoma, is loaded into containers in the Puget Sound region.

"W e believe the additional cost for TOTE would be $11 million per year,
which would be transferred to the consumer in Alaska,” said TOTE President
and ChiefOpe.ating O fficer Bill Deaver. "The bill puts an onerous burden on

the citizens in the state of Alaska."

P-I reporter Kristen Millares Bolt can be reached at 206-448-8142 or
kristenbolt@seattlepi.com.

© 1998-2007Seattle Post-Intelligencer
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Alaskans bristle over
proposed Washington
container tax

By Rob Stapleton
Alaska Journal of Commerce

A resolution to impose a $100 tax on shipping
containers by the state of Washington has
triggered negative reactions by Alaskans and the
ports of Seattle and Tacoma.

"We are opposed to this, in every way," said
Aves Thompson, executive director of the Alaska
Trucking Association. "The state f Washington
can find better ways to raise money than to
Impose a tax on containers coming to and from

1Alaska."

Senate Bill 5207 tries to impose a fee of $50 for
each 20-foot-equivalent on every cargo
container traveling between Washington state
and Alaska. As most cargo containers are at
least two 20-foot-equivalent units, this would
subject them to a $100 fee each round trip.

Sen. Mary Margaret Haugen, D-Camano Island,
IS sponsoring the legislation. The money
collected would be deposited in a fund and used
for road and rail improvement proje s that
relieve freight congestion.

Sen. Haugen's office was contacted by the
Journal for comment on this story, but was

2/22/2007

n


http://alaskajournal.com/stories/021807/hom_20070218033.shtml

Alaska Journal of Commerce Online

s WMMH as

|Choose City 3

Comments
Locale a copy

IAM hi v

‘007 Membership
Directory
coming soon

Click here lor advertising rales

http://alaskajournal.com/stories/021807/hom_20070218033,shtml

Page 2 0 f3

unavailable for comment.

The fee would raise an estimated $287 million
for freight congestion relief projects in the next
two years, and would grow to an estimated $433
million for 2009-2011.

The implications of the legislation triggered a
response from the Alaska Legislature, which
Issued a joint resolution Feb. 7 opposing the tax.

The resolution urges the Washington state
Legislature to consider alternative means for
raising revenue to be used for port infrastructure
improvements.

Alaska statistics indicate that 97 percent, by
weight, and 60 percent, by value, of all goods
shipped to Alaska are shipped by marine
transportation.

Totem Ocean Trailer Express and its parent
company, Saltchuk, are also against the
proposal.

"TOTE and Saltchuk have communicated
directly, and through organizations we are
members of, that this is not good legislation for
Alaska," said Curt Stoner, sales manager for
TOTE in Alaska.

Stoner also mentioned that he does not expect
the bill to get far, because the U.S. Department
of Transportation regulates interstate
transportation.

Carlile Transportation also thinks that the
proposal will die.

"We think that this proposal was intended for
international cargo containers, and that it will be
re-worked," said Lin a Leary, vice president of
marketing for Carlile Transportation in Tacoma.

Port officials at both the ports of Seattle and
Tacoma are opposed to the container fee.

2/22/2007
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Officials are saying that it will raise the cost of
moving conta'ners from $200 to $300, making it
harder to compete. The price for moving a
container in Portland, Ore., and Vancouver,
Wash., is still $200 or less.

The bill is still awaiting scrutiny by the
Washington Legislature's Executive Committee,
which will either amend it or pass it out of the
state's Transportation Committee.

Rob Stapleton can be reached at
rob.stapleton@ alaskajournal.com.

<o e a;,i\ . urr.ji of Commerce and Morris Communications Corp.
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M ultiple Agency Fiscal Note Sum mary

Bill Number: 5207 S SB Title:
Estimated Cash Receipts
Agency Name 2007-09
GF-State |

Office of State Treasurer

Total S ~

Local Gov. Courts *
Local I OV. Other **
Local Gov. Total

Estimated Expenditures

Agency Name 2007-09
FTEs GF-State

Office of State Treasurer 0

Department of 0 0

Transportation

Freight Mobility Strategic 0 0

Investment Board

Total 0.0 $0

Local Gov. Courts *
Local Gov. Other **
Local Gov. Total

Prepared by: Geri Beardsley, OFM

o

Total

Total

Non-zero but indeterminate cost.

FTEs

0.0

*  See Office of the Administrator for the Courts judicial fiscal note

**  See local government fiscal note
PNI'ID: 17686

Freight congestion relief

0

2009-11

GF-State

$0

2009-11
GF- State

| Total

Please see discussion."

0 o|
Total FTEs
0
0
0 0
0 0.0
Phone:

360-902-9X22

2011-13
GF-State |

2011-13
GF-State

Date Published:

Final 3/27/2007

Total

Total



Bill Number: 5207 S SB Title: Freight congestion relief

Part |: Estimates

j J No Fiscal Impact

Individual State Agency Fiscal Note

Fstimatcd Cash Receipts to:

Non-zero hut indeterminate cost.

Kstimated Expenditures from:

Fund

The cash receipts and expenditure estimates on this pope reprisent the mostlikely fiscalimpact

am talternate ranges (ifappropriate),

Check applicable boxes and follow corresponding instructions:

Total S

are explained in Part Il

Agency:

Please see discussion.

2007-09

090-Office of State

Treasurer

2009-11

2011-13

mactors impacting the precision ofthese estimates,

1fiscal impact is greater than S50.000 per fiscal year in the current biennium or in subsequent biennia, complete entire fiscal note

rm Parts I-V.

| fiscal impact is less than S50.000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Part 1).

] Capital budget impact, complete Part IV'.

| | Requires new rule making, complete Part V.

Legislative Contact
Agency Preparation:
Agency Approval:

OFM Review:

Form FN(Rev 1/00)

Jerrv Lonj>
Dan Mason
Dan Mason

Thco Yu

Phone: 360-786-7306
Phone: 360-902-9090
Phone: 360-902-9090

Phone: 360-902-0548

Date:

Date:

Date:

Date:
Request 4
Bill U

03/22/2007
03/23/2007
03/23/2007

03/23/2007
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Part Il: Narrative Explanation

1. A - Brief Description Of What The Measure Docs That Has Fiscal Impact

Uricfly describe, by section number, the significant provisions o fthe bill, and any related workload or policy assumptions, that have revenue or
expenditure impact on the responding agency.

SSB 5207 creates the freight congestion reliefaccount and allows the account to retain its earnings from imcstments.

Earnings from investments:
The amount o f earnings by an account is a function of the average daily balance of the account and the earnings rate of

the investment portfolio, The average daily balance is a function of the beginning balance in the account and the timing
& amount of receipts, disbursements, & transfers during the time period in question. Accordingly, even with a beginning
balance of zero, two accounts with the same overall level of receipts, disbursements, and transfers can have different

average balances, and hcnee different earnings.

There will be an impact lo the earnings; however, the actual earnings will be determined more by the impact to the
average daily balance than the amount of increases or decreases in receipts, disbursements, and transfers. Currently,
estimated earnings are indeterminable. Without projected monthly estimates of receipts, disbursements, and transfers,
OST is unable to estimate the changes to the average balance c f the account and the impact to earnings.

Based on the March 2007 Revenue Forecast, the net rate for estimating earnings for FY 08 is 4.41% and FY 09 is 4,40%.
Approximately S44, 100 in FY 08 and $44,000 in FY 09 in net earnings and $5,000 in OST management fees would be
gained or lost annually for every $1 million increase or decrease in average daily balance.

II. B - Cash receipts Impact

Briefly describe and quantify the cash receipts impact ofthe legislation on the responding agency, identifying the cash receipts provisions by section
number and when appropriate the detail of the revenue sources Briefly describe Ihefactual basis of the assumptions and the method by which the
cash receipts unpact is derived. Explain how workload assumptions translate into estimates Distinguish between one time and ongoing functions.

SSB 5207 creates the freight congestion relief account and allows the account to retain its earnings from investments.

Il. C - Expenditures

Briefly describe the agency expenditures necessary to implement this legislation tor savings resultingfrom this legislation), identifying by section
number the provisions of the legislation that result in the expenditures tor savings). Briefly describe thefactual basis of the assumptions and the
method b\ with h the expenditure impact is derived. Explain 'ow workload assumptions translate into cost estimates Distinguish between one little

and ongoing functions

Part Ill: Expenditure Detail

I11. A - Expenditures by Object Or Purpose
FY 2008 FY 2009 2007-09 2009-11 2011-13

-IT Staff Years
Total:

Part IV: Capital Budget Impact

Part V: New Rule Making Required

Identify provisions ofthe measure Ihat require the agency to adopt new administrative rules or repeal/revise existing rules

Request// 2761
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Individual State Agency Fiscal Note

Bill Number: 5207 S SB Title: Freight congestion relief Agency: 405-Department of
Transportation

Part |: Estimates

[x] No Fiscal Impact

The cash receipts and expenditure estimates on this page represent the most likely fiscal impact Factors impacting the precision of these estimates,
and alternate ranges (ifappropriate), arc explained in Part II.

Check applicable boxes and follow corresponding instructions:

If*fiscal impact is greater than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete entire fiscal note

ris 1-V.
] If fiscg impact is less than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete this page nly (Part I).

| [ Capital budget impact, complete Part I1V.

1 Requires new rule making, complete Part V.

Legislative Contact: Jerry Long Phone: 360-786-7306 Date: 03/22/2007

Agency Preparation:  Brent Thompson Phone: 360-705-7927 Date: 03/23/2007

Agency Approval: Paula Hammond Phone: 360-705-7027 Date: 03/26/2007

OFM Review Cieri Beardsley Phone: 360-902-9822 Date: 03/26/2007
Request H 07-1441
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Part Il: Narrative Explanation

II. A - Brief Description O f What The Measure Docs That Has Fiscal Impact

tinefly describe, by section number, the significant provisions o fthe bill, and any related workload or policy assumptions, that have revenue or
expenditure impact on lhe responding agency

This legislative proposal directs the Joint Transportation Committee, subject to appropriation, to conduct a study to
evaluate the imposition of a fee on the processing of shipping containers, port related user fees, and other funding
mechanisms as a means to fund freight infrastructure improvements. The legislation also creates a freight congestion
relief account in the state treasury. The funds may only be spent after an appropriation and may only be used to provide
congestion relief through the improvement of freight rail systems and state highways that function as freight corridors.
The legislation identifies specific projects that must, at a minimum, funded through the account.

Il. B - Cash receipts Impact

Briefly describe and quantify the cash receipts impact o fthe legislation on the responding agency, identifying the cash receipts provisions bv section
number and when appropriate the detail o fthe revenue sources. Briefly describe thefactual basis ofthe assumptions and the method by which the
cash receipts impact is derived. Explain how workload assumptions translate into estimates. Distinguish between one time and ongoingfunctions.

None

Il. C - Expenditures

Briefly describe the agency expenditures necessary to implement il, legislation (or savings resultingfrom this legislation), identifying by section
number the provisions ofthe legislation that result in the expendilun  (or savings), Briefly describe thefactual basis o] the assumptions and the
method by which the expenditure impact is derived Explain how wtnxload assumptions translate into cost estimates, Distinguish between one lime

and ongoingfunctions
None, the legislation only directs that a study be conducted, subject to appropriaiion, and anv funding for congestion relief
projects would need to be appropriated,

Part Ill: Expenditure Detail
Part IV: Capital Budget Impact

Part V: New Rule Making Required

Identify provisions of the measure that require the agency to adopt new administrative rules or repeal/revise existing rules.

Recuest 07-144-"
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Individual State Agency Fiscal Note

Bill Number: 5207 S SB Title: Freight congestion relief Agency: 411-Freight Mobility
Strategic Invest

Part |: Estimates

|x] No Fiscal Impact

The cash receipts ami expenditure estimates an this pane represent the mast likelyfiscal impac | Factors impacting the precision ofthese estimates,
md alternate ranges (ifappropriate), are explained in Fart II.

Check applicable boxes and follow corresponding instructions:

If fiscal impact is greater than S50.000 per fiscal year in the current biennium or in subsequent biennia, complete entire fiscal note

rts 1-V,
] If fiscq impact is less than S50.000 per fiscal r in the current biennium or in subsequent biennia, complete this page only (Part I).

] Capital budget impact, complete Part 1V

J] Requires new rule making, complete Part V,

Legislative Contact: Jerry Long Phone: 360-786-7306 Date. 03/22/2007

Agency Preparation:  Cornelia Kirkpatrick Phone: (360) 705-7526 Date: 03/23/2007

Agency Approval: Karen Schmidt Phone: (360) 586-9696 Date: 03/27/2007

OFM Review: Geri Beardsley Phone: 360-902-9822 Date: 03/27/2007
Request tl 2007-4-1
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Part Il: Narrative Explanation

I1. A - Brief Description Of What The Measure Docs That Has Fiscal Impact

Briefly describe, by section minther. the significant provisions ofthe bill, and any related workload or policy assumptions, that have revenue or
expenditure impact on the responding agency.

The bill authorizes a consultant study that will evaluate the imposition of specific and non specific user fees for
improving freight mobility and other related issues. The proposed bill assumes the establishment of a new account and
the collection of fees designated for freight rail systems and state highways; however al least one reference is made to a
non-state corridor that would also be eligible for funding. The bill requires the development of a new measurement for
return on investment or modification of an existing analysis. A future project recommendation body is called for lhat
could be in addition to the Freight Mobility Strategic Investment Board and other state freight efforts.

SSB 5207 identifies areas with possible direct implications for the board. Staffwill closely follow the discussion and
may become a resource for the consultant which would involve additional staff time. It is assumed there will be some
fiscal impact in additional workload for the agency to monitor and participate in the development of the study. The fiscal

impact cannot be measured until more information is available.

II. B - Cash receipts Impact

Briefly describe and quantify the cash receipts impact of the legislation on the responding agency, identifying the cash receipts provisions by section
number and when appropriate the detail ofthe revenue sources. Briefly describe thefactual basis o fthe assumptions and the method by whic 'i the
cash receipts impact is derived Explain how workload assumptions translate into estimates. Distinguish between one lime and ongoingfuiu lions.

1. C - Expenditures

Briefly describe the agency expenditures necessary to implement this legislation (or savings resultingfrom this legislation), identifying by section
number the provisions of the legislation that result in the expenditures (or saxmgs). Briefly describe the factual basis oj the assumptions and the
method by which the expenditure impact is derived Explain how workload assumptions trimslate into cost estimates Distinguish between one lime

and ongoing functions

Part Ill: Expenditure Detail
Part IV: Capital Budget Impact

Part V: New Rule Making Required

Identify provisions a! the measure that require tin agency to adopt new administrative rules or repeal revise existing rules

Request I 2007-4-1
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David Scott

From: Will Vandergriff [Will_Vandergriff@legis,state.ak.us]
Sont: Monday, February 12, 2007 12:51 PM

To: prdistribution

Subject: PR - Washington State Shipping Tax Will Hurt Alaskans

Attachments: PR - Wash. State Shipping Tax Will Hurt Alaskans.doc

CONTACT: Will Vandergriff, (907) 465-5446
House Majority Press Secretary

Washington State Shipping Tax Will Hurt Alaskans

Rep. Thomas’HIJR 8 Sounds O ffon “Nuisance Tax,”

FOR IMMEDIATE RELEASE: Feb. 12, 2007

Scheduled for House Transportation Thursday

(Juneau) - Representative Bill Thomas (R - Haines) is worried that his colleagues in the
Washington State Legislature will adversely impact Southeast Alaska with a measure to
impose a $100 fee on marine terminal operators who ship containers from the state. By
sponsoring House Joint Resolution 8 (HJR 8), Thomas is putting in writing what he and fellow
members of the House of Representatives regard as an unnecessary "nuisance tax" that could

pass an undue burden onto Alaskans.

“Alaska depends heavily on goods shipped through ports in Washington State, which has long
been a gateway to our state,” Thomas said. "Many people do not realize Alaska is the Puget
Sound's fifth largest trading partner. The close economic connection between our two states is

responsible for at least 103,500 jobs and over $4 billion in commerce.

The Washington State Senate is currently considering Senate Bill 5207, which would impose a
$50 fee per 20-foot equivalents for shipping containers. The standard container length is 40
feet. The state's Senate is moving the legislation because of what the bill states as "a need to
mitigate the enormous burden imposed on the state transportation system by the overland
movement of cargo shipped to and from Washington State ports.” The fee will be imposed on
marine terminal operators, who will be allowed to keep 10% of the fee as compensation for
accounting costs, leaving 90% for spending on state port infrastructure improvements.

"Shipping fees in Alaska are already sky-high,” Thomas said. "The real losers in this legislation
are the consumers, and in our case, we Alaskans. HIR 8 asks Washington to find some other
means to fund infrastructure improvements to its ports. The people of Washington State should

pay for those improvements, not Alaskan consumers.

"This regressive tax could cripple not only shipping into Alaska, but also the variety and
availability of goods that we've grown to depend on. It's already hard enough to find family
staples and goods in Southeast. We don't need our most accessible shipping partner cutting
off one of our only avenues by forcing operators to pass the burden on to us consumers."

HJR 8 will be considered by the House Transportation Committee Thursday, February 15 at
1:30 p.m.

nnn
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SENATE BILL REPORT
SB 5207

As of January 25,2007

Title: An act relating to creating the freight conge ‘ion relief account to improve freight corridors
with funding from the imposition of a fee on the processing of shipping containers.

Brief Description: Crearing and funding the freight congestion relief account for the purpose of
improving freight rail systems and state highways used as freight corridors through imposing a

fee on the processing of shipping containers.
Sponsors: Senators Haugen, Murray and Spanel.

Brief History:
Committee Activity: Transportation: 1/24/07.

SENATE COMMITTEE ON TRANSPORTATION

Staff: David Ward (786-7341)

The state has identified various and significant transportation projects that
Although the s*ite has provided some

is insufficient to provide the level of

Background:
support enhanced freight mobility and capacity.

funding for these projects, the level of funding
investment necessary to alleviate congestion levels that impact freight mobility and capacity.

A fee is imposed on the processing of shipping containers in the ports of

The fee must be imposed at the rate of S50 per twenty-foot equivalent
Marine

Summary of Bill:

Washington State.
unit (TEU) and is payable by the marine terminal operator processing the container.

terminal operators may retain i0 percent of the fee to offset costs associated with the proper
reporting of the number of TF.Us processed. The remainder of the fee must be remitted to the

Department o f Revenue (DOR).

The Freight Congestion Relief Account is created in the State Treasury, All receipts received
by DOR from the imposition of TEU processing fees must be deposited in the account. The
account is subject to appropriation, retains 100 percent of the interest income generated byjhe
account, and may i nly be used to provide freight-related congestion relief throughlhe

improvement of freight rail infrastructure and state highways that function as freight

corridors.
Appropriation: None.
Fiscal Note: Available.

Committee/Commission/Task Force Created: No.

71V analysis was prepared by non-partisan legislative skifffur the use o flegislative members
in their deliberations. This analysis is not apart ofthe legislation nor does it constitute a

statement oflegislative intent.

Serete Dill Report - - SB 5207



Effective Date: Ninety days after adjournment of session in which bill is passed.

PRO: There should be a user fee to fund these

Staff Summary of Public Testimony:
The system that

cr tical investments and the return on investment should olTset the costs,
cc mprises our state's freight infrastructure needs additional investment and. it possible, should
include a component that would allow funding for projects adjacent to the state system that
can demonstrably show significant ways to improve, link to, or offload pressure on state

freight corridors.

CON: Seventy percent of containerized freight moving through Washington's ports is
discretionary. Imposition of a fee on the processing of shipping containers will therefore
divert container freight movement away from the state's marine ports. Critical family wage
jobs will also be lost and a negative ripple effect will be felt throughout the state economy.
Such a fee would also impair state export trade and Washington is a highly trade-dependent
state. There arc additional concerns that the fee is instead a tax and may well be
unconstitutional in that it impedes interstate commerce, import/export activity and the
movement o f containerized cargo as governed by federal law and international treaty.

Persons Testifying: PRO: Larry Pursley, Washington Trucking Association; Doug Levy,

Cities of Everett, Kent, Federal Way, Renton and Puyallup.

CON: Mark Johnson, Washington Retail Association; Rich Bcrkowitz, Transportation
Institute; Randy Ray, Pacific Seafood Processors; Jim Wilcox, Wilcox Farms/Washington
Food Industry; Pat Jones, Washington Public Ports Association; Tim Farrell, Port of Tacoma;
Terry Finn. Port of Seattle; Gordon Baxter, Masters, Mates and Pilots and Inland Boatmen's
Union; Larry McKillip, United Transportation Union; Mike Elliot, Brotherhood of
Locomotive Engineers; Karol Kingcry, Marine Engineers Beneficial Association; Bill
Stauffachcr, Burlington Northern Sante Fe Railroad; Tom Parker, Union Pacific Railroad;
Scott Mazclgrove, Pacific Merchant Shipping Association; Rick Wickman, Columbia River

Steamship Operators.

Serete Bill Report SB 507



M ultiple Agency Fiscal Note Summ ary

Bt" Number: 5207 SB Title: Freight congestion relief

Esmnated Cash Receipts

Agency Name

2007-01 2009-11 2011-13
GF-State | Total GF- State | Total GF- State | Total
Office of State Treasurer Non-zero but indeterminate cost. Please see discussion.”
Department of Revenue 478 000 287,280,000 720.000 | 433.199,000 779.000] 467.865,000
Total S 478.000 287.280.000 720,000 433,199.0001 779.000 467.865.000
Local Gov. Courts *
Local Gov. Other **
Local Gov. Total
Estimated Expenditures
Agency Name 2007-09 2009-11 2011-13
FTEs GF-State Total FTEs

Departmentof

GF-State Total FTEs GF-State Total
O ffice of Slate Treasurer O O O O O O
DepartmentofRevenue b 46.6000 46.60b 13.40b l3.40b 13/000 13.40b

Transportation

Total 0.0) $46.600 $46,600 G. $13400 S13.4000 (]. $134001 $13400
Local Gov. Courts *
| ocal Gov. Other **
Local Gov. Total
Prepared by: Doug Jenkins, OFM Phone: Date Published:
360-902-0563 Final 1/20/2007

See Office of the Administrator for the Courts judicial fiscal note

**  See local gove; ncnt fiscal note

PNPID: 14732



Individual State Agency Fiscal Note

Bill Number: 5207 SB Title: Freight congestion relief Agency: 090-Office of State
Treasurer

Part I: Estimates

j [ No Fiscal Impact

Estimated Cash Receipts to:

Non-zero but indeterminate cost. Please sec discussion.

Estimated Expenditures from:
FY 2008 FY 2009 2007-09 2009-11 2011-13
Fund

Total S

The cash receipts and expenditure estimates on this page representthe mostlikely /isculimpact, /‘actors impactmy the precision o fthese estimates,

andalternate ranyes lifappropriate), are explained n ‘art Il

Check applicable boxes and follow corresponding instructions:

I(‘fiscal impact is greater than $50,000 per fiscal year in the current! Minium or in subsequent biennia, complete entire fiscal note
rm Parts |-V.

| f fiscal impact is less than $50,000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Part I).

| | Capital budget impact, complete Part IV.

" J Requires new rule making, complete Part V.

Legislative Contact: David Ward Phone: 3607867341 Date: 01/15.2007

Agency Preparation:  Dan Mason Phone: 360-902-9090 Dale: 01/16/2007

Agency Approval: Dan Mason Phone: 360-902-9090 Date: 01/16/2007

OFM Review: Deborah Feinstcin Pnone: 360-902-0614 Date: 01/16/2007
Recpest N 02%1
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Part Il: Narrative Explanation

II. A - Brief Description Of What The Measure Does That Has Fiscal Impact

Briefly describe, by section number, the significantprovisions o fthe bill, antiany related workload orpolicy assumptions, thathove revenue or

expenditure impacton the responding agency.

SB 5207 creates the freight congestion relief account and allows the account to retain its earnings from investments.

Eamings from investments:
The amount of eamings by an account is a function of the average daily balance o f the account and the eamings rate of

the investment portfolio. The average daily balance is a function of the beginning balance in the account and the timing
& amount of receipts, disbursements, & transfers during the time period in question. Accordingly, even with a beginning
balance of zero, two accounts with the same overall level of receipts, disbursements, and transfers can have different

average balances, and hence different eamings.

There will be an impact to the eamings: however, the actual eamings will be determined more by the impact to the
average daily balance than the amount of increases or decreases in receipts, disbursements, and transfers. Currently,
estimated eamings are indeterminable. Without projected monthly estimates of receipts, disbursements, and transfers,
OST is unable to estimate the cnangcs lo the average balance of the account and the impact to eamings.

Based on the November 2006 Revenue Forecast, the net rate for estimating eamings for FY 08 is 4.18% and FY 09 is
1.21%. Approximately S41,800 in FY 08 and S42,100 in FY 09 in net earnings and $5,000 in OST management fees
would be gained or lost annually for every $1 million increase or decrease in average daily balance.

II. B - Cash receipts Impact

Briefly describe and quantify the cash receipts impacto fthe legislation on the responding agency, identifying the cash receipts provisions by section

numberand when appropriate the detailofthe revenue sources. Briefly describe 11.°factual basis of the assum ptions and the m ethod by which the

cash receipts impactis derived. Explain how workload assum ptions translate into estimates. D istinguish between one time and ongoing functions

SB 5207 creates Ihe freight congestion relief account and allows the account to retain its earnings from investments.

Il. C - Expenditures

Briefly describe the agency expenditures necessary to implementthis legislation tor sayings resulting from this legislation), identifying by section

numberthe provisions o fthe legislation thatresultin the expenditures lor savings) Brieflydescribe the /actualbasis o fthe assum ptions and the

method by which the expenditure impactis derived Explain how workloadassumptions translate into cost estimates Distinguish betw een one lime

iind ongoing /tintturns

Part IIl: Expenditure Detail

111 A - Expenditures by Object Or Purpose
r'y 2008 FY 2009 2007-09 2009-11 2011-13

FTE Staff Years
Total:

Part IV: Capital Budget Impact

Part V: New Rule Making Required

Idenli/ly nrovtsums ofthe measure th.itrequire the agency to adoptnew adm uiistrativc rules or repealrevise existing rules

Request# 021-1
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Departmentof RRevenue Fiscal Note

Bill Number: 5207 SB Title: Freight congestion relief Agency: 140-Depanment of
Revenue

Part I: Estimates

4 No Fiscal Impact

Estimated Cash Receipts to:

FUND FY 2008 FY 2009 2007-09 2009-11 2011-13
GF-STATE-State 139,000 339,000 478,000 720.000 779.000
01 - Taxes 05 - Bus and Occup Tax
NEW-State 83.150,000 203,652,000 286,802.000 432,479.000 467.086,000
00- 00-
Total S 83.289.000 203.991.000 287.280,000 4111QPIn 467 865.000

Estimated Expenditures from:

FY 2008 FY 2009 2007-09 2009-11 2011-13
FTE Staff Years 0.5 0. 03 0.1 0.1
Fund
GF-STATE-State OOl 39,900 6.700 46,600 13,400 13.400
Total S 39,900 6,700 46,600 13,400 13,400

The cash receipts and expenditure estimates on this page representthe mustlikely fiscal impact. Factors impitcting the precision ofthese estimates,

and alternate ranges tijappropriate), are explained in Part Il

Check applicable boxes and follow corresponding instructions:

If fiscal impact is greater than S50.000 per fiscal year in ihe current biennium or in subsequent biennia, complete entire fiscal note
m Parts |-V.

iscal impact is less than S50.000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Part ).

] Capital budget impact, comp Part IV.

| [ Requires new rule making, complete Part V

Legislative Contact. David Ward Phone: 3607867341 Date: 01 i5/2007

Agency Preparation: ~ Valerie Torres Phone: 360-5706084 Date. 01/18/2007

Agency Approval: Kim Davis Phone: 360-570-6087 Date: 01/18/2007

OEM Review: Doug Jenkins Phone: 360-902-0563 Date: 01/18/2007
Request# 5207-1-1
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Part II: Narrative Explanation

II. A - Brief Description Of What The Measure Does T hat Has Fiscal Impact

U-iefly describe, by section number, the significantprovisions o fthe bill, andany related workload orpolicy assum ptions, thathave revenue or

expenditure impacton the responding agency.

This bill imposes a S50 fee per 20-foot equivalent unit of shipping container at marine ports. The marine terminal operator
keeps 10 percent of the fees collected for costs associated with the proper collection and reporting of the containers. The
rest of the money is remitted to the Department of Revenue (the Department) and deposited in a new account where the
money is to be used to provide congestion relief through improvements of freight rail systems and state highways that act

as freight corridors.

This bill also reenacts the laws related to the eamings of investments of surplus balances being deposited in the treasury
income account and adds the new "freight congestion relief account” to the list of accounts that receive a share of the

earnings from the treasury income account.
Sections | through 5and 7 arc new sections.
Section 1declares the intent of the container fee.

Section 2 contains definitions.

Section 3 imposes the $50 fee per 20-fool equivalent unit and allows the marine terminal operator to keep 10 percent. The
portion kept must be reported as gross income under the service and other activities lax classification on the excise tax
return. The Department must incorporate the fee into the regular audit cycles. The marine terminal operator must include
the information specified on the excise tax return forms. The fee is to take effect no sooner than 7' days after the
Department receives notice and is only to take effr t on the first day of January, April, July, or October unless the

Department waives the notice requirement.

Section 4 creates the new account in the state treasury and specifies that the money can only be spent after approp.iation
and may only be used to provide congestion relief through improvements of freight rail systems and state highways that

function as freight corridors.

Section 5 makes it a gross misdemeanor if the marine terminal operator does not remit the fee to the Department, except
for the portion Ihat they are allowed to keep, flic marine terminal operator is also personally liable if they fail to collect
the fee or if they collect the fee and fail to remit it.

Section 6 reenacts the laws related to the eamings of investments of surplus balances being deposited in the treasury
income account. The new "freight congestion relief account" is added to the list of accounts that receive their full share of

the eamings from the treasury income account less any lees.

Section 7 makes sections | through 5 into a new chapter in Title 47 RCW.

II. B-Cush receipts Impact

B ric/lv describe and guanll/y the iash receipts impactalthe legislation on the responding agency. htcnlifs mg the >ash receipts piosaions by section

numberand when appropriate the detailofthe revenue sources Briefly describe the factualbasis a/the assum ptions and ilie niclllod bv which the

cash reieipts nnpas tis derived. I|:xplatn how workload assum ptions translate into estimates. Distinguish between one time andongoing functions

ASSUMPTIONS DATA SOURCES

This hill does not specify an effective date, therefore, the effective date of the bill is assumed to be 90 days alter the
session ends. Adding to Ihat the 75 days between when the Department is notified and the fee is imposed and then finding
the first of January, April, July, or October after that, the fee is assumed to he imposed effective January 1, 2008.

Request// 5207-1-1
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Growth rates for 20-foot equivalent unit cargo containers (containers) were found in the Washington Port Association’s
marine cargo forecast for 2004 The number of containers and growth rates forecasted was compared to the container

statistics found on the Port of Seattle and Port of Tacoma websites.

It is assumed that both empty and full cargo containers would be taxed and that containers would be taxed being loaded on
and loaded off of vessels.

It is assumed Ihat the 10 percent the marine terminal owners keep is subject to business and occupation tax at the services
and other rate of 15 percent.

REVENUE ESTIMATES

It is estimated that in calendar year 2008 there will be approximately 4.2 million 20-foot equivalent unit cargo containers
that would be charged the S50 fee. This would re . in approximately $221 million in fees in calendar year 2008. The
marine terminal owners would keep 10 percent of this amount, and business and occupation lax would apply to what they
keep. The rest of the money would be deposited in the freight congestion relief account.

For calendar years 2008 through 2010 the growth rate of the number of processed containers would be 4 .1percent,
dropping to 3.9 percent for 2011 through 2013.

The calendar year totals were then broken apart into fiscal year totals.

TOTAL REVENUE IMPACT:

State Government (cash basis, $000): Freight Congestion Relief Account
FY 2008 - $ 83,150
FY 2009 -  $ 203,052
FY 2010 - $212,002
FY 2011 -  $220,447
FY 2012 - $229.076
FYy 2013 -  $ 238,010

State Government (cash basis. $000): Business & Occupation 1ax
FYy 2008 - $ 139
FY 2009 - S339
FY 2010 - $.53
FYy 201 1- $367
lY 2012- $382
FY 2013 - $419

Il. C - Expenditures

Briefly dt?.uribe the agene\ expenditures netessary to implem entthis legislation (orsavings iexulting tram this legislation), identify ing by section

number the provisions o/the legislation thatresultin the expenditures (or savings.) Briefly describe the tactualbasis o fthe assumptions and the

methodbv iviiu h the expenditure impactis thrived Explain how workload assum ptions translate into cost estimates Distinguish between one lime

.nnlongoing font lions

To implement this legislation, the Department of Revenue will incur costs o f approximately $39,900 during Fiscal Year
2008. These arc programming costs to set up, test, and verify the system to handle the collection of the Ice and additional
audit time spent to verify reported amounts. Time and effort would equate to 0.5 FTE.

Fiscal Year 2009 costs are approximately $6,700. These costs arc ongoing and include 0.1 FTE to handle the extra audit
work required.

The Department of Revenue will incur estimated costs of $13,400 in the 2009-2011 and the 2011-2013 Biennia. These are
ongoing costs to handle the extra audit work required.

Request U 5207-1-1
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Without an appropriation to cover the expenditure impact, the Department of Revenue may not be fully able to implement
the legislation.

Part Ill: Expenditure Detail
I11. A - Expenditures by Object Or Purpose
FY 2008 FY 2009 2007-09 2009-11 2011-13
FTE Staff Years 05 O]. 0.3 (]. 01
A- ,0_400 4 31.000 9
- 6o () 7700 /) B )
E- 3400 700 4.100 1400 1,400
G- 300 300 600 600 600
J- 3200 3,200
Total S $39,900 $6,700 $46.600 3,400 $13,4001

1. B - Detail: List FTEs by classification and corresponding annual compensation. Totals need lo agree with total FTEs in Part |

and Part U'A
Job Classification Salary FY 2008 FY 2009 2007-09 .2009- . 2011-13
IT SPEC 4 . 54.322 4 og
REVENUE AUDITOR 3 4i.7:.0 : 01
Total FTE's 05 0.3 &

Part IV: Capital Budget Impact

NONE.

Part V: New Rule Making Required

Identify provisions of the measure that require the agency lo adopt new administrative rules or repeal/revise existing rules.

No rule-making required.

R et 5207-1-1
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Individual State Agency Fiscal Note

Agency: 405-Department of
Transportation

Bill Number: 5207 SB Title: Freight congestion relief

Part |I: Estimates

x| No Fiscal Impact

The cash receipts and expenditure estimates on this paw represent the most likely list at impact [mlactors impacting the precision o fthese estimates,
and alternate ranges (il appropriate), are explainedin Part II

Check applicable boxes anil follow corresponding instructions:

If fiscal impact is greater than S50.000 per fiscal year in the current biennium or in subsequent biennia, complete entire fiscal note

rts I-V.
[ If fiscaf impact is less than S50.000 per fiscal year in the current biennium or in subsequent biennia, complete this page only (Pait I).

| | Capital budget impact, complete Part 1V

] Requires new rule making, complete Part V.

legislative Contact David Ward Phone: 3607867341 Date: 01/15/2007
\gency Preparation Andrew Wood Phone. 360-705-7938 Dale: 01/17/2007
Agency Approval: Paula Hammond Phone: 360-705-7027 Date: (01/18/2007
OFM Review: Gert Beardsley Phone: 360-902-9822 Date: 01/19/2007

Requesttt 07-038-1

Bill# 5207 B

Form AN (Rev 1/00) I



Part Il: Narrative Explanation

II. A - Brief Description O f What The Measure Does That Has Fiscal Impact

Briefly describe, by section number, the significant provisions ofthe bill, and any related workload or policy assumptions, that have revenue or
expenditure impact on the responding agency.

The legislative proposal imposes a fee on the processing of shipping containers through Washington state ports. Revenue
from the fee is deposited in the Freight Rail Congestion Relief Account established by the bill. Any expenditures to
provide congestion relief through improvement of freight rail systems and state highways that function as freight
corridors would be authorized through an appropriation from the legislature

Il. B - Cash receipts Impact

Briefly describe and quantify the cash receipts impact o fthe legislation on the responding agency, identifying the cash receipts provisions by section
number and when appropriate the detail ofthe revenue sources. Briefly describe thefactual basis ofthe assumptions and the method bv which the
cash receipts impact is derived. Explain how workload assumptions translate into istimotcs Distinguish between one time and ongoingfunctions.

Il. C - Expenditures

B ejly describe the agency expenditures necessary to implement this legislation (or savings resultingfrom this legislation), identifying by section
number the provisions ofthe legislation that result in the expenditures (or savings). Briefly describe the factual basis o fthe assumptions and the
method by which the expenditure impact is derived. Explain how workload assumptions translate into cost estimates Distinguish between one lime

and ongoing functions

Part Ill: Expenditure Detalil
Part IV: Capital Budget Impact

Part V: New Rule Making Required

Identify provisions ofthe measure lhat require the agent to adopt new administrative rules or repeal'revise existing rules

Request It 07-03X|
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