February 29, 2016
Audit Control Number 04-30083-16

REPORT CONCLUSIONS

The State has received approximately $271 million of CPV tax receipts
since the program began in 2007 through FY 15. Of those receipts,
$99 million (37 percent) was distributed back to port communities
as part of the shared tax program. Another 5130 million (48 percent)
was appropriated as grants to communities or other recipients, and
$35million (13 percentywasappropriatedas grantstothe Department
of Transportation and Public Facilities and the Department of Natural
Resources.

The audit concluded that the CPV tax structure could allow CPV tax
receipts to fall short of the amounts to be distributed. To date, CPV
receipts have been sufficient to fund the amounts required to be
distributed to port communities. However, significant increases 1o
the number of passengers that visit a high number of ports would
threaten the solvency of the CPV fund.

The audit also concluded that shared tax revenues spent by
communities to improve port facilities and harbor infrastructure were
spent in compliance with State law. However, CPV funds expended
by communities for services other than port facilities and harbor
infrastructure often lacked the documentation necessary to verify
the expenditures complied with State law. One instance was found
where CPV shared taxes were spent on unallowable activities.

Additionally, the unspent balance of shared taxes was determined
to be reasonable based on community efforts to initiate or complete
CPVY projects. Furthermore, the audit concluded that unexpended
CPV grants are supported by ongoing projects. However, the audit
noted grants have been provided to ineligible recipients.
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LEGISLATIVE RUDGET AND AUDIT COMMITTEE
Division of Legislative Augit

Juneny, A

March 18, 2016

Members of the Legislative Budget
and Audit Committee:

In accordance with the provisions of Title 24 of the Alaska Statutes, the
attached report is submitted for your review.

DEPARTMENT OF COMMERCE, COMMUNITY, AND
ECONOMIC DEVELOPMENT AND
DEPARTMENT OF REVENUE
COMMERCIAL PASSENGER VESSEL
TAX PROGRAM

February 29,2016

Audit Control Number
04-30083-16

The auditexamines thereceiptand distribution of commercial passenger
vessel (CPV) taxes, including the amounts distributed as shared taxes to
port communities and the amounts distributed as grants.

The audit was conducted in accordance with generally accepted
government auditing standards. Those standards require that we plan
and perform the audit to obtain sufficient, appropriate evidence to
provide a reasonable basis for our findings and conclusions based on
our audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit
objectives. Fieldwork procedures utilized in the course of developing the
findings and recommendations presented in this report are discussed in
the Objectives, Scope, and Methodology.

o

Kris Curtis, CPA, CISA
Legislative Auditor
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Department of Commerce, The Department of Commerce, Community, and Economic
ﬂ@mmunity and Economic Development’s Division of Community and Regional Affairs (DCRA)

is responsible for administering legislatively designated commercial
passenger vessel (CPV) grants. After grants are awarded, DCRA
obtains and reviews the detailed scope of work for CPV funded
projects to ensure that the planned usage of the funding is aligned
with requests provided to the legislature. DCRA issues grant
agreements and is responsible for monitoring grant expenditures
to ensure compliance with CPV statutes.

Development

The Division of Economic Development is responsible for preparing
a triennial report to the legislature, governor, and public that
summarizes the projected needs of communities to safely and
efficiently host cruise ships and passengers, and the associated costs.

Department of Revenue The Department of Revenue’s Tax Division is responsible for
collecting CPV taxes and distributing $5 per passenger to the first
seven port communities visited. The $5 distribution is referred to as
shared taxes.
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Commercial Passenger The CPV excise tax is imposed on passengers traveling on commercial

Vessel (CPV) Excise Tax passenger vessels' providing overnight accommodations that anchor
or moor on the State’s marine water with the intent to allow passengers
to embark or disembark. The tax is only imposed if the voyage lasts
more than 72 hours on the State’s marine water.

Currently, the tax rate is $34.50 per passenger per each voyage and is
collected by the person or company providing travel to a passenger
aboard a commercial vessel for which the CPV excise tax is payable.
The taxes are remitted to the Department of Revenue (DOR) monthly
and are due on the last day of the month following the month in
which the voyages were completed.

ﬁigt@ry ofthe CPV Tax The CPV excise tax was enacted by the 2006 Primary Election Ballot
?mga’am Measure No. 2 which became effective December 17, 2006. The ballot

measure set the amount of the tax at 546 per passenger. The tax was
to be deposited into a special account within the State’s general
fund. According to the law, $5 of receipts per passenger were to
be distributed to the first five ports of call to which the passenger
travelled. Port communities were required to use the fundsto improve
port and harbor facilities and other services to properly provide for
vessel visits and to enhance the safety and efficiency of interstate
and foreign commerce. Additionally, 25 percent of tax receipts were
set aside in a sub-account called the Regional Cruise Ship Impact
(RCSH) Fund to be available for appropriation to communities that
were not eligible to receive the $5 per passenger distribution but
were otherwise impacted by cruise ship related activities. RCSI funds
were to be used to provide services or infrastructure directly related
to passenger vessel or water craft visits or to enhance the safety and
efficiency of interstate and foreign commerce related to vessel or
water craft activities.

Per AS 43.52.295(1)A), commercial passenger vessels do not include vessels with fewer than 250 berths or
other overnight accommodations for passengers.
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A legislative legal memorandum issued September 2009 stated that
federal limitations imposed by the Commerce Clause? and Tonnage
Clause?® of the United States Constitution, and 33 USC 5(b}{2} should
be considered when appropriating and spending money generated
by a cruise ship passenger tax. According to 33 USC 5(b}:

No taxes, tolls, operating charges, fees, or any other
impositions whatever shall be levied upon or collected
from any vessel or other water craft, or from its passengers
or crew, by any non-Federal 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 U.5.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 are permissible
under the United States Constitution.

The memorandum cautions against spending the CPV tax on general
operations and provides courtcase examples where ataxwas deemed
unallowable because it was used for non-vessel purposes. The memo
describes criteria used by the U.S. Supreme Court in evaluating such
a case. The Supreme Court held that a levy is reasonable “if it (1} is
based on a fair approximation of use the facilities, (2} is not excessive in

“The .S, Constitution prohibits states from imposing a "duty of tonnage” without the consent of Congress.
Congress consented to the limited imposition of taxes related to vessels and water craft in the Maritime
Transportation Security Act of 2002 Section 445 which is codified at 33 USC 5(b).

*Per U.S. Const. Art. |, § 8, cl. 3, “The Congress shall have the power.. . to requlate Commerce with foreign Nations
and among the several States and with the Indian tribes.”
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refation to the benefits conferred, and (3) does not discriminate against
interstate commerce.” The CPV tax should not be used to raise “general
funds.”

After becoming law, the CPV tax faced criticism from the cruise ship
industry. In September 2009, the Alaska Cruise Association (ACA)
filed a lawsuit against DOR alleging that the tax:

Blatantly violates federal constitutional and statutory
protections that circumscribe a state’s permissible charges
to a vessel or its passengers, limiting those charges to fair
and equitable fees that (a) are used solely to compensate the
state for specific services provided to the vessels charged, (b)
impose a minimal burden on interstate or foreign commerce,
and (c} enhance the safety and efficiency of commerce.

A settlement agreement was reached with the ACA in April 2010 to
resolve the lawsuit. Terms of the agreement were made part of state
faw during the 2010 legislative session.

The 2010 legislation reduced the tax rate from $46 to 534.50 per
passenger. The amount remitted to DOR was further reduced by
any CPV municipal taxes imposed on a passenger that were in effect
prior to December 17, 2007. The legislation also expanded the
55 per passenger distributed to communities from the first five to the
first seven ports visited. Furthermore, the provision that prohibited
ports of call that levied a municipal CPV tax from receiving the $5 per
passenger distribution was removed.These changes were effective for
the 2011 cruise season. Appendix C shows the current CPV statutes.

Receiving and DOR’s Tax Division is responsible for collecting CPV taxes and
@Estﬁbuﬁmg CPV Tax dnas‘trabutmg the $5 per gassgngert@ the first seven port communities

. visited. The $5 distribution is referred to as shared taxes throughout
ﬁﬁﬁeﬁ@m this report. The Department of Commerce, Community, and

Economic Development’s Division of Community and Regional
Affairs is responsible for administering legislatively designated CPV
grants. CPV grants are appropriated for a five-year term. After the
five-year term, grants may be extended for a one-year period for
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up to 10 consecutive years. Extensions are granted if a grantee can
demonstrate a project is ongoing. Additionally, grants may also be
re-appropriated by the legislature, thereby providing a grantee with
funds for five more fiscal years with the option of renewed extensions.
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This audit was requested to determine whether Alaskan communities
are using commercial passenger vessel (CPV) excise taxes in
accordance with state law. Audit objectives were to:

e |dentify inception-to-date balances of unspent shared tax revenues
by community, and determine the reasonableness of balances;

e [Evaluateeachcommunity'suseofsharedtaxrevenues,and determine
whether the revenues were used for statutorily defined purposes;

¢ Identify the amount and purpose of appropriations made to
communities and other recipients, whether related projects were
initiated as expected and, if applicable, reasons for delay; and

e Evaluate the CPV fund balance and determine fund solvency.

The State has received approximately $271 million of CPV tax receipts
since the program began in 2007 through FY 15. Of those receipts,
599 million (37 percent) was distributed back to port communities
as part of the shared tax program. Another $130 million {48 percent)
was appropriated as grants to communities or other recipients, and
S35 million {13 percent) was appropriated as grantsto the Department
of Transportation and Public Facilities and the Department of Natural
Resources. Exhibit 1 (page 9) summarizes the CPV distributions
for FY 07 through FY 15 as well as the unexpended balances as of
June 30, 2015.

The audit concluded that the CPV tax structure could allow CPV tax
receipts to fall short of the amounts to be distributed. To date, CPV
receipts have been sufficient to fund the amounts required to be
distributed to port communities. However, significant increases to
the number of passengers that visit a high number of ports would
threaten the solvency of the CVP fund.

The audit also concluded that shared tax revenues spent by
communities to improve port facilities and harbor infrastructure
were expended in compliance with State law. However, the audit
determined that CPV funds expended by communities for services
other than port facilities and harbor infrastructure often lacked the
documentation necessary to verify the expenditures complied with
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State law. One instance was found where CPV shared taxes were
spent on unallowable activities.

Additionally, the unspent balance of shared taxes was determined
to be reasonable based on community efforts to initiate or complete
CPV projects. Furthermore, the audit concluded that unexpended
CPV grants are supported by ongoing projects. However, the audit
noted grants have been provided to ineligible recipients.

Detailed report conclusions are as follows.

The tax structure Two main aspects of the CPV tax program create a risk that CPV
threatens saﬁvency of receipts will be less than amounts required to be distributed to port

communities. First, the amount of the tax per passenger is less than
the CPV fund. the maximum amount that may be distributed. The tax collected
is 534.50 per passenger, and the tax to be shared (distributed) is
55 per port up to the first seven ports visited for a maximum of $35.
Therefore, itis possible, on a per passenger basis, for the State to owe
535 to port communities when the maximum collected is $34.50. To
date, this issue has not created a funding problem because many
passengers visit less than seven ports.

Secondly, there are two communities that levy a municipal CPV tax
on cruise ship passengers that visit their port; the City and Borough
of Juneau (58 per passenger) and the City of Ketchikan (§7 per
passenger).® Per statute, the amount of CPV taxes remitted to the
State per passenger must be reduced by the amount of tax imposed
by these communities, if applicable.” Yet, the amounts required to be
distributed as shared taxes to the City of Ketchikan and the City and
Borough of Juneau are not likewise adjusted.

The following example demonstrates the impact of these two issues.
Cruiseship passengerJane Doe visits seven communities on her cruise
including Juneau and Ketchikan. The total CPV tax paid by Jane Doeis

“The City of Ketchikan imposes a $7 per passenger tax for ships that dock at its port or 54 per
passenger tax for ships that anchor and use its lightering dock. The audit identified that, in FY 15,
more than 99 percent of ships that visited Ketchikan docked at its port.

"Per AS 43.52 255, the tax imposed on a passenger shall be reduced by the total amount of the
tax on the passenger traveling on a commercial passenger vessel that is imposed and collected
by a home rule or general law municipality under a law enacted before DPc?kﬁr 1.7% ﬁ)Y7
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Exhibit 1

Alaska Aviation Heritage Muscum 500 - 500 -

1,400

1,000

City of Cordova

City of Hoonah 24 1,908

City of Seward

Fairbanks North Star Borough

Kenai Peninsula Borough

1,000

23,322

Source: State accounting system and self- reporled bv corpmuntiies and other reummm&

*Total shared faxes include the City and Borough of Sitka and the Ketchikan Gateway Borough’s accrued interest of
$383 thousand and 3114 thousand, respectively.

STotal grants exclude those CPV granis provided to the Department of Transportation and Public Facilities and the
Department of Natural Resources. Between FY 07 and ¥Y 15, 835 million was provided to those agencies and
approximately $2 oillion remained vnexpended as of June 30, 2015, These grants were excluded from the scope of
our audit as the audit request focused on TPV revenues provided fo non-state entities.
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$34.50. However, the State’s portion of the tax ($34.50) is reduced by
58 remitted to Juneau and 57 remitted to Ketchikan leaving a net tax
revenue remitted to the State of $19.50. The Department of Revenue
must distribute $5 to each of the seven ports visited for a total of $35.
The impact of Jane Doe's cruise on the CPV fund is negative $15.50
($19.50 minus $35).

Exhibit 2 further demonstrates the impact of municipal CPV taxes and
the number of ports visited on the CPV fund balance by summarizing
the tax revenues collected and distributed by vessel for calendar year
2015, Vessels that show a negative net revenue are the result of the
issues described above. In total, the fund collected $2 million more
than it distributed during FY 15 because many of the passengers
visited less than seven ports. If a greater percentage of passengers
visit a high number of ports, the amounts to distribute would exceed
the amounts collected. Department of Revenue management does
not have a method to reduce allocations in the event the fund balance
is not sufficient. Per management, in the event distributions exceed
receipts, the department would either ask for general funds or seek
legisiative guidance as to a method for reducing distributions. At
the end of FY 15, the unobligated available CPV fund balance was
$7.6 million.

The unspent balance The audit reviewed the balance of unspent shared taxes to determine
. whether communities were using the CPV shared tax revenues to
of shared taxes is appropriately and timely address the impacts of vessels and vessel
reasonable based on passengers. Exhibit 3 summarizes CPV shared tax unexpended
community efforts to balances. Since the inception of the CPV tax program, $98.6 million of
initiate or complete CPV shared tax revenues have been distributed to 18 communities. As of
June 30, 2015, $31.6 million was unexpended; of this amount,
58.3 million was encumbered® for use in ongoing projects. The
remaining balance, $23.3 million, was unexpended/unobligated.

projects.

Approximately 82 percent of the unexpended shared taxes were held
by three communities: the City of Whittier, the City of Ketchikan, and
the Municipality of Skagway Borough. A review of the supporting
documentation concluded that the unexpended/unobligated

SEncumbered balances represent shared tax revenues that were obligated by the community for use on a
CPY related project, but were unexpended as of lune 30, 2015.
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Exhibit 2

Disney Wonder

Grand Princess

Jewel of the

Norwegian Pearl

Oosterdam

Radiance of the Seas

Ruby Princess

Star Princess

Volendam
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balances for these three communities were reasonable based on
community efforts to initiate or complete CPV projects. Community
efforts are described below.

City of Whittier: Whittier has an unexpended/unobligated balance
of CPV tax revenues of approximately $3 million as of June 30, 2015.
The city has designated the material portion of their balance to
fund the construction of a public safety building. Whittier’s public
safety building will house its police department, fire department,
and other emergency services. The building is projected to cost
$8.6 million. Whittier management believes that the use of CPV funds
for the building, which is not exclusively used for CPV purposes, is
appropriate given the impact vessels and passengers have on the
small community’s emergency services. However, no definitive basis
for allocating building costs to CPY purposes was provided.

City of Ketchikan: Ketchikan has an unexpended/unobligated
balance of CPY tax revenues of $3.6 million as of June 30, 2015.
Ketchikan has designated their CPVY tax balance to fund the
reconstruction oftheThomasBasin Seawallin Ketchikan. AS$4.4 million
contract for this purpose was awarded in August 2015, Ketchikan's
Thomas Basin Seawall is a prerequisite step necessary to complete
construction of the Ketchikan Promenade which is a walking path
that will extend more than one mile from the dock to the historical
district, thereby allowing cruise ship passengers to safely and easily
access local attractions.

Municipality of Skagway Borough: Skagway has the highest
unexpended shared tax balance of approximately $12.6 million
{54 percent). A review of assembly meeting minutes revealed that the
community wants to use the funding to construct a new Panamax
dock to accommodate larger cruise ships. However, the municipality
has faced challenges with securing additional funding for the design
and construction of the project. In May 2015, the Skagway assembly
passed a resolution to earmark $10 million of CPV shared tax revenues
as matching funds for a federal transportation grant. After the close
of FY 15, the grant for this purpose was denied.

During October 2015, Skagway voters rejected the extension
of the White Pass & Yukon Route Railway lease on more than 78
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acres of municipal owned land. The decision to not extend the
lease adds a layer of complexity to issues relating to Skagway's
port. The land lease includes a dock which is used for mining and
ore transport purposes. The existing lease will expire in 2023.
Skagway is re-evaluating options with regard to port expansion
including whether to demolish or refurbish the existing dock.

As of January 2016, the assembly continued to strategize the most
efficient methods to address its port issues and to secure additional
funding. Although no plans have beenfinalized, itwas evidentthatthe
$12.6 million unexpended shared taxes would be an essential piece
of the funding necessary to construct and/or refurbish Skagway's
port facilities.

The auditalsoreviewed encumbrances to gain assurance the balances
were supported by valid CPV related obligations. Specifically, the
encumbrances for the City and Borough of Juneau, City and Borough
of Sitka, and the Ketchikan Gateway Borough were reviewed.
These three communities make up 86 percent of the June 30, 2015,
encumbered balance. The audit concluded that the encumbrances
were supported by valid obligations as described below.

City and Borough of Juneau: Juneau encumbered approximately
54 million of its CPV tax revenues to fund the construction of two
new docks and the extension of the existing seawalk. The docks will
accommodate larger cruise ship vessels and allow more ships to dock
at Juneau’s port rather than anchoring in the Gastineau Channel.
Construction of the first dock began in September 2015, and
construction of the second dock is planned to begin in September
2016. Construction of both docks is estimated to be completed by
the end of FY 17. Expansion of the seawalk began in December 2015
and is expected to be completed by the end of FY 17.

City and Borough of Sitka: Sitka encumbered $1.8 million of its CPV
tax revenues to fund the construction of its Centennial Hall. Upon
its completion, Centennial Hall will house a visitor's center, museum,
public restrooms, and an auditorium. Construction of the building
began in August 2015 and is expected to be completed by the end

of FY 17.
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Ketchikan Gateway Borough: Ketchikan Borough's encumbrance
balance of $869 thousand largely relates to grants awarded to the City
of Ketchikan, the Ketchikan Visitor's Bureau, and the City of Saxman.
Grants were for port and harbor projects managed by the City of
Ketchikan, operations of the Visitor's Bureau, and the expansion of
the carving center at Totem Row Park located in the City of Saxman.

CPV shared tax Exhibits 4 and 5 show that between FY 07 and FY 15, the
revenues spent for port 18 cwmﬂmlunrtles that recelvef:i nshared 'tajx revenues had expe@c@ed
faciliti d harb 567 million of the 599 million received. Of the 567 million
saca ities an aroor expenditures, 12 percentwas spentimproving harborinfrastructure,
infrastructure were 29 percent was spent improving port facilities, and 59 percent was

allowable per State law.  spent providing other services to vessels or passengers.

The audit concluded that CPV funds were expended on port facilities
and harbor infrastructure in compliance with CPV statutes. However,
itwas noted that CPV funds were used to service debt for port projects
that were initiated and the related debt incurred prior to beginning
of the CPV program in 2007. Because statutes do not prohibit the use
of funds on debt service and do not specifically identify the need
for funds to be used on new projects, the audit considered these
expenditures allowable per State law.

Conclusions regarding allowability of expenditures were based on
review of material CPV funded projects listed as follows.

Port Facilities

More than 82 percent of the $19.7 million of port facility expenditures
were incurred by the City and Borough of Juneau and the City of
Ketchikan.

City and Borough of Juneau: Juneau is currently in the process
of constructing two new cruise ship docks. The $12.5 million of
expenditures relate to the design, engineering, and pre-purchase
and fabrication of materials portion of the project, which has been
underway for several years. Construction of the docks began in
September 2015 and is expected to be completed by the end of

FY 16.
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Exhibit 3

Cits & Boroueh of Iincay 7.0
City & Borough of Sitka 5283
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City of Hoonah 5241
{ity of Hooper By 33
City of Ketchikan 8,198
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City of Seward 2,814
Cits of nalaska a
City of Valdez 65
ity ol Whitlier 7056
City of Wrangell 113
Haines Boronsh 127
Kenai Peninsula Borough 2,921
Eetchilon Goteway Baraioh 17170
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City of Ketchikan: Ketchikan's CPV shared tax expenditures were
materially used to fund bond, lease, and loan payments related to
port berths lll and IV. The design and engineering of berth Il was
funded by an interfund loan during FY 03. After the receipt of its first
shared tax in FY 12, Ketchikan used $1.3 million of CPV shared taxes
to pay the remaining balance of the interfund loan. The construction
of berth lll was funded by a bond that was issued during FY 07. In
FY 13, Ketchikan used 1.1 million of CPV tax revenues to make bond
principle and interest payments.

Harbor Infrastructure

Nearly half of the $8 million of harbor infrastructure expenditures
were incurred by the Municipality of Skagway Borough.

“The City and Borough of Sitka and the Ketchikan Gateway Borough reported accrued interest of 5383 thousand and 5114 thousand, respectively. The sum of shared

taxes and interest were used to fund CPV related expenditures. Communities were not askad to report interest earned on CPY funds as part of this audit, Therefore,

the lack of interest reported by other communities in Exhibit 3 does not indicate that the communities did not earn interest on the funds. Exhibit BY
XNnioi
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Municipality of Skagway Borough: Skagway’s harbor infrastructure
expenditures were for small boat harbor improvements and
construction of a boat maintenance building. Improvements included
constructing a seawalk and wave barrier (breakwater) to enhance
CPV passenger safety as passengers transit between the large vessel
dock and the small boat harbor where they access tours. The boat
maintenance building provides services for boat owners that use the
small boat harbor including boats that provide tours to cruise ship
passengers.

CPV funds expended for Approximately $§39.8 million of CPV shared tax expenditures were spent
. on services for vessels and vessel passengers {shown as Other CPV
other CPV services often Services in Exhibit 5). This category of services included, in part, utilities
lack the documentation provided to cruise ships, public safety and emergency response services,
necessary to v@g’éfy the public transportation, and visitor center operations. The audit reviewed
expenditures complied material other CPV services expenditures for the port communities of
the City and Borough of 5itka, the Municipality of Skagway Borough,
and the Ketchikan Gateway Borough. These communities represent
77 percent of the expenditures in this category. The review included on
site review of expenditure documentation and tours of CPV projects.

with State law.

The audit found that although some expenditures were for specific CPV
projects or to cover specific CPV related costs, there were many instances
where CPV funds were used to pay for general municipal costs or to
fund a portion of capital projects not exclusively dedicated to vessels or
vessel passengers. Often the use of CPV revenues for general municipal
costs were not justified by data such as square footage for CPV versus
non-CPV duties, time worked on CPV versus non-CPV activities, people
served, or other objective data. With the exception of the Municipality
of Skagway Borough, municipal representatives provided anecdotal
evidence regarding how vessels and passengers generally increase the
need for certain services.

As discussed in Background Information, federal law prohibits the use
of CPV taxes to raise funds for general purposes. Consequently, CPV
taxes may only fund general operations to the extent benefits are
conferred to vessels and passengers. The audit could not confirm that
expenditures for a portion of other CPV services at Ketchikan Gateway
Borough and City and Borough of Sitka met these limitations. (See

Recommendations 2 and 3.) -
Exhibit BY
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Exhibit 4

summary of Shared Tax Expenditures
FY 67 through FY 18

Harbor
Infrastructurs
12%

Detailed descriptions of the three communities that materially used CPV
funds for other CPV services are provided below.

Ketchikan Gateway Borough: Since the beginning of the CPV tax
program, the Ketchikan Borough expended or granted more than
$13 million of shared tax revenues. Material expenditures include transit
services ($2.0 million), airport services ($1.3 million), other municipal
services {52.8 million), the Ketchikan Visitor’s Borough (§2.5 million), and
the First City Players ($500,000). Appendix B provides a detailed listing
of shared tax expenditures. While some of the expenditures are directly
linked to CPV costs such as the installation of bathrooms to serve vessel
passengers, expenditures for some municipal services such as transit
and airport costs were supported by estimates.

City and Borough of Sitka: Approximately $2.8 million of Sitka's
expenditures are composed of transfers toits generalfund, harbor fund,
and its capital projects fund. General fund transfers were intended to
offset the costs of operating its Centennial Hall building, emergency
services, public safety services, and other general municipal costs.
Transfers to the harbor fund were for operations of the cruise ship
lightering dock which is located in Sitka's harbor. Transfers to its capital
projects fund support the ongoing Centennial Hall reconstruction
project. The Centennial Hall building will serve as a loading area for

passengers.
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Municipality of Skagway Borough: Since FY 07, Skagway has used
511 million of CPV funds to pay its general water, sewer and garbage
expenditures. Annually, these CPV taxes fund approximately 20 to
27 percent of its budget for these costs. According to municipal
representatives, the use of shared tax revenues to fund general municipal
operations is justified by a cruise ship impact survey completed in
FY 08.The survey concluded that approximately 55 percent of Skagway’s
municipal service hours are spent providing services to cruise ships and
passengers. The impact survey serves as an objective basis for using
CPV funds for general municipal operations. However, the audit noted
that the survey was six years old at the time of the audit and in need
of being updated. The audit also noted one instance where CPV funds
were inappropriately used to buy playground equipment for Skagway’s

elementary school. (See Recommendation 1.)

Exhibit s

City & Borough of Juneau 12,522 - - 12,522
Lt & Boroush of Sitka - A48 366 4511
City of Homer 35 30 31 96
Oty of Haonah a0 20 10 2490
City of Hooper Bay 33 - - 33
Oty ol Ketehikan Anle 783 - 4570
City of Kediak - 146 - 146
ity ol Reward 453 1098 gt Tl
City of Unalaska - 22 - 22
Uity of Vabies B3 a0 . i
City of Whittier - 1.210 2,878 4,088
City of Waanacll < 47 - 47
Haines Borough 649 618 - 1.267
Kena Buninsuls Burotoh - 28021 : 2921
Ketchikan Gateway Borough 1,776 13,017 50 14,843
Eodiak ldland Boronah - 16 s g
Municipality of Anchorage 208 - - 208
Mumicipality ol Skasway Boroneh i 1d a0 2073 e

Total Expenditures 19.715 39,747 7,978 67.480

Sowrce: Self-reported by communities
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Unexpended CPV grants

were supported by
ongoing projects.

Exhibit 6

Rasmussen
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FY 12
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iy g
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Y 1y
FY 16

Y 1y
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Between FY 07 and FY 15, 72 designated legislative CPV grants
totaling $130 million were issued to 27 communities and other
recipients. Asof June 30,2015, $16.1 million {12 percent) of the grants
were unexpended. Unexpended grants are summarized in Exhibit 6.
Material unexpended grants were reviewed to determine whether
the related projects were initiated as expected and the cause of
delays if applicable. The audit concluded that unexpended balances
were supported by ongoing projects.

Major Migmienance rrojec

Salmon Creek Water Tredtment Bl 440 A%
Commercial Passenger Vessel 2,000 1,053 T%
Lightering Facility Improvements

Cammdreni! Pastenper Medodd 4500 2076 139
acilities and Visitor lmprovements

Commercial Passenger Vessel and 3,000 2,500 16%
Visitors Facility Improvements

Cominicreial Passencer Visitor 3300 3A00 St
Faviliiies Improveinents

Commercial Passenger Vessel Facility 3250 466 3%
Cranse Sl Dock and Tassenier Gy 876 S

Vacility mprovements

Hoonah Harbor Improvements 1,000 129 1%
Kewhikan Promenade 1300 1300 %2
Pedestrian Pathway Planning and 384 384 2%
Design
Dock liptovemients AA03 1600 1024
City Dock Information and 300 800 5%
Interpretative Center
Hailioad Station Tmprovements 325 281 2%
Marine Exchange Building 1,000 375 2%
Float Bxrension 16 Serve Ui RO A0 2%
Pagsenpet Mewsels 0
33,634 16,102 100%

Source: State accounting system and budget documents from the Office of Management and Budget

Exhibit BY
Page 25 of 88

ALASKA STATE LEGISLATURE, DIVISION OF LEGISLATIVE AUDIT 14 COMMERUIAL PASSENGER VESLEL TAX PROGRAM, AUN 04-30083-18

Case 1:16-cv-00008-HRH Document 120-25 Filed 02/09/18 Page 25 of 88

CBJ185214



The material portion of the unexpended balances as of June 30, 2015,
was $8.9 million (55 percent} for grants awarded to the City of Sitka,
$2.5 million (15 percent) for grants awarded to the City of Valdez, and
$1.3 million for a grant awarded to the City of Ketchikan (8 percent). The
audit found that these projects were progressing as described below:

City and Borough of Sitka: Sitka's unexpended balance of $8.9
million relates to commercial passenger vessel lightering facility and
visitor improvements grants. The grants are being used as a source of
funding for the reconstruction of Sitka'’s Centennial Hall and adjacent
Crescent Harbor parking lot. The audit verified that construction of the
project began in August 2015, Prerequisite design and engineering
procedures were performed prior to the construction period. The
project is expected to be completed by the end of FY 17.

City of Valdez: In FY 10, Valdez was appropriated $4.1 million for
city dock improvements and the interpretive center. Both grants
were due to terminate on June 30, 2014; however, the unexpended
balance of $2.5 million was reappropriated during FY 15. Valdez
recently completed prerequisite steps necessary to begin the dock
improvement projects. The city is in the process of planning the
construction of the interpretive center and dock improvements.

City of Ketchikan: In FY 14, Ketchikan was appropriated $1.3 million
to extend its existing promenade. The promenade is a pedestrian
pathway that will extend more than one mile along the cruise dock
area upon completion. As of June 30, 2015, none of the grant had
been expended as the project was waiting for the reconstruction
of the Thomas Basin Seawall to be completed prior to beginning
construction of the promenade. Construction of the promenade is
expected to beginin FY 16.

CPV grants were Alaska Statute 43.52.230(e) states that after October 31, 2010, and
awarded to imeEEgEbEe before Novemi?gr 1, 2015, commumt‘aes that impose a CPV tax

. . through a municipal law may not receive a CPV funded grant. Two
recipients. communities are subject to this prohibition, the City and Borough
of Juneau and the City of Ketchikan. Appendix A shows that both
communities were awarded CPV grants regardless of this statutory
prohibition.
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Recommendation 1: Municipality of Skagway Borough management used CPV funds to
ﬁﬂun%tipaﬁity of Skagway purchase playground equipment for the Skagway elementary school
at a cost of $114,450. Management believes the use of CPV funds for

B@?ngh management this purpose was appropriate because school playground equipment

should @nﬁy use is used by visiting cruise passengers and children of seasonal workers.
commercial passenger Additionally, management states that the school serves as a disaster
vessel (CPV) shared tax response location for cruise ship passengers.

revenues for allowable Alaska Statute 43.52.230(b) states that funds must be used for port

purposes. facilities, harbor infrastructure, and other services to the commercial
passenger vessels and the passengers on board those vessels.
Additionally, 33 USC 5(b}(2) limits the use of CPV shared taxes. Per
33 USC 5(b):

No taxes, tolls, operating charges, fees, or any other
impositions whatever shall be levied upon or collected
from any vessel or other water craft, or from its passengers
or crew, by any non-Federal 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 USC 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 watercrafi,
other than vessels or watercraft that are
primarily engaged in foreign commerce if those
taxes are permissible under the United States
Constitution,

Playground equipment primarily used for the elementary school
does not qualify as an allowable purpose under state or federal law.
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By using CPV shared tax revenues for purposes other than those
defined in AS 43.52.230(b} and 33 USC 5{b}{2}, the municipality’s
reduced funding available to pay for costs related to port facilities,
harbor infrastructure, or other services to vessels and passengers.

We recommend the municipality’s manager only use CPV shared tax
revenues for allowable purposes.

Recommendation 2 Ketchikan Gateway Borough funded a portion of general transit,
Ketchikan Gateway airport, and other municipal services with CPV shared taxes without

specifically identifying the related CPV services rendered to the
Borough management vessels and passengers. Borough management provided anecdotal
should ensure CPV shared  evidence regarding the impact that vessels and passengers have on
tax revenues are @ﬁﬁy used the borough as support for the use of CPV shared taxes.

for allowable purposes. Management believes the CPV funded expenditures are allowable

per state statute. Management has not developed a cost allocation
methodology to support paying municipal services with CPV
revenues because, per management, the costs of doing so are not
outweighed by the benefits.

Alaska Statute 43.52.230(b) states that funds must be used for port
factlities, harbor infrastructure, and other services to the commercial
passenger vessels and the passengers on board those vessels.
Furthermore, 33 USC 5(b){2), limits the use of CPV shared taxes. Per
33 USC 5(b):

No taxes, tolls, operating charges, fees, or any other
impositions whatever shall be levied upon or collected
from any vessel or other water craft, or from its passengers
or crew, by any non-Federal 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 USC 2236);
{2) Reasonable fees charged on a fair and equitable
basis that—
{A) Are used solely to pay the cost of a service
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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 are permissible
under the United States Constitution.

Cruise ship port calls greatly impact the general operations of the
communities visited. However, the extent to which operational costs
wereincreased as aresultofvessels and passengers was notidentified.
Consequently, auditors could not verify that the CPV expenditures
were for an allowable purpose per statute. By not specifically
justifying the use of CPV shared taxes in terms of benefiting vessels
or vessel passengers with objective support, the allowability of the
CPV tax may be questioned.

We recommend the Ketchikan Gateway Borough management
ensure CPV shared tax revenues are used only for allowable purposes.
Furthermore, we recommend the management develop a cost
allocation methodology to support the use of CPV shared taxes to
pay for municipal services that appropriately allocates costs between
CPV and non-CPV services.

Recommendation 3: City and Borough of Sitka funded a portion of general municipal
. . services with CPV shared taxes without specifically identifying the
ﬁityand E@Eﬂ@ugh of Sitka related CPV services rendered to the vessels and passengers. Sitka

management should management provided anecdotal evidence regarding the impact
ensure CPV shared tax that vessels and passengers have on the borough as support for the
revenues are only used for  use of CPV shared taxes.

allowable purposes.

Sitka management stated thatthe municipality has been conservative
in allocating CPVrevenuesformunicipal servicesand believes that CPV
funded expenditures are allowable per state statute. Management
was unaware that detailed support was necessary to justify the use
of CPV funds for general municipal services.
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Alaska Statute 43.52.230(b) states that funds must be used for port
facilities, harbor infrastructure, and other services to the commercial
passenger vessels and the passengers on board those vessels.
Furthermore, 33 USC 5(b}{2), limits the use of CPV shared taxes. Per
33 USC 5(b):

No taxes, tolls, operating charges, fees, or any other
impositions whatever shall be levied upon or collected
from any vessel or other water craft, or from its passengers
or crew, by any non-Federal 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 USC 2236);
(2} Reasonable fees charged on a fair and equitable
basis that—
(A) Areusedsolelytopaythecostofaservicetothe
vessel or water craft;
(B) Enhance the safety and efficiency of
interstate and foreign commerce; and
(C) Do not impose more than a smalf 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 are permissible
under the United States Constitution.

Cruise ship port visits greatly impact the general operations of the
communities visited. However, the extent to which operational
costs were increased as a result of vessels and passengers was not
specifically identified. Consequently, auditors could not verify that
CPV expenditures were for an allowable purpose per statute. By
not specifically justifying the use of CPV shared taxes in terms of
benefiting vessels or vessel passengers with objective support, the
allowability of the CPV tax may be questioned.

We recommend the City and Borough of Sitka management ensure
CPV shared tax revenues are used only for allowable purposes.
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Furthermore, we recommend that management develop a cost
allocation methodology to support the use of CPV shared taxes to
pay for municipal services that appropriately allocate costs between
CPV and non-CPV services.
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{Intentionally left blank)
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Inaccordance withTitle 24 of the Alaska Statutes and a special request
by the Legislative Budget and Audit Committee, we have conducted
a performance audit of the commercial passenger vessel (CPV) tax
program administered by the Department of Commerce, Community,
and EconomicDevelopment (DCCED) and the Department of Revenue
(DOR).

Objectives Audit objectives were to:

® |dentify inception-to-date balances of unspent shared tax revenues
by community, and determine the reasonableness of balances;

e [Evaluateeachcommunity'suseofsharedtaxrevenues,anddetermine
whether the revenues were used for statutorily defined purposes;

& |dentify the amount and purpose of appropriations made to
communities and other recipients, whether related projects were
initiated as expected and, if applicable, reasons for delay; and

® Evaluate the CPV fund balance and determine fund solvency.

Scope The audit evaluated CPV receipts and distributions from FY 07
through FY 15.

Meth@d@ﬁ@gy To gain a general understanding of the CPV excise tax program,
we reviewed and evaluated:

e (PV statutes (AS 43.52.200-295) to understand the nature of the tax
program and to evaluate the impact of statutory changes on current
accounting practices and the CPV fund balance.

e DOR's CPV tax procedures to understand the tax collection process.

e DCCED’s annual capital budget for FY 07 through FY 15 to obtain a
listing of CPV funded designated legislative grants.

e (PVrevenue and expenditure information from the state accounting
system to identify receipts and distributions by fiscal year and by
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recipient. Information was also used to verify unexpended grant
balances reported by grant recipients.

e A legislative legal memorandum regarding federal limitations on
the cruise ship passenger tax imposed under AS 43.52.200-.295,
dated September 4, 2009, to understand federal restrictions on the
allowability of CPV expenditures.

To further understand the CPV tax program, interviews were
conducted with:

e DCCED grant accountants to gain an understanding of the CPV grant
award, reimbursement, and monitoring process.

¢ The DOR Tax Division director and accountants to gain an
understanding of the CPV revenue receipt and distribution process.

e PV grant recipient management and staff to understand the nature
of projects or other municipal services funded by CPV revenues, and
accounting practices used to record CPV revenues and expenditures,
Examples of individuals interviewed include:

City managers, administrators, or executive directors;
Finance directors or accounting managers;

Finance, grant, and accounting staff;

Public works directors;

Port and harbor masters and/or engineers.

Q0 QO

A questionnaire was provided to all recipients of CPV shared
taxes and grants, with the exception of state agencies, to identify
unexpended shared tax balances, uses of shared taxes, and project
timelines for CPV funded grants. All questionnaires were returned.
Communities and other recipients of CPV taxes and grants were
selected for more detailed review based on the following criteria:

e Recipient’s shared tax receipts exceeded more than 10 percent of
total shared taxes distributed to port communities.

& Recipient's grant awards exceeded more than 10 percent of total
grants provided to all communities and other recipients.
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® Recipient’s unexpended grant balance as of June 30, 2015, exceeded
more than 10 percent of the total unexpended grant balances or the
unexpended grant balance was greater than $500,000.

® Recipient’s unexpended shared tax balance as of June 30, 2015,
exceeded more than 10 percent of the total unexpended shared tax
balances.

Based on these criteria, 10 communities and other CPV recipients
were selected for detailed review as described below.

Communities With CPV Tax Receipts or Grant Awards That
Exceeded More Than 10 Percent of Total

The following communities had CPV tax receipts or grant awards
that exceeded more than 10 percent of the total: City and Borough
of Juneau (Juneau), City of Ketchikan (Ketchikan), Ketchikan
Gateway Borough (Ketchikan Borough), City and Borough of Sitka
(Sitka), and Municipality of Skagway Borough (Skagway). For this
group of CPV recipients, auditors visited each community and
reviewed expenditure support and toured CPV funded projects.
More specifically, the following were reviewed and evaluated:

¢ The Office of Management and Budget's total project snapshot
reports and DCCED’s Division of Community and Regional Affairs
(DCRA) grant agreements to understand the nature of projects
funded by CPV appropriations.

& Recipients’ policies and procedures to understand internal controls
related to expenditure approval and cost allocation processes.

s  Community resolutions and/or ordinances that designated the use
of CPV tax revenues.

® |nvoices, timesheets, contracts, or other formal project
documentation that supported shared tax and grant expenditures,

e Single audit and/or comprehensive annual financial reports to
understand the nature of prior year audit findings and to identify the
risk of potential misuse of funds.
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e Accounting data from recipients’accounting systems to validate the
accuracy of the data reported in questionnaire responses.

e At least 75 percent of the projects funded by shared tax revenues
were selected for review to understand the nature of the projects
and to determine if the projects were aligned with CPV statutes,
From this group of projects, a haphazard sample of large dollar
transactions was selected for testing. The sample size was designed
to provide at least 30 percent coverage of the overall shared tax
expenditures balance. Results of sample testing were projected to a
recipient’s universe of shared tax expenditures.

Communities With Unexpended (PV Grant Balances That
Exceeded More Than 10 Percent of Total or 5500,000

The following communities or other recipients whose unexpended
grant balance exceeded more than 10 percent of the total
unexpended grant balances or $500,000 include: City of Valdez,
City of Homer, City of Wrangell, and the Marine Exchange of Alaska.
The following were reviewed and evaluated for this group of CPV
recipients:

e The Office of Management and Budget’s total project snapshot
reports and DCCED's DCRA grant agreements to understand the
nature of projects funded by CPV appropriations.

& A haphazard sample of three to 10 grant reimbursements processed
between FY 12 and FY 15 were selected for grants that had
unexpended balances on June 30, 2015. The sample ensured large
dollar transactions were selected, thereby obtaining appropriate
evidence to support the audit conclusions.

e |nvoices,timesheets,contracts,orotherformalprojectdocumentation
that supported grant expenditures and project timelines.

e Auditors visited the Marine Exchange of Alaska and toured CPV
funded projects.
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Communities With Unexpended CPV Shared Tax Balances That
Exceeded More Than 10 Percent of Total

Communities whose unexpended shared tax balance exceeded
more than 10 percent of the total unexpended shared tax balances
include: Ketchikan, Skagway, and the City of Whittier. The following
were reviewed and evaluated for this group of CPV recipients:

e Community resolutions and/or ordinances that designated the use
of shared tax revenues.

¢ Budget documents or contracts that summarized estimated costs of
projects and identified project timelines.

e Assembly meeting minutes that discussed the use of shared tax
receipts for upcoming projects.

Government Auditing Standards issued by the Comptroller of the
United States requires that auditors obtain and report the views of
responsible officials of the audited entity concerning the findings,
conclusions, and recommendations included in the audit report,
as well as any planned corrective actions. For the purposes of this
audit, the following entities were considered responsible officials
because of the entities’' significance 1o the report conclusions:

e DOR; e Ketchikan Borough;
s DCCED; & Sitka;
® Juneau; e Skagway; and
e Ketchikan; e (ity of Whitter.
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ity of Saxman £y 0Y Sazxman Community Conter Visitor and 1300 1500 -
Cruive Passenger Facility Tmprovemants

Petersburg Borough FY 09 Commercial Passenger Vessel Berthing 1,250 1,250 -
and Power Upgrades

Peteraburg Borough FY 10 Commercial Dotk and Vehicle Brive 3,390 3390 *
Down Destan and Constniction

Municipality of Skagway FY 09 Seawalk Intermodel Cruise Ship Access 2,000 2,000 ~
Project

Nbmwcipality of Skasway FY 10 Municipal Wastewater Treatment 2500 2,300 -
Facilitios Improvements Due to Seasonal
Crnise Impacts

Mumcipality of Skagway FY 11 Commercial Passenger Vessel Lightering 4,000 4,000 -
and Hatbor Fmprovements

Municwpality of Bkagway EY 11 Minucipal Wastewater Treatioent 800 800 -
Facilities mprovements Due to Seasonal
Impacts

Municipality of Skagway FY i3 Float Exienston to Serve Cruise Passenger 800 429 371
Vessels

Municipatity of Anchorage £y 1o Eran Center Croise Passenpger Staging 1000 1,600 -
Upgorades

Mumcipality of Anchorage FY 10 Port of Anchorage Expansion 10,000 16,000 -

Municipahty of Auchiorage Ey 12 Adaska Avuation Museurm Foergy & Safety 495 495 -
Improvemenis

Morris Thompson Cultural and FY 10 Extubit Completion 1.060 1,000 -

Visitors Center

Marwie Exchanze of Alaska FY 10 Nossel Tracking Systorn Tpgrades 43¢ 450 -

Marine Exchange of Alaska FY 11 Alaska Vessel Tracking System Upgrades 600 600 ~
and Expansion

Marwie Exchanze of Alaska Ey 12 Adaska Vessel Tracking Svstem Uporades G0 600 -
and Expansion

Marine Exchange of Alaska Fy 14 Marine Exchange Building 1.000 623 373

Maris Eschange of Alaska FY 14 Alaska Vessel Tracking System Upgrades 360 500 -
and Expansion

Marine Exchange of Alaska FY 15 Alaska Vessel Tracking System Upgrades 500 500 ~
and Expansion

Haines Borough FY 69 Pout of Chilkoot Cruise Ship Dock Repairs 1,544 1344 -
and Dbt Retirement

Haines Borough FY 10 Port of Chilkoot Waterfront Improvements 1.960 1,900 -

Haines Borough FY 11 Port Chilkoot Cruise Ship Dock Uparade 2910 2210 -

Faiwrbanks North Star Borough FY 10 Carlson Center Improvements 1,000 1,000 ~
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(Continued)

Uity of Whittier / Railroad Station Improvemonts 325 44 251

City of Wasilla 2 Airport Trawn Station Improvements 1035 163 -

City of Valdex FY 09 Cruise Ship Dock Renovation and Uplands 1.675 L6873 *
Repair

City of Valdez FY 10 Dock Improvements 332 1,637 1.66%

City of Valdez FY 18 City Dock Bfoountion wl Interpretative 800 = 800
Center

City of Seward FY 10 Bus Transportation Assistance for Cruise 167 167 -
Ship Passengers

City of Seward FY 10 Dredgiug Cruise Ship Berthing Baging and 2,508 2,508 -
Approaches

City of Seward FY 11 Commercial Passenger Vessel Harbor 300 200 ~
Security - Coast Guard Building
Relocation

City of Soward Fy il Security and Fie Profection for 2.0008 2.000 ~
Cormpercial Passengear Vessels

City of Seward Fy 12 Crutse Ship Boardwall Extension 2 25 -

City of Sewird FY 12 Harbor Restroom buprovernents 130 130 -

City of Palmer FY 10 Visitor Information Center Restrooms 100 100 -

City of Kodiak FY 09 Cruise Ship/Prer 11 Mastor Plan 230 250 *

City of Kodiak FY 10 Pedestrian Imeprovements Between Cruise TO0 760 ~
Ship Dock (Pier Iy & Downtown Kodiak

City of Kodiak FY 12 Pedeatrian Pathway Planming ind Desion 384 . 384

City of Kodiak FY 12 Pier and Downtown Pedestrian 1,600 1,600 -
Improvements

City of Ketchilian FY 09 Poet of Fotchikan Boiths T and 11 3.008 2000 *
Replacemont Project

City of Ketchikan FY 10 Reconstruction of Dowatown Bridgss and 3,000 5,000 -
Trestles

City of Ketchikan FY 10 Port of Ketchikan Beitha T and 1 3.000 3000 "
Replacomant

City of Fetchikan Fy i1 Replace Cruise Ship Berths I and If 10.060 10,000 -

City of Ketchikan FY 14 Ketchikan Promenade 1.308 - 1.308

City of Hoonah Fy 11 Hoonah Harbor Improvements 1.000 571 12

City of Hoonah FY i1 Crutse Stup Passonger Walloway L300 1.500 -
Construction and Upgrades

City of Hoonah FY 12 Berthing Facility 1,000 1,000 -

City of Honer Ey 12 Cruise Ship Dock and Passenger Pacility 6,000 5,124 875

Impravements
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City of Cordova FY 10 Cordova Center Construction Equipment 1,000 1,000
Uity and Borough of Yakutat £y 09 Fuet Dock with Cruise Ship Platform 650 G50
City and Borough of Wrangell FY 10 Construction Activities to Complete the 2,500 2,500
Marine Passenger Service Conder
City and Borough of Wraneell FY 10 Stikine Avenue Bidewall Extensions 390 390
Caty aued Borough of Wrangell FY i1 Coramercial Passenger Vessel Facility 3,230 2,784
City sl Borough of Wrangell EY it Witterfront Master Plan 73 73
City & Borough of Sitka Fy 10 Commercial Passenger Vessel Lightering 2.000 947
Facility Improvements
City % Boroughof Sitka FY 11 Commercial Passenser Vassel Facilities 4,500 2424
and YVisttor ITmprovoments
City & Borough of Sitka Fy 11 Crescent Harbor Sidewalk Widening 1.000 1,000
City & Borough of Sitha FYy 12 Commercial Fassenger Viasael and Visitors 3.000 300
Facility Improvoments
City & Borough of Sitka Fy 15 Commercial Passenger Visttor Facilities 3.300 - 3
Improvements
City & Boreugh of Jnoean EFY 09 Aasrport Passcuser Bavgaoe and Facility 1,300 1,300
Satety
City & Borough of Tanean FY 09 Corercial Passenger Vessel Dock 1,500 1,500
Retaining Wall Repair & Replacernent
Uity & Barough of Junesu FY @ Auke Bay Beawalk Conslouction 800 B0G
City & Borough of Juncau FY 10 Cruise Ship Dock Improvements 2.300 2,500
City & Borough of funeau FY 11 Cruise Ship Dock Improvements 9,000 2.000
City & Borough of Juncau FY 15 Last Chance Basin Well Field £.350 1,350
City & Borough of Junean Ey 15 Salmon Creck Water Treatment 650 264
Anchorage Museum at Rasmusen FY 11 Major Maintenance Project 2,000 1,922
Alaska Zoo FY 10 Infirmary and Commisaary for the 700 800
Amimalbs
Alaska Wildhife Conservation Center, FY 10 Visitor Education and Research Sanctuary 1.000 1,000
Inc.
Alaska Wildhie Conservation Center, Y 2 Bear Education Awareness and Hesearch 480 400
Ing,
Alaska Native Heritage Center FY 10 Village Site Completion 275 275
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EY 11 4r Espansion b = 2 42

Alaska Aviation Heritage Muoseum FY 19 Major Facility Safety, Energy, and 500 500 -
| Collections Care
dotal 130093 113990 16,103

Source: Session Laws of Alaska, OMB budget document, and self-reporied by communtiies and olhier recipionts
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Port Facilifies Cruise Berth hapeovements 12.366
City &
Boraugh of Port Facilities Downtown Cruise Ship Berth Improvements 156
Juneau
Subtotat 12,522
Harbor Infrastructore Harbor Fond 366
Other CPV Serviges Advertising 7
Other CPV Services Building Repair 8
Other CPV Servicey Caontraciod Services 554
Other CPV Services Equipment Rentals 8
Oher CPY Bervices Interdepartment Services 42
City &
Rovoush of Other CPV Services Telephone 14
Bitka
Other UPV Services Touols & Small Equipment 3
Other CPV Services Maintenance Fund 14
Other CPY Borviees Uenoral Fund 1,019
Other CPV Services TT Fund 18
Other CPYV Serviges Capital Prajects (Centennial Hally 1456
Subtotal 3,511
Harbor Infrastrciure Cruise Ship Fassenger Staging Avea 31
City of Other CPV Services Guard House Restrooms 30
Homer Poet Facilitios Ramp 3 35
Subtotal 96
Harbor Infrastructure Harbor Uporades 9
Other CPV Services Administrative Costs 51
Other CPY Berviees B4 Fichennan Totorn Pols Projet 2
Other CPV Services Passenger Expericnce & Carver's Den 35
Other UPV Services Brush Cutling - Scenic Walkway 2
Other CPV Services Tourism WG 16
Other CPV Services Water Line Canary Nain Exiension 400
ity ol
Hoonah Other CPV Services Canary Walking Path Maintenance i
Other CPV Serviges Fencing for Graveyard 4
Other CPV Services Public Library Summer Access 36
Other CPV Services Arbulance Call Outs is
Other CPV Services Extra Police Patrol 5
Other CPV Services Tunnel Kotk Praject - Passenoer Bafety, Coltural Sionificance 951
Other CPV Services Public Restroonm 89
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ALASKA S

Other CPV Servicey Visitor Reciroom Jamitor 9
Other CPV Services Community Readiness Passenger Experience 4
Other CPV Services Nisitor Uentor Enmplovecs 27
Other CPV Services Visitor Center Furniture 9
Other CPV Services Wehsite Development 6
Other CPV Services Passenger Services 50

City of i i i i :
onnah Other UPV Services Passenger Services, Park, and Walling Path Maintenancs 477
Wontinsed) Other CPV Services Vigitor Center Employee, Extra Police, and Seasonal Harbor Staft 101
Port Facilities Seatloor Survey Guest Dock Avea 10
Port Facilities Boat Launch Ramp Matching 5.5% 150
Port Facilities Caley Marina Fandicap Lift 10
Port Facilities Ports & Harbors Project Matching 15
Port Facilities Transient Pock Tpgrades 5
Subtotal 2,496
City of Port Facilitien Dock Repairs and Maintonanee 33
Hooper Bay Subtotal 33
Other CPY Bervices {ontermial Building & Tolem Hedtage Conter Site bupravemenis 1
Other CPV Services Spruce Mill Sheet Pile 22
Other UPV Services Thomus Bacin Beawall Podestrian Docking, Pooting and Seawall 544
Other CPV Services 2013 Seasonal Litter Program 64
Other CPV Services 2014 Scasonal Litter Program 60
City ot Other CPV Services 2015 Seasonal Litter Program 10
Betchikan Other CPYV Services Cenrennial Building Restraom Expansion 1
Other CPV Services 2014 Tour Guide Program 51
Port Facilitien Loan Pavioerd for Berth HI Enginecoring 130
Port Facilities Port Bonds and Lease Payment for Berth TV 2,083
Part Facilitioy Replace Fender Pilee on Berths 1C and 1D 434
Subtotal 4,572
City of Other UPV Services Openting = Diroet Bervices for Ships and Paceongers 146
Kodiak Subtotal 146
Harbor Infrastructurs Harbor Breakwater 969
City ot Other CPV Services Ambulance Service 90
Seward Other CPV Services Fire Boat Outboards 20
Other CPV Services Security Float for Response Vessels 163
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Other UPY Bervices United Siates Coust Guaed Relocation 333
Other CPV Services Water Storage Tank (Fire Safety) 98
Cher CPV Beorvives Harbor Restroom Improvement 43
City of
Beward Other CPV Serviees Bus Transportation 341
(Contimizd) o o . :
Pori Facilifies Cruise Ship Terpunal 201
Port Facilities Dock Dredging 233
Subtotal 2,501
Citv of Other CPV Services Operating Costs - Admin Assistant [ - General Billing 22
Unalakax Subtotal 22
Other CPV Serviees Picnic Tables 6
Other UPY Bervices Flowers 1
Other CPV Serviees Landscaping Mulch 1
Other UPY Bervices Benches iy
Other CPV Serviees Pennants 3
ity of : :
Vakdor Oither CPY Bervices Signe & Welcome Banners 1
Port Facilities Kelsey Dock Decking 28
. Eelsey Dock Sea Floor Scundings and Uplands Building Steel Fishoin -
Port Facilitiss + g = 5
Waves Art Sculpture
Port Facilities Kelsey Dock Piling Caps & Jersey Barrier Chains 1
Subtotal 65
Harbor Infrastructure EDA 070105881 - Harbor Project 172
Harbor Infrastracture Emergency Repairs Harbor 65
Harbor Infrastructure Harbor Float Replacement 336
Harbor Infrastvuctine Harhor Projoct 234
ity of Harbor Infrastructure Public Facilitics” Harbor Facility Grant Program 2,000
Whittier - - Lo - . :
Harbor Infrastrusture Transfer to COOP 10-037 Matching Portion 71
Other CPV Serviees Request for Proposal Ad - Public Facilities' Harbor Grant Program i
{ither CPY Bervices Whittier Museum Assoc. Contabution 55
Other CPV Services Bear Proof Trash Cans -~ Harbor Project il
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Other CPV Serviges Whitticr Creek Levoe Emcrsoncy Watcrshed Frotection 6

Other CPV Services Harbor Tuangle Area Gazebo Construction 12

Other CPY Services Emergency Medical Sewvices Equipment Purchase 43

City of Other CPV Services Purchase of Ambulance 19
Whittier

(Continiedy Oher CPY Services P17 (Public Balety: Rool Burvey 29

Other CPV Services Public Safety Vehicle Parchase 23

Other PV Services Transfer to Police/Emervency Medical Savices/Fire 1011

Subtotal 4,088

Other CPV Services Drowntown Bevitalization Project - Barmors, Bumpouts, and Landscaping 14

5,%3?;: ; ol Other CPV Services Park Benches and Trash Receptacies 33

Subtatal 47

Other CPV Services Cruise Ship Survey 20

Other CPV Services Other Miscellancous Material & Equipment 5

Other CPV Services Refurbish Keystone Dirill 23

Other CPV Services Totem Pole Projoct 5

Other CPV Services Picture Point Grant Match 62

Other PV Services Bignage 44

Other CPV Services Bear Saver Trash Cans [

{iher CPV Services Brack Flowers 43

Other CPV Services Park Benches 3

Other UPV Servives Chitkoot Bear Mouitor 2

gz;gi;;h Other CPV Services Electric Hand Drvers for Dock Restreoms 6

Other CPV Sepvices Restroom Jamtorial 70

Other CPV Services Temporary Restroom 67

Other CPYV Serviges Croise Ship Shastile 137

Other CPV Services Repairs and Maintenance to People Mover Cart 7

Other CPV Services Kepaie Restrooms 1 Visitor Center il

Other CPV Services Tourism Kiosk PC Dock 20

Oither CPY Beruiees Tounem Labor 87

Port Facilities Dock Facility Maintenance 17

Port Facilities PC Diock Trestle Replacements 528

Port Facilities Electricity to Lightering Dock 8
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Port Facilities Lightering Dock Repair 7
taines
Boraugh Port Facilities Port/Harbor Labor 89
{(Continiiedy
Subtotat 1.267
Kenut Other CPV Services Pass-Throngh 2,921
Pentnsula
Borgugh Subtotal 2..92 ¥
Harbor Infrastructure Creek Street Trestle Berths [-1H 1,224
Harboe Infrastiuciure Harboe View Sea Walk 50
Other CPV Services Administrative Fees 1,160
Other CPV Services Enstribubion/Marketing Plan 110
Other CPV Services Downtown/Neighborhiood/CPV Planner 566
Other UPV Services A Fish Story 160
Other CPV Services An Art/Native Culture Stery 490
Other CPY Bervices Freer Mountan Halchery 130
Other CPV Services Hopkins Alley Revitalization Project 23
Other CPYV Serviges Fetchikan Martime Education 2%
Other CPV Services Eetchikan Stoties 323
Other CPV Services Saxman Dewitt Carving F 78
Other CPV Services Saxman Dewitt Carving P2 75
(ber CPY Bervices Saxroan Toterm Resiotation 135
Bletchikan
Gateway Other CPV Services Seulpture “The Rock” 100
Boraugh . i
Other CPY Services 31 Joha's Sprnkler 42
Other CPV Services Trainbird Trail 30
Oher CPY Borvices Walling Tour Siens 4
Other CPV Services Water Strect Pedestrian Improvements 138
Other UPV Services Wayhnding Signs 26
Other CPV Services Beautification 857
Other CPV Services Harbor View Furk 50
Other CPV Services Historic Resources Downtown/Newton Survey & Inventory 15
Other CPV Services Holeinthe Wall Harbor 4
Other CPV Services Marquee Rain Canopy 186
Other PV Services Aguatic Cepter 110
Other CPV Services Nanareawide Library 50
Ober CPY Bervices Reureation 96
Other CPV Services Flight Simulator Eent 16
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Ot Y Services E Kan Volunteor Hescue Squad - Pe
Other CPV Services Service Areas (Fire Departments) 533
Ot OV Somvices :z?ii:;z; Southeast Eraergoncy Training Center ~ Bmeroenoy Response 100
Other CFV Services Herring Cove Tourism Management 32
Othep CPV Sepvices Seasonal Cods Enfortoment Oflicer 70
Other CPV Services General Fond {Other than Recreation and Transit) 388
{iher CPV Services {4ty Park Restroom 14
Other CPV Services Public Restrooms - First City Players 500
Other CPY Bervices SAN-[-PAK Eguipment 200
Kotehitan Other CPV Services Saxman Tolem Row Restroom &0
Gateway Other CPY Bervices Anport Operations Suppord 1,297
Roroush
Contiied Other CPV Services Borough Transit Operations 1,887
Oither CPY Beruiees Transit Bus Maich 33
Other CPV Services Transit Bus Painting 14
Oither CPY Beruiees Bus Shelters 100
Other CPV Services K.etchikan Visitors Burcau 1,379
Port Facilities Berth | Improvemente 156
Port Facilities Berth IV Dock Improvements 50
Port Faoilities Berth IV Dock bnprovenents 204
Port Facilities Drive Down Dock 1,340
Port Facilitics Transportation Worker Identification Credential 27
Subtotal 14,843
Kodiak Dither CEV Sorvices 200% Touriem Fonding 146
Tshind
Boroush Subtotal 146
Municipality Port Facilitics Whart File Enchantinent Project (Port of Anchoragei 20112015 208
af Anchorage Subtotal 208
Harbor Infrastructure SeawalkWave Barrier 3,009
Harbor Infrastructore Small Boat Harbor Maintenance Building 218
Harbor Infractruchure Small Boat Hasbor Master Plan 25
Municipality Harbor Infrastructure Small Boat Harbor Upgrades 420
of Skagway Othier CPV Services Attic Brotherbood Hall Imptovements 10
Other CPV Services Cemetery Improvements 8
Oher CPY Bervices Ervea Bruprovemeils D8
Other CPV Services Museum Collection 48
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Other CPV Services Rapuzzi Collection 94
Other CPV Services Street Light Emitting Diode Conversion 58
Other UPV Searvives Siroet Mantenance 283
Other CPV Services Trail Matotenance 5
Other CPV Services Upper Drevvey Lake Topld 10
Other CPV Services Bear Proof Garbage Lids 1t
Other PV Sepvicos Boeoster Bation 178
Other CPV Services Incinerator Repairs 471
Other PV Servicoy TF28 Loader 191
Other CPV Services Transfers to Garbage Fund 1,005
Other UPN Serviecs Transtors to Water/Sewer Fund 043
Other CPV Services 7th Pasture Dike 5
Other CPV Services Library Expansion/Farking i1
Other CFV Services Flaygrovnd Equipment 229
Other CPV Services Recreation Cinter Entry 179
2?2?;;;?;?2! Other CPV Services Fecreation Center Expansion 28
(Continnedy Other CPY Sepvicos Recreation Centor Improvenients 198
Other CFV Services Fedwood Water Tank 64
Other CPV Services Water Well Exploration 67
Other CPV Services Waste Water Treatment Plant Upgrades 75
Other CPY Bervices Prock Secumity/ Signape 15
Other CPV Sorvicos Fire D'i:pzartmant Ocoupational Safety and Health Administration 53
Compliance
Other CPV Serviges Fire Department Water Tapk Building 13
Other CPV Services Fire Training Facility 7
Other CPV Serviges Rural Fire Soppression 1
Other CPV Services Public Safety Engineering 703
Other CPV Services Transters fo Gonoral Fand 2096
Other CPV Services Bicycle Racks 10
Other CPV Services Tranders to Tourism Fund 20
Port Facilities Transportation Worker Identification Credential Equipment 17
Subtoial 17.996
Total 67,480

Source: 5
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ALASK

ALASKASTATUTES BEGARDING EXCISE TAX ON TRAVEL ABOARD
COMMERCIAL PASSENGER VESBELS

Ber, 43.82.2040. Levy of excise fax on overnight accommedations on commercial
passenger vessels,

There 15 tmposed an excise fax on passengers traveling on commercial passenger vessels
sroviding overntght accommodations that anchor or moor on the state's manne water with
the itent to allow passenyers to embark or diservbark.

Bec, 43.52.210, Bate of tax,
The tax imposed by AS 43 32 200 - 43 52 293 {5 fevied at a rate of $34.59
sach vovage.

for a passenger for

See, 4352220, Liability Tor pavment of {ax

A passenger subiect fo the excise fax imposed by AS 43.52.200 ~ 43.52.295 13 ligble for the
payment of the tax. The tax shall be collected Trom the passenger by the person who provides
travel ahoard a commercial vessel and shall be paid 1o the department m the manner and at
the times required by the deparimentd by regulation,

Hee. 43.52.230, Disposition of receipis.

(s} The proceeds from the tax 1mposed under AS 43527200 - 4352295 shall be
deposited in a special "cormmercial vessel passenger tax account” in the general fund
The lewislature may appropriate money from this account for the purposes desoribed
i {b} and (d) of this section,

{hy  For each vovage of a commercial passenger vessel, the commussioner shall identty
the first seven poris of call in the state and the number of passengers subject 1o the tax
mposed wnder AR 43 52200 - 43.52.293 on board at sach povt of call Subnect to
armual appropriation by the fegislature, the commmssionsgr shall distribuie o each port
of call 55 for each passenger subject to the taw imposed wnder AS 4352200 -
43.52.295 i the port of call 18 a oty Tocated within a borough not otherwise unfied
with the borough, the commissioner shall distnbute 3230 for each passenger to the
city and $2.50 1o the borough. A ¢ty or borough that receives a pavment under this
subsection shall use the Tunds for port facilities, harbor infrastrocture, and other
services provided to the comumercial passenger vessels and the passengers on hoard
those vessels,

{ch [Repealed, Sec 12 ¢k 10] S1LA 2618].
{d}y  In addition o making an appropristion for the poyments described in (b of dus

sechtion, the legisiature mav appropriale money frow the commercial vessel passenger
tax account 10 projects that

A

N
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{1y  improve port and harbor infrastructure,

{2y provide services o commercial passenger vessels and the passengers on board
those vessels, or

{3y  improve the safety and efficiency of the mterstate and foreign commerce
activities in which the vessels and the passengers on board thoss vessels are
enyaged,

fe} After October 31 2000, and before November 1, 2015, 2 home rule or gensral law
municipabity that imposes and eollects 3 tax on a passenger raveling on a commercial
ARSenger v:-;—:&;&;ei under a law enacied by the mamicipality before December 17, 2007,
may nol receive an appropriabion under {d) of dhis section,

See, 4152288, Tax reduction for local levies.

The tax tmposed on g passenger by AN 4352200 - 4352 295 shall be reduced by the fotal
amount of a tax on the passenger traveling on a e::mmmm'aé passenger vessel that 1s tnpose sﬁ
and collected by a home rule or general law municipality under a law enacted befor
December 17, 2007
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A

CITY & BORDUGH OF JUNEAU
City Manager's Office

155 &, Sewsnd 8, Junasu
Phone: (8071 586-8240 Feeo (807) S88-83

Bin Sdunma o

&

ig, A, DIRA
- Aadito

) e,
998113300

_ syiding mee with an opportunity to redew smd comment on the prabirninary
st repots Departvent of Revenue, Commercial Passenger Vessel T Progrs, Febroary 28,

Q0TS UANM (4-2D0R3-15,

The three speeific recommendations outlined in the report do not portain to Joneau so 1 uve o
copmments an those.

Crpenthy the OPV program Is sobvent.  The Dty and Borough of Juneas would like
ith the Department of Bovesioe on 2 policy that would sssdre » sustainable OPY progrem golng
. wnud which dows nod visk a pot b o general fund funding, The CFV tax hus

provited Tunens with the ability 1o improve infrastructure directly related o passonpers andfor
vegzels

I request a copy of the 4Gy opiidon dated Septomber 4, 3009 that te referenced on page 28,

Rin

ix,

¥ by &

Keainbuealy Lt
ity and Borough Mansger
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City Mansger
T8 Froot Toveet
Footrbihan, AR $5801

Pligass (907 338-3803
Fax {007} 2255073

April 4, 2016

RECE N,

M. Kris Curlis, GPa, CIBA

Legishathve Auditer AR «%?g; § e
Alaska State Lagislsture L e, %
Lagishative Budget and Audit Committse M‘fwi,q?;; e
Diivision of Legisiative Audit AUy

PO, Box 113300
Junesau, Alaska 858113300

Dear Ms. Curlis:

Be: Confidential Preliminary Audit Report ~ Department of Comenerns,
Community and Economic Development and Department of
Revenue Commercial Passenger Yessel Tax Program

With regard to the above referenced subjsct, plesse be advised that | am in
teceipt of the Legislative Budget and Audit Commiltes’s cordidential preliminary audd
report dated February 28, 20180 You have reguested thel | respond o the Report
Conclugions as wall as the Findings and Resommendations by Aprl 7, 2048, On behalt
of the City of Kelohian L would offer the following commaents;

Congisterd with s conclusions, the City of Hatehikan B plessed thel the
prefiminary sudit report affinmed that the Cily's expendiiure of OPY shared fax revenues
to improve port faclities and herbor infrastructure was sccomplished in compliznns with
State law and that the Gily's unexpended balance of shared tax revenues is reasonable
based on Hs efforls {o inlbete or complets OPYV proecis. These conclusions ars
supporied by the Tact that the prefiminery report offersd ng recommendations specific io
the Gity of Ketchikan's use of DFY shared tax revenuss for allowsble purposes.

The prediminary audit report contained twe sddiional conglusions, ong of which
was spacific to the City of Ketohikan, that warrant further response. Page 7 of the repon
states the following:

“The audit concluded that the CPY tax sbucture oould
ow TP tax receipts to fall short of the amounis o ke
distributed. To date, CPY receipls have beer suffiiclent o
fund the amounts required io be dishibuied to ponrt
cormmunilies. Howsver, significant Incresses to the numbar
of passengers that vislt 3 high number of pors woulkd
threaten the solvercy of the CPV fund”
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Whilte the (Hy recognizes that the potentisl exists wder the currend program for
everail altovations o exesed revenues sheould a greater number of ships visl reore than
Tour Alaskan porls on sach oruise, the chance of this coouring is extremsly uniikely.
Based on the Clly's interaction with the indusiry, we beliove the auise lines themselves
have heen steadily incregsing thelr marketing efforts on onie wesk orulses that “um” in
Alaskar pors, In order o stesr more travelers fowards oriise ine owned resons and
attrantions. Coupled with the time and distaroe constrainis associated with 2 seven day
oridee, these oises will slmowt cerainly naver axceed three or four pords of ol in
Alnska, thus minimizing the potential of OPY receipis failing short & net balanoe of OY
15 OFY Tax Collections and Distributions {Exhibit 2 of the prefimingry sudit report) in
excezs of $2M would appear o support guch 8 conclusion.

}

Additiorally, the issue of potential funding shorfalls & the direct result of credits
imposed aganst possengers vislting Kelehikan and Juneau pursuant 1o AR 48.57 088,
Buch credits sre the direct resull of the seftfernent agreament thal was reachad by the
Alaska Cruise Association and the State of Alaske i 2010, While the Oty of Katohikan
was supportive of the seftlement in the conted of the oversl sconomic benetit that the
State and port sommunities derive from the oruise ship industry, perhaps & is appropriste
for the State and industy representative fo review the lssus of the credits in light of
ongeing nvestments that the Porte of Ketchikar and Junesy will Bely be required fo
undartake 1o support the infrastruciure and service needs of the indusiry in the Yaars o
some. In Kelohibar's case, this would be parfioularly appropriste as unlike most of
Algeka'z other ports of call, under AB 43 52 254 the City of Kaichikan, which owns and
aparates the Port of Ketohikan, only recelves $2.80 per passenger of OPY shared tay
PEVBILIES,

Fage 20 of the report states the following

“Alasky Stalude 43.52 3300} siales thal after October 31,
2010, and before November 1, 2015, communitiss that
wnpose a CPV lax tyough 8 municipsl law may not recelve
3 OPV funded grant, Two communiies ars subject o this
prohibition, the Oity and Borough of dJuneay and the City of
Ketohikar, Appandik A shows that both communiiiss wares
awarded  GPY  grants  regandless of this  statudory
prohibition”

As detalled in Appendix © of the prelimingry sudit raport, paragraphs () and ()
of Alaska Stelude 43.52. 330 stats the following:

"y Inoaddition to making an appropriation for payments
desoribsd i (b of this ssction, the legislature may
appropriate money from the commercial vessel passengsr
Lax socount o projects thet

5

{1} Improve port and harbar infrastruciura,

{23 provide services o commercisl passenger vesssls
ardd the passangers on bogrd those vessals, of
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{3} improve the safely and efficlancy of the intersiale
and forsign commerce activilies in which the vesssls
and passengers on board those vessels are entaged.

{8} After Colober 31, 2040, and befors November 1,
20115, a home e or general lew murdcipslity that imposes
and ooflecis 8 tex on s pessengsy baveling on s
commersial passenger vessel under 3 faw enacied by the
mirtnipality before December 17, 2007, may not recshes
an appropriation under ) of this section” (Emphasis
atded)

Thiz provision was analyred by former Atorney General Dardel Sullivan as set
forth in 2010 Op. Alty. Gen. No. JU 2018 201403 (May 4, 2010} The opinlon sisdes, n
part, the following:

"Eection 7 of the bill provides the legislsture with guidance
on appropristing tex wonseds remaining in the commernigl
vessel passenger fax acoount oy infrastructure  and
services needed to safely and efficlantly host passangers
in Alaska. Seclion 7 of the b also guides the legisiatrs
net i approgriate the remalning s procesds on profeots
i mwrsicinaiifies that afready impose 8 loval passenger fax
unli the year 2015 The infert of this languags & fo
encourags the legielature o use remaining procseds on
port and harbor development in political subxdivisions with
armerging porls.  Secause e logisletre, despite His
gidance, remains free 1o sporoprisie all the procseds in
the commercial vessel passenger fax accowdt for any
public purposs, this lenguage doss ot create 8 profibiied
destivated fund ” {Emphasls added).

Ag Attorney Gensral Guliivan poinds oul, AB 43522300 merely provides
guldance to not sporopriste the fox procesds to muricipsliies thet impose a locyl
pagssenger tox untl the year 2015, As he also poinis out the Legisiature remalns fres o
appropriate all the procesds In the commercial veses! passenger account to any public
pLTRORE,

Agditionally, AS 43.52.230(e) concarms recsipt of an appropristion, ruf receipt of
a grant. The furds for the legisiative grants listed In Appendix A of the prefiminary audit
reporl ware spproprisgted prior o November 1, 2040 and would not fail within
guidarnce of AS 43 52.230(e}. The legislative grant for the Ketohikan Fromenade projsct
was funded by a re-appropriation of the appropristion made In Ses. 16 Ch. 43, BLA
2140, 2 150, Bnas 12414 for the Berthy IV raffic signal. 8LA 2014, Ch. 18, Ser 42
The original approprisfion was made prior o the Octobar 31 offective dale of AS
4352230021 BLA 2010 Ch. 101, Sec. 14, I was not, therelore, within the guidsiines of
the stalute. The re-approprizlion did not involve any of the remaining tax proceeds thet
the Atomey Genergd sigled AS 43.82.330{e) shooursgsd the legishsture o use to
support politioal subdivisions with emerging ports,

Ty
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Additionally, the Gty recelverd an appropriation of $5.000,000 for the Port of
Metehinan's Serths | and 1 Replacement Praject in 2011, BLA 2041 Ch. 8, Bec. 1, page
141, Ines 24-25. The City also received an appropriation of $7.000.000 for the same
profect in 20020 BLA 2012, Cho 17, Sec. 1, page 27, fnes 31320 Although these
sppropriations were made within AB 43,52 230{e} tme window, the funding sou
the General Fund and they were, therefors, not shown in Appandiz & of the preliminary
audit report. The previous approprigtions discusssd above were from OPVY funds. Thess
facts show that the Legislature has properly followsd AS 48 83.350e). Appropriations
inchuding  re-appropriations, which did not involve the procesds remaining on the
stalute's effective dale, were made from OPY funds, Appropriations for port and barbors
projects msrls afler thet date wers made from gereral funds,

Baged on the above facls, the Ciy was eligible v recelve the CPV funds that
wete appropriated o i Even A8 43.82.330(e) spplied to the receipt of grants as
sppused (o appropristion and even i |t applisd {o the re-appropriation for the Kelchikan
Fromenade projest the appropriations wers proper. As pointed out by Allemey General
Sullivan, the funds were availeble for any public mapose and were appropristed by
fsgislative enactments.

Athough g minor ngrrefive point, | would fastly note thet Page 13 of the
prefvinary audit report descrthes the City's waterfront promenads 28 "2 walking path
that will sotend more than one wile from the dook to the historival district, thereby
allowing orulse ship passengsrs 1o safely snd sasily acosss local stiractions.” In ordar to
be consistant with the deacription of the walsrfrond promenade detailed on Page 20 of
the report, | suggest that the languages be revieed W read °. | | o complets congtruction
of the Helchiten Promensde which s 2 mors than one mile long walking palhy that
conpecis the fouwr cruise ship berths to sach other and to the nsarby historios! distriot,
thersby allowing crulse ship passengers to safely and saslly acoess loosl afractions.”

in dlosing, the Legislative Budget and Audlt Commitiee’s sonfidendial prelininary
audit report olearly firels that

(417 . sharsd fax revenuss sperd by communites o
improve port Baclitiss and herbor infrastructure wers
expended in compliancs with Sate law™ and

{2y " . . the urspent balance of shared taxes was
determingd fo be ressongble based on community
afforis to  iniiale o complete CPV  projects.
Furthermore the sudh concluded that unexpended PV
grants are supported by ongoing projects.”

While the report cltes miner deficlencies regarding the use sndfor alicostion of CPY
furdds by certaln cormmunities, It offers no oredible documentation that the Department of
Commeres, Comeaunity and Economic Development and Depariment of Revenus
Commarcial Passengsr Vesse! Tax Program is being improperly mansged or that the
furdls are baing willfully sxpanded i o mannar that is inconsistent with the origing! infert
of the Legisiature,

Specifis to the City of Ketchikan, | beliews the prefiminery audit report clearly
demansirates that the Clity has been and will continue to be a good stewserd of the State
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GPY revenues that  recsives, The Uity strives to ensure that s share of CPY funds wre
sxpended for faciities and sewvices that dirsctly baneft oruise ships and thelr respective
passengers. The Oty atfempls fo foster an ongoing collaborative refationship with
induslry representstives, i onder to make cerlain that furdds are expended In 8 manner
that meels the needs of crdse ship visltors W Alaska and the comrunity thet
srthusiastically hosts them vear aller year.
Should you have any guestions on this matter, plesss do not hesitate I contact
Yeary fruly voues, £
& K
R T
Rarl B, Aenylon
City Manager
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ALASKA T2

CRNEIDENTIAL COBIUNICATION PER A8 28 23,3067

KETCHIKAN GATEWAY BORQUGH
1504 First Svenue, Sulle 210, Retchiken, Alasks 29901

& Vrlopbors: (907 2286825 & Fax {307) 2285684

Oifice of the Borough Manager

ddarch 30, 2016

R ;“:‘ﬁ&”%gf&i}

Ry, Krks Curls, TRA, Ci8a

Legisiative Auditor

Slaska State Legisiature

Legialative Budget and Audit Commities
Division of Legislather Audit
£.03 "o 133300

Juneais, Alaska ¥BR11-3300

ﬁ@f&é&?‘i?&f Allprr

Re: Dhvision of Legislative Audit ~ Prelimingry Sudit Beport ~ Commarcial Pessenger Yesse! Tax
Program

Diear M, Clartis:

This responds 19 the preliminary Adf Report ~ Deporimment Of Commerce, Sommurity, end Ecomuamic
Bewelnprnent ond Qeparitment GF Reverive — Comnercial Possenger Vesse! Tox Program, prepared by the
Blaska Division of Legisiative Awdit (Februgry 39, 2018L, hersafter “OPY dpdin”

The CRY S0
by the Keichikan Sateway Borough thereafter “Borough™), other municips! governments, and the
f sbaskea:

State
O page 23, the TPV Audl stateg:

We recomnmend the Ketohikan Gateway borough management ensure OF shared tax
revernuss are used only for slowsble purposes.  Furthermore, we resosmmend the
ranagerent develog & cost allocation methodology o support the use of £PV shared
tases ta pay for municipal services thet appropriately allocates costs beiw

pan-UPY serdoes,

The CPY Audit observed on pages 4 and 5 that 2 Septernber 2009 legislative legal memorandum
“eautions agabist spending the OPY tax on geners] operations and peovides court case examiples where 2
ta was desmed snaliowable because t was used for non-vessel purposes.” The {PV Audi notes that
the memo went o o state that, *{tihe Supreme Court held that 2 fevy is reasonable ‘§# £1) & bosed on
o fair opprovimation of use [of} the facilities, 12} s not excesshes i relatinn to the benefits conferred, and
{3} does npt discrimingte ngoinst interstale commerce,™

The Borough, of course, sgrees with e fiest recommendation in the OBV Audit that the Boroush mnst
ensatte that UFY shared tax revenues gre praperly spent. The Borpugh maintaing the position that
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LOREIDENTIAL COMMRINICATION PER A8 3430304

Ts. Kris Qurtls, OF 4, Cig4
March 30, 3018
Page 2

expenditures of PV funds by the Borough during the period covered by the CPY Audit have han proper
cied a falr appeosdrmation of use of the farilities ang services by crulse passengsrs, Those
vost shoratioos were notb exressive considering the benefits conferred.

The seoond recommendation urges the Borslgh 1o develop 3 cogl sllovation methodology. In fact, the
Borpugh deveioped a UPYecost slincation method for FY 2013 Details of thet cost atloeation modst
were provided to the Division of legisistive Audit last yesr? The model was partiaily utilized by the
Borough in FY 2043, FY 2004, and FY 2045, R & noteworthy that 2 revisw of the Borough's expenditures
of T tax precesds during that meframe led the alasks Depsriment of Cormerce, Community, and
Economic Develbpment to report that “lt]he Ketchikan Gateway Borough uses an a tical approach o
spending Commerciat Passengey Vessel Bxolse Tax (OPYVE revenue.” The Depariment reported further
that the Borough "uses CPY revenus primarity for passenger sefety and enhunced pastengsr services.”

The ookt aliocation model was fully baplemented by the Bovough in FY 2006 | v sypeected thet the
mode! will continue 1o be ysed in Tuture years, with frequent updates 1o the date to ensure Talress,
The £ #0185 allocation was conservative - 50% of the rate supported by the Impact analysis {except in
the case of particular servizes such as the fres downtown passenger shistile operated eclusively for

0

crumse passengers). The figure proposed for FY 2037 B sven more conservative ~ 33% of the rate

supported by the impact snelysis {apain, with sxpeptions for spedal projects surh a3 the passenger
shutthe).
The methodology fully bnplemented by the Borough in FY 2018 i similer o {bul minre comsereative

thani the one used by the Municipality of Skagway.” The Skagway model was sxamined In the 0PV dudit
g was characterized on page 38 of the 0PV Auwd? 85 "an obleciive basis for using TP funds for
nunicipal aperations” Other than taking 2 more conservative appenach, the Borough's current methig
s func y ndistisguishable from the Skagwsy methodology which Is sound and was viewed
favorakly by the Division of Leglslative Auwdit

iy

t the upcoming Hscal year, beginning July 1, 2018, the Borough will slso nstitute measures fe.g., careful
reconding of employees’ thee, update of transit ridership analysls, =io) 10 document that the o9
altacation mode! continues o reflects wroper CPVrelated expenditures.  Efforts will continge 1o ersure

that CPY tax reverues are wssd ondy for slowalide purposes.

A more detailed respnnse to the UPV Audit follows.

© o Juares 30, 2LE, ¢ prividded ks Brittany shbott, Acditor in Charge of the TPV Audit, with o of the
Borough's cost-allodtion methodology outined in my 20 £id
Muagor and dssembly on December 30, 2011, The 12 attachmen

135 pages, were also provided 1o b, Abbngt,

“The City and Borough of luneau also uses a similsr model for aliecation of i municipal marine
which iy subjsct 1o the same federa Hmits as OPY taxes (Commerge
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ALASKA L

LONFIRENTIAL COMBUMICATION PER 48 24 .20.307%

Mg, Hris Curtds, TRA, TISA
Barch 30, 3018
Page 3

Thie CPY Audht was transmiitad o the Boarough in g letter from you dated March 21, 2018, Your ietler
ingioates that the Leghslative Budget and Sudit Committea has requestad a written response from the

7, G, regarding the Report Conclusions as well a3 the Findings ang

Borough Iy
Recommendations.

You requested that the Boraugh clearly state in s response whether I agrees or dissgress with any
recommendations i the PV Aodit spedific 10 the Ketchikan Cateway Borsugh. Further, you indizeted
that H the Borough concurs with a recommendation, that the Borpugh should Indicate the methods
planned for implementation of the recommerndation and the scheduled completion date. You also
asked that the Borough eoxplein any ressons for dissgresment i it did not conour with 2
recommandation.

The fodlowing rasponds o those réguessis,

Pages 22 - 23 of the PV Audit states the following with regard to the Ketchikan Gateway Borough:

Ketchikan Gatewsy Borough funded & portion of general tansit, alvport, and other
s pal services with CPY shared texes withouwt spe iby ideatifving the related OB
sarvdoes rengdered 16 the vessels and passengers. Borough maragement provided
aneodotal evidencs regerding the impast that vessels and passengers have on the
borough as support for the use of CFV shared axes,

Management bebeves the OPV furded expenditures gre sllowable per stale satute,
danag it has oot develoged @ cost sliovation methodolopy o support paying
maricipal sendoes with CPY revenues hecguse, per management, the costs of doing o
Fre not oubwaighed by the benefits.

{Summary o A5 4353 2300 dnd 33 UST SbH3} Bmiting the use of £PY thered tanes]

Crutss ship port calls greatly impact the general operations of the communities wigited,
Howewer, the extant o whith operationa) cosis werg inoreased 35 3 result of vessels ard
pssengees was not entfled, Conssguertly, suditors could nod verify that the OBV
expenditures ware for sn allowable purpise per statute. By not specifically justifying
the use of CPY shared taxes in teems of beosfiting vessels of vessel passengers with
shjective support, the allcwability of the CFY tax may be guestioned.

We reconvmend the Ketohiken Geteway Borpugh management ensure O9Y shared tax
reverues are uwsed only fov allowable purposes.  Furthermore, we recommend the
management develop 3 oost shocstion methodology 1o support the use of CP ghars
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LONFIDENTIAL CORNUNICATION PER A8 24.20.38%

his. Kris Curtis, CPA, DIBA
March 38, 2016
Page 4

awes to pay for municipal services thal eppropriately allocates costs between LPY and
nm-f;:.s%' SEVVHCES,

The Borough concurs with the conglugion an Bage 23 of the OFY Awlit that “oruise ship port cells grestly
impadt the general gperations” of the forsugh.

To b o specific, durd
taxes visited the |

pigre than 50 trses the resident Borough population of 313,772 The figure for 3015 was estimated to be
892,100 passeagers — narly 55 thmes the popuiation,

g (he perlod covered by the audit, 868,178 cruise passengars who paid 0PV
chikar Gatewsy Borough., The annudd gversge ~ 763,132 orulse passengers —~ 34

The Ketohikan Gateway Sorcugh welcomes swery oruise ship visitor, and strives to snsurg that thoss

passengers are wall served by the Borcugh. Tourism is 2 oritical comgonent of Ketohikan’s econany.

The OBV Sudit found that transit, alrport, and other municipal services were Tunded with CPV sharsd
faves withput specifically identifving the related TPV servives rendered to the vessels and passengars,

The Borg smh strongly dis%grwﬂ% with the %ta‘wrf‘m}i in “‘ha LRV éus‘fﬁ‘ %ha’( “i*‘surﬁmg?“
onyby] anscdotal
barpugh as support for |
E}iw o of Lemséa .w Au

='m§,rmwﬁ

rem:i o csmec’rx«:e

o RS fdiy arﬂpa%‘mer}t@ He
M‘ ;ﬁmb‘ Wh;'ﬁ ‘ihe lfn"}(){ii:‘.i RS Dby pama iy nmggieme:ttazi for the pripr three vears, the Alssks
Bepariment of Commerss, Comwnunity, and Feonomic Development nonetheless found that the
Borough used an snaberical approach o spending OFY funds and that those funds were used by the
Bosaugh primarily for crudse passenger safety and enhanced passenger services,

it s essential to put the Borough's OPY sxpenditures in perspective. Dver the wine-year period cowerad
iy the CFY Audly CPV revaniies paid for
# 13 9% of Borough Transit coses;

® % of Borough Alrport costs; and

e rosts of all bther sprvices by the Boraugh.’

A ratve detalted review of OPY expenditures by the Borough follows

B 3 N . e in ‘y N
Far purposes oF this review, “alf oiher seedc
inchatded, the percentage of 0P funds

w5 by th
sed for cthey saev
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LCRNFIBENTIAL COMBUNICATION PER 48 2430307

fdg. Kris Curtis, L84, (iS4
warch 30, 30
Page b

{g! & Closer Look ot Tronsit Services to Criise Shin Pageeaners

Empiricel duts regarding ridershi
LR funads for transit operat)

days (0% of the yeard during the Lscal Bidorship & Mursber of Crulse Pasangers Per Day
kiay-September 2015 crelse seasun. ki
The  Ketchikan  Visitors  Buresu
safimates  that  B32,100 orube
passengers visited Ketchiban during e
that fime. That squates to an aversge
of §,135 vishtors during esch of those
14 days,

s vk

As shown in the graph o the rght
reflacting FY 230 and BY 2013
sidership date, transit vidership misie
than doubied when there wees 3,000 %
to 6,999 croise pressngers present : ! 3 st
On the busiest crulse 3 days,

ridership dnwreased bevond two and

one-half iimes the volume of local riders,

kv

Mo Borough service i raore hesvily impacted by the crulse Industry than transit,  Theough s Transit
Departrient, the Borough uperstes a free downtown shuttle during the oruise ship season. The
downtown shultle Is designed and pperated owlusively for the benelit of crulse ship passengers. Oruiss
passengers aho make extensive use of the Borough's genersl transit services,

The Borpugh s delighted to offer world-class .
transit sesvice 1o rulse passengers.  Ong Compured with ather ports, Ketch
widely used criise passenger port guide SHEF & phenomenally convenient bus route for
desoribes the Borouglt's transit service for  DPulse possermyers! The bures plok up possengers ot
cruise passengers ard compares thet service  Soufe shipe and toke them to AL of the tourist sites
1o services offersd in Boston Massachusetts, olosy the 18-mile cogstf -1
Mewport Riode elangd, Gresce, ireland, Baly,  Tode Posb dulgy
gl France as folbows: mee :

Sheon pubdlc buses

by misst crulse ports, it's 2 hasshe getting from the ship to the public bus systerm 1o visit
towrist sttes, Use of the public buses often involves 3 1ot of walking and time consuming,
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LONFIDENTIAL COBMUINICATION PER AR 34.20.387¥

e, Riis Curtis, CPA, CI52
Miarch 30, 2016
Bage &

comnplex b connections, Alsg, the bus systern, schedule, location of stops, and
conmartions can be confusing for the firg time visior,

Crufse passengers want a shaple, refislile, fast connection betwesn the ship and touris
sites. To address this nesd, most ports or cruise ships provide g divect bus from the ship
o the main Tourist aves.

Below i & fabular summary for several cruise ports showing the cost and distance
traveled by the divect bus from the ship's dodk o the main towrist ares. See my punt
gnides for detalls;

= Bostos, MA =5 1% round-teip, 3 miles 1o Faneull Halk
s Mewport B = § S/day, 3.8 mile loop through dovwmowns o the mansions and
oliff walk with 6 stops.
sivkonos Gresce = % 10 round-trig, 1.4 miles io the center of town,
Subiin, reland = 5 16 rourd-irip, 4 miles to Trinity College in conter city,
thvorng (Florence/Pisa} Naly = 5 30 round-trip, 5 miles to venter oty Uvorms,
Phazea del Munitipio.
Marseilie, Franes = § 2030 round-rip, 5 miles to conter dity, Views Port,
Ketchikan, 8K = & 1 adidt, 50 cends senior/ride, 16-mile ronte 1o ALL tourist sites
with 34 stopst

hesnsnally conveniang
s 3t vrulse ships and take
o o helng conveniant,

Compared with other ports, Ketehikayn public buses offer
Bus roats for crulse passengers! The buses pick up pessenps
them o AL of the tourist sites slong the 18-mile coast! In g
the public bus in Ketchikan is dirt cheapt®

B} The Retchikan internationst Alrpart Provides o Wital Service 1o the Crufse ndustny

The Ketchikan bernational Alrpost (hereafler “Alrport™ is the fifth husiest alrport in Alaska, The
Alrport, which is aperated by the Sorough, serves ap extirested 352,000 peraons annually.,

Of thase 352 000 individuals, I is estioated that 2.84% are arrbeing or depariing oridse ship pessengers
ang 1% are arriving or departing cruise ship crew members.’ The sum of those fgures, 341%,
wapseds the 2.9% of Borough Alrport costy that have been funded with OPY shared texes duwring the
sngedr petiod covered by the audit,

Fopr Kpichiven Aluske Port Gwide st hpteAene iminoripides comuninads/ S 808 (N T4 etk

Segree: Kebchikan International Alrport Manager [March 25, 3018
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LOMFIDENTIAL COMMBIINICATION PER 48 2430387

his. Brls Curtis, CP2, IS4
March 30, 20186
Fage 7

fpacts from the orudse Industry miay not abyvayys be readily apparent or divect. This may be the case
with the Adrpart in particedar. Borough Alrport ferries transpart passengers i a cross-traffic petters
through an exlremedy congestad area of Tongass Narrows,  Vistually every ome of the more than §.8
miflion cruise passengars that visited Ketohikan during the period coversd by the OF Audit passed
fhrough this congested snwicorement,  Hundreds of thousands of those crulse passengers enjnyed
fightsesing adveniures on flost planes and fishing charters also operating in congesheg
arironment,

During the 144-day orulse season In 2015, the Alrport ferry mads 9,216 crossings — 7,344 1B0%) of which
werg diring peripds of tense congestion.  The adrport ferdes must be maintained fo dgorous
1.5 Coast Guard standards, and the orews are well tralned o ensure not only the safely and comfort of
the ﬁa'xs&-‘ngxzr*s an the ferries some of whon are orplse passengers), but those in the Congested
envh et they nperads, waery of whom are crulse passengers.

in adaition To routing opergtions, the Klrport maust be ready B toes of reed 1o s2mve Grue DassEngers.
Far sxample, B s estimated thet ot least 25 cruise ship passengers or Crew members are medevaced
frpm the Ketchikan International Alrport eech vear” That is an aversge of nearly two crulse-related
medevacs each week during the S-month crulse ssason.

Whan other misforiune stribes orulse passengers, the Alrport Is & oritics! resource. For gwample, nine
mﬁﬂth» agn a flightsseing plane with nine aboard crashed 20 milles northesst of Keschikan, During the

Fary e downed airorafl, the Borough Sirport Manager was sngaged a5 part of & cogrdinated
ancy responsg including the hospital mmman{i and caregheers,

The Bormugh Airpart Manager and his s18f made exceptions crnmodations 1o respond to the tragic
crash last year by assisting the families of the victims, US Coast Guard, and others during the search and

sutbSERUent recovsny ris.  Later, during tw formal Investigation o the tragedy, the Alrport
provided eguipment for wuse by g five-member bigh-leve! team of Nattona! Transportation Safsty 8o
officialz from Adaska and Washington, [LE

Another sxampde of the Arports critical role in serving the crulse Industry in times of need poouressd
2013 when machanical problems aboard g 365-foot cruise ship coused the cancellstion of & oruise 8t
Ketchiban, A% 8 result, an estimated 2,138 cnslse passengers vesre stranded it Ketchikan for three days,
The cruise fine chartered upwards to twenty planes and wtilived the facilities af the Slrport te Yerry the
passengers from Ketchikan o Anchorage.  Alrport steff made extraordinary srrangements and
sueommodations to faclitate the screening and boarding of those extra 4,138 passengers In additlon 1o
routing daily opsrations.

As an aside, during the stranded profse ship incident, Borough schools and recreational faciiities were
offered to sssist in the care and comfort of those cruize passengers that were stranded. Additienal
gecommodations by the Barough's transit eperations were also pHered.

ALASKA STATE LEGISLAN

Case 1:16-cv-00008-HRH Document 120-25 Filed 02/09/18 Page 71 of 88

® lbagh,
Exhibit BY
Page 71 of 88
URE, DiVISION OF LEGISLATIVE AUDIY &5 e ERCIAL PASSENGER VESSEL TAX PROGRAM, AUN 043008318

CBJ185260



LONFIDENTIAL CORNUNICATION PER A8 33.20.387%

s, Kris Durtls, OB&, CISA
Fdarch A0, 2018
Page B

ir by and Sugust J007, there were Do separate traghc vrashes wobdng the deaths of 5 people in sach
tcident, some of whom were oroise ship passengers on flighiseaing tours.

i the Alrport werse gwer anprepared 1o addrsss the needs of crufse passengers and oraw in routine
pperations of, particulerly in times of ragedy, oriticlsm thet more CPV funding had not Been provided
for the Alrport could be axpaciad,

@

tmpacts of the cruise industry don't coour strictly during the fheemonth oriise season. Roarough staif
must train and be ready for gl contingencies. Much of that fraining ocours during the seuen months
fromy Outober through April.  Borough Alrport police and firsfighters undergo rigormus training  Last
camnphe, Alrport stalf was smang the 33 e enforcement officers and first respordsr from
3 different fedaral, state, and locsl sgencies in Kelohikan that came together for a twoeday antl-
terrorism training exercise.

week, for

i

Use of CFV funds to suppost Alrpost functions i legitimate, The conservative percentage of TPV funding
for Arport operations over the nine-year sl period re s Frugality and walue for sath dollar of
funding, given the breadth of servioss sng erltioal nature of the facility. A3 noted above, prepavedness iy
oritical,

{z} The Borough wses CPV-Shored Bevenue fo Fund o Smoll Forfion of Offwr Costs of Defivering
Servives ond Moimteling Infrostructure for Crpise Possengsr Safetv and Enbanced Passenner
; 25,

In 2034, the alasks Department of Compere, Community, and Eronomis Development [DUCED)
; ro i the Governor, Legisleture, and publc titled Corvmercind Possenger Yessal
Excigg Tox! Upempvusdity Mesds, Prinrities, Shored Revenue, ond Expenditures - Fiscof Years 2007 - 2044
fhereafter “DCCED Beport™l. The reguirement Tor that report is nnted on page 1 of the 0PV Sudit,

The DCCTD Report reviewed sspenditares of OPY tax proceeds for Fecsl Years 2007 — 2014 {one year
fess than the rine-vesy period reviewsd by the TRV dudit], The DOCED Seport, which s reguired by
AR AR52.280, addressed the projected reeds of communities 1o safely and efficiently host passongans
that pay CPY taves and the exterd to which CPV tax proceeds have been used to defray the cost of thoss
meads,

With repard to the Kstchikarn Sateway Borpugh's expendifures of OPY tax procesds, the DUTED Report
stated as follows on page 33

The Retohikan Sateway Borpugh uses an ensiviical sporosch 1o spending Commmerciad
Passenger Vessel Excise Taw UV revenue, O an annusd basls, the borough detsrmines
{1} the costs of maintalning Infragtructure that ondse passengers and crew raly haavily
upon and {2) costs of delbering public servives o the pessengers and orew. The borough
apportions these costs between residents and visitors based on thelr proportion of
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LONFIDENTISL, CORIIRICATION PER AR 34.38.38%

fds, Bris Curtis, CFA, CIRA
Adwrch 3G, MG
Page 9

nd makes ecorvnendadons for
w Gatewsy Borough Assernbly
% an how

puerall uss, Borough staflf completes the analysis a
sxpeniing roverus W the bordugh assembly, The ¥etg
hears puldic comment on proposed expenditures and makes the final dec
o spevd the CPY revenue,

i page 23, the DUCFD Report stated:

The Ketchikan Gatewsy Borough uses PV shared revenus 10 oover the costs of
delivering services and maintaining infrastructure for the benefit of the or industry.
The borough uses UPY revenue primarily for passenger safety and srhanced passenger
services. Examples of expendiivres include upgrades 1o ¢
rain and weather shelters, and passenger enhancement pr
Wisitors Bureay, pade
improvements), emerng

wois through the Ketchikan
rian satety upgrades {Le, walkwiy imgroverments, strest crossing
ency serdces uperades such as pcator beatons Tor tral use, and
smgrgency servioes response materials and eguipment,

nd Adrport services adiressed sarbier, the Borough provides & mulitude of other
sereices that be ine ship passengers, crew rerbers, and vessels. The following is 2 summarny of
the specific xery fored by the Nelchikan Batewsy Borough, incladed are sxamples of the manner
by webich services benefit the oruise industey.

Beyond transit 5

Ad i detail aboye
Amimal Contept {ETQB“NIQE‘ Thraugh s anbnal control seedions, the Borough Hoerses and permits
seryice) animals, prosdides for bmpoundiment of asimals, rabizs controd,
response 0 dangerpus ardmals, restraint of animals, and public
nifsaness,  Crofse passengers benefit form £t amm&i cotrol
efforss including dog waste control and leash laws in the doventoeer
care, the ares yoost congested whan ships 2 in port,

Bocks {service provided oo a The Buorough maintalns dooks on g service ares 5 Spy use of the

sgrefce area basis) service ares dooks by CPY passengers is de mindmis. Thus, none of the
dock service area costs are funded with TPV tax proveeds.

Eopnamic development Through B3 ecenomic devwslopment powsr, the Borough established

{areawide} and operates the Herring Cove Tourizrn Management Program 1o
ansure the health, sefety and welfare of visitors. See RERC 417008~
(e

Education fareawide} The Bornugh operates an areawide system of public schools. Any wie

of the sthool fseilities by TPV passengers or crew is de minimis.  Thus,
none of the education costs are funded with CPY tex proceeds

ALASKA STATE LEGISLAT

URE, DIVISION OF LEGISLATIVE AUDIT &7 s
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CONEIDERNTIAL COMMIINICATION PER AR 34.20.307¢

B, lris Surtis, OF&, QiS4
fAnveh 30, 2015
Pags 10

Emergancy Medical Servicas
{provided o 8 service sred
fraais

hundrads of thousands :
which the Borough provides emergency medical services. in the event
of & medical pmergency, Borough staff - trained end equipped by the
Borough ~ respond.  The serdce grgs simsrgengy service providers
have mutual sl agreernents with ather EMS providers in ¥etchiken,
Thus, the service aree EMS providers may be called upon to serve any
af the nearly 800,000 cruise passengers that visiy Ketchikan annuatly.

Fire Prvmatmm ipmmaed OF &

fach year, seversl hundreds of thousands of cruise passengers wiilize
argas i which the Borough provides fire profection services, in the
evert of g fire-related smergency, Borough siaff respond. As is the
czse  with emergency medical services, the servioe ares  firg
depariments have mutual 2id agreements with other fire departments
# Redohikan, Thus, the service sres fire departments may be calfed
vpon b serde any of the neardy 900000 crulse passengers that visit
‘ nnugaiby.

Land use regulation { sreswdde}

ght: (1) issues spproximately 15 tiennisl conditions) use
permils LU0} for cruise indostry relpted  concessionaicgs; {2}
cenducts annual reviews by Planning Depertment stelf of sech of the
CUPs for cruise industry related concessionaires; (3] issues sign
permits for orulse industry releted husivesses; {41 issues poning
permits for crtdse Industry related busingsses; and (51 responds 1o
nguiries and complaints sbout signage angd sovng permit issues
peslving businesses that serve crulse passengers,

Library {npnareawide sehdoe]

The Borough provides Hbvary services on 8 sonareawide basls, The
library 15 visited by crulse passengers that wtilize wireless services and
obhsr sendtes.

Municipal planning {areawide)

The Boroughe {1lmanages CFV gramts [pregare grant sgresments,
monitors progress of grant projects, Processes pay reguests, prenarss
reportsh; {23 initigted the Hopkins sHley Bevitalization Project which
includes w*\;}rawxg infrastructure conpecting Ketchikan's Cruise Ship
Berth W and the downiown arew; and (3] develops and implements
the Bovough's corsprehensive municipsl plan a8 mandated by
A8 2RAQOZE ~ 030, with particular atbention o the tourism industey,
and {4} identifies the needs of cruise visttors and projects deslgned o
sirve crulse ship passengers and crew,

Parks and Recreation
{areawide)

The Borough provides parks and recreation faciitles which are wilized

Road maintenance {service
prwmed an 2 service area

by cruise passenger and cruise ship crew members,

sghe matntaing & nurmber of roads on & service area basis
Spme of the service area rosds are wied by the oruise indusivy,
however, the use is nod slgnificent. Thus, none of the rosd service
arew costs are funded with OBV tay proveeds,

ALASKA STATE LEGISLATURE, DIVISION OF LEGISLATIVE AUDIT
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LONFIDENTIAE COMMUMICATION PER A8 34.20.307

Wis. Kris Curtis, OPA, CI5A
Biarch 30, 2016
Fape 11

Solid waste (ronereawide Through s solid weste powers, the Borough works © ensuwe

service} envirgnmentally sound o voandior disposal of solid wasie.
Doing 3o adds 10 the health and safely of cruise passengsrs.

Tax fssosament {araawide) The Barough gssesses tasable property in sccordante with State law,
Mo portion of this i5 Tunded with OF funds.

Transit [arsawide) Adddraased in detall sbhove,

Wastewater Regulation The Borough swercises wastewster powers o protect publis healih,

{nonareswids servion) seaintain environmienial guality, preserve progerty values, promeis
seonumio development, and meet the community land use goals of
the Borough., ‘While cruise passengers arguably benefit from such
services, and while a1 east ons ather munivipal government used CPV
funds for such services, the Borough does not

General government socounting for and managemant of the speeific services listad above
are carried out through general governmerntal operations of the
Braugh,

in conchusion, the Borough recognizes that I3 must easure that TPV shaved tax rovenues are properly
sl within the Brrdts of Stete and Federald

Hepinning in FY 2013, the Borough partiaily impdemented & O i ensurg that
the apportionment of O funds i3 based on a falr approximation of use of the faclitles, and that the
alfocgiion & not excessive in relation o the benefits conferred, T cation model was fully
wvplarnsnied asing conservathes piessures B FY 2016 and i proposed io be used in an aven more
conservalive manney 0 FY 37, Apsrt from using 8 more consereative approach, the Borough's
misthod s functionally indistinguishable from the Shagwasy model which was viewsd faverably by the
Divigion of Leglislative Audit.

I BY 2017 and beyond, the Bornugh will continue to carefully rmonBior measurss o document that the
cost affocation model accurately reflacts proper CPV-related sxpenditures.  Efforts will continue w
srsure that OFY (% revenues are used only for sllowable purposes.

Cordially,

Dawrt Borkhorst
Borough Marnager
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1 af *%ii‘?{a {“"giika”:‘"} ii eE 10 ensure 1%1&1 sy t:\px,}gdiiimtzp

Federal and Sue idw,

Ao ‘n\ff o page 4 uf the E}afpwmwsf a}’ £ AHLNETCY; L ummwnm eeneel Eeoreomie ﬂa’weigpmmﬁ

Repors :L'.‘Eaisad ?Ffzh n;zar‘y 2

(b if such fees sre charg

iau mej gepuitable b
e safery and afBciancy

falr approximatio
shoes pot discrbmingte apuing intersy

S ROETERIRATS,

u? é?w wiit il aim:zﬁ on pages 23-24, an assertion is made that the Oty
rmz“l v ug}c&i services with UPY shared taxes

A &Hw
was 108 reguesied by
et elffors made by Sitka, folf 3
ami uzii ionsly use CPV funds for seimbursement for the wse of pulshic Tactbities,

}(ht, 1.

Froory OPY imeeption through Decomber of 2013, Sitke has used the methodology conta
Angohment A Sa example of the methodology ueed during that period iz as follows:

O SOTHETOY
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& S-month cruise ship season, 530% of Contennisl Building expenditiwes, less user
ged and the cost of emporary wages, was relmbursed Fom CPV shared toxes,
This was considered reasopable becanse (a) the Ceniennds] Bullding is lovated Iimmediately
Q.ci aoent 1o ﬂ,e main acoess gangway where cruise ship passengers embark and disembark;
_ s beavily wse the Centenrasd Bullding dwrbng erviss ssason for
purpeses of Test tities nudd other servicesy and (¢ the main visitor information desk
stafind sduring cruise ship post calls Is logated in the lolby of the Centennial Building.

s oost aocomdting
cards or ofber soures

From Janugry 2013 (o dute, ‘%’;tfka ;‘m% tz‘a&zkﬁd 1
systom. Al coxte red %m.{
dog

% b o vy A '!.3 f{'}'sz‘a
S89% was 1»1*{2@&%‘*:3 i@ Sk’
fabor, recorded on tine
londingfundonding 2ones for ¢

}’ o e mpw, i %H of calendar yoar 2014, o total of
5 General Fund, all of which was for police traffie en naemew
is, directly welated 0 onsuring that vebicles did ool beck
uise ahip passengers.

£1

On pape 24 of the Audly, the aasertion is made that auditers could not verify thay CFV expenditures
wers nsed for an allowable purpese por statute. We refer sgabn 1o page four of the mudlt, which
states “the United Stutes Supreme Cosr? held thet w levy on vessels &5 reaxonably i i s based
o & foir approximtion of wse of fucilitles, i nof excessive in velation to the benefits conforved,
and doey nod discrbningte speinst lnterstate commerce”, Th v faiy approddmation is oot
(kffmd mﬁ dom net tzxc%usi&, a ’mmam tm’ am,h <zmm*<xm ation hx, bdbf.. fon some midiiaﬁﬂe

B s:m"zszs;eant nmﬁ'm»:iamw whzd i mgad on A ?&3 by mpr{mma‘im;; of fizﬁz use of pubim ’fam%sfms

Golng forward, Sitke will snsuee thet all expenditures relmbursed from CPY funds are supported
by fully suditsble documentatinn which can suppon the direot passenger-related purpose for which
the original expeaditure was made.

Sincerely,

Mk Gomman
Municipdd Adminisirator

Enclosure
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LPEY Operating Transfer
Sianeral Fund
Surnimer 2314
Bay-September
Total Feotal
Centennial Blidg 5 morths Tramsfer
Reverus $ 30,780 Amount
Expenditures $ {208,318
tess termps & 3770
S 170,738}
1/2 to crulse ship passengars & {85,334} ¢ {85,354}
Arnbulanoe Revenus S 166,782
Expanditurey 4 02,7813
5 64,011
372 to orulse ship passengers 5 33,006
Fire Fightar/Driver H Pty
3137 ¥ 22 weals % 48 hours % {33,129
Benefits 40% 5 {12,228}
B 145,355}
Ambulance/fFire ariDriver 4 {13.3504
173 %o orulse ship passengers 3 15,675} 8 {6,875}
Folics - Muldiserdoe Officer Pyckatt
R85 x 33 wagks X 20 hours k4 {17,563}
Benefits 40% L {5,025}
all to crufse ship passengers 3 {17,587} & {17,587
Pubitc Works/Strastz Expenditures 5 {324,332
10%: 1o oridse shin passengers 4 {52434} § {52,431}
sub total S {162,087}
wus HEOLt adminfee % 12.44% b {20,184 & {20,164}
Saneral Fund Expenditures covered by OPET monles summer 2010 5 {182,351
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ALASKA T2

Bt 720705

Kris Curtis, CPA, CIBA RECEWVED
Legislative Auditor . -
State of Alaska APE g o

ion of Legislative Soadit
P Box t
Jureay, Alasks

LEGIBLATIVE Ay

Dear ks Qurtis

Fedo nod have any addilional comments on the Prefimingry Augit of OFY funds, Thank you for
aliowing us o participate as i) f hepa wrwarn helpful during your research. The comments
aboust our ol bl by eired for the futurs, We internd fo continue to be
a wond slewards ¢ ur bast o provide for and deal with the snommous
ts of the orsise t‘.\hip Wdu%try on %mgm .

Sinceraly,

TR LEGINAT

URE, DIVISION OF LEGISLATIVE AUDIT
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Py

State of Alasks Budget snd Awdit Copunittes ?{;{"g:
g

Btate of Alaska Division of Legialative SAudit

City of Whittier

Response © Draft Comwnercial Passeger Vessel Tax Progrem Audit
Issued Febrowry 29, 2016

84-30083-18

At Contral Muanh

To Whom & May Conoerrg

i3 docmnent in response o the L

Audit of the Cony mger YVessel Tax Progeave vsued Febroary 39, 20148,

The Cley of Whitder 6 wnigus in et having a population of only 220 resideuts, the Ci’i.}"

seosn arpnlal

sitor nmbers of appoosimately 70,0000 OF this neonber approximately 130600

wisthors are fremn erdse ships. The remainder ave from Marine Highways nsers, wuorbis, and 2 large

smher ene Adaska rosidonts who use Whittier ss thedr acomss to Prince Willlan Souml

For the City of Whitther, CPY s are oritizal Bor maintsining operations thal support the

Cruise Vessel Passengars, such as Fire, Police, EMS and Public Works. Uur Public Works are
syitieal o cruise ships because they {1 with water while in Whitser, a3 well as pur Public Works

sintaining streats, trails and Infrastrucrore that arg necessary For oruise ship passenger snioyiment.

itier alen sess & disproportionate for emergeney services being dedicated o the

5. Por exampls, the Uity ambulonoes make over 300 trips per vewr to Anchoraye

hospitals, and usaally Fewer than 20 of thess rang ave for local sesidonts. Mearly every cruise ship

thet docks hay one of more paesengers requiring emergeney medical warsport: Likewise our police

ALASKA STATE LEGISLAN
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provide coverage at the cruise ship terminal for every ship in order to provide the passengers a safe
Alaska experience.

Onpage 12 of the Audit there is a reference to 3,000,000 of unexpended/unobligated CPV
funds. The City has been using CPV funds for Harbor improvements, and in 2015 completed a
$4,000,000 improvement project, supported by $2,000,000 of CPV funds. In July 2015 the City
Council passed Resolution #59-2015 which obligated an additional $4,250,000 in CPV funds to
future Harbor improvements. This encumbered all existing CPV funds, and future funds for several
vears. Additionally, the City Council passed Resolution #61-2015 in August 2015 commutting
$2,500,000 of CPV funds to a new Public Safety facility. In April of 2016 the City Council
increased this commitment to $3,500,000 via resolution #11-2016. This facility is much larger than
would be required by a community of 220 residents because of the necessity of supporting Fire,
Police, Ems and Public Works for the cruise ship industry.

The Audit mentions that the City of Whittier had no “definitive basis for allocating the
building costs to CPV purposes.” Using the example above of annual cruise ship passengers vs
full time residents, the ratio 18 150,000:220 or 682:1. Based on this ratio the allocation of total cost
of the building would be $8,587 408 CPV and $12,592 local. In fact, the City of Whitter will be
using less than 50% CPV funds for this building. Additionally, the City of Whitter will provide all
future maintenance, insurance and utility costs for the new facility.

Omn page 19 of the Audit there 15 a table of unexpended Legislative CPV grants and Whitter
is shown as having one such grant for Railroad Station Improvements. This project is currently
underway and is expected to be completed this summer. It i3 a joint project between the City and
the Corps of Engineers due to the historic nature of a 1940s monument that 1s being relocated as
part of this project. This will be a great tourist and cruise ship passenger attraction when complete.

Once again, on page 31 of the Aundit, the City of Whitter is listed as having an unexpended
balance that exceeded more than 10% of total. T would like to point out once more that while CPV
funds may be unexpended they are obligated and encumbered for allowable harbor and public
safely projects under AS 43.52.230.

The City would like to thank the Budget and Audit Committee for allowing us this

opportunity to provide local feedback on the contents of the draft audit.

Mark Lynch
City Manager
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LEGISLATIVE BUDGET AND AUDIT COMMITIEE
Division of Legislative Audit

P B 133308
Junens, S8 998113300

Ry

Apeid 11, 204

i

Kembers of the Legistative Budget
ared Audit Cosnmities

We have reviewed the responses to the audit report, sed with the exception of the Ketchikan
Gatewyy HBotough response, nothing contained in the respomses provided sufficient
information to persusde us o revise the sudlt conclusions or recommenidations,

The Kewhikan Oateway Bomugh response to the sudit swied thar o cost cativn
thedology had been cremted sod purtially dmpleismed durdog the audit pedod. We
confirm this statement. Conseguently, the Hllowing exoerpt of Recommendation 2 on
page 24 i5 imaccuraie

)

i

Horou fed peneral fromsit, ’W”PM”Y gl fms ar
with CFV shared foxes withowt specifica : i
ey cendered o s weszeds gnd pas
e anecdatel e e pegarding the img ;
¥y ﬁzme g the &omwn as st for the wee of OPV mn»z

SEROFS,

: i Tever dhet CPF fin oenhitures ore alfowable per starg
statwle sowl frave not developed o cost wllecation methodology to support
paying municipal servives with CPY revenses becnuse per manugenent the

vasts of doing so are no¥ ouhweighed by the bonefin.

A metho
provided o fiu: aud ﬂwmﬁme
b w, t}m ;mdzi iz:m"ﬂ f&“;umi the cost a;%ucaum mpth

. :.esmv'ia;:ias ;_zrmm
e was sppiied o s
. vestderts, or other vis

i‘ service calBgories
tovs, Additionally,

ients, and oiher visitor :
t used by all cruise ship passeng

g}'ﬁ CRERTS, 1S
which were
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Members of the Legislative Budpet
s At Conpraitten: -3 Ayt

the sllocatiom methodology was only partially  implosmented and &4 not support
approximately 30 percent of UPV tux vevenues used for sivport and transid services,

ling adedquate support S the use of Retehikan ﬁmc"wy
the audit identified that Votax rever were uscd 1o
: S ' y of one dity
it period. The ”‘Em, s wire used for OPV and
msibilities were ooly partially related o OPY
vidence regarding the hmpact th ’

As further olarification regss
Borough's OPY shared

planmer prsation for four years during the ay
non-UFY purposes and the planner’s ve

passengers have o
The two paragraphs in Recommendation 7 as deseribed shove should have read:

Ketohikan o

fo)

Sy Jas—‘mmﬁ fi'ma?#sd general pransi,

433}}’0*! and other
with OF ‘ 1 ;

iy the

Nf;:m“d {; pEOEs f'é:}za'i S Boro s
dod wneee *%es’x

?3‘1(??‘*{2‘{{5‘:‘}??€1‘? £ FEata s

fzf e PV shared z"zr'a:m _;‘;A..r m.f.,z;;zs.ba,zrfgs
: audit team found the methodelogy to be applied
¢ allovetion methodolo aw ondy partivlly supposied the
sedit perivd

that TPV fisdded ¢ wiifures  veft
of facilities and other services b
& @ dack of objective

ion of the
We condd not confivm thiy statement du

with the audit's conclusions o
tarification for the Ciy and Borough of

response, munsgement stetes that Sitka “wses an eliccation
wsemably and mm f;yc.& methodology war not regriesied by
T This statement i onot sceurate. The sllocation methodology
§imelonded in A‘:mahms\ itka’s response was provided
of rmw auchif, it was nob gonsidersd g cost
use of CPV wmxes with olyective data tha
ag & resull of vessels or vessel passengers.

A
»ﬁl}owm;« 1) me’dm;ia:im.,y 8% i

& 8
shows the extent :*vp»mnmai mxi»« WP HCTens

=

Lty of Ketohikar: Maragement stated that the FY 14 Kelchikan Promenade grant was a

priation of a g sriginglly awarded in FY HL We confiem this stdsment. However,
we do oot confirm that re-approprialion was not sibjegt o the mm‘%ctt-am
AR 4332 230(e) which provides that municipalities thal impose # local passenger tax are
meligible for grant sppropriations.

ALASKA STATE LEGISLAN
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ALASKA LA

Members of the Legislative Budge

and Audit Comnittee: -3 April 11, 2016

In sumunary, we retterate all thres recommendstions that communities develop a cost
allncation methodology to support the we of CFY shared taxes to pay for municipal services

iz

that appropriately slocates costs hetween UPV and non-UPV services,

Rincprely
P

' :
?{% ‘%MMNW«--' w2 o
’ ™

Brin Corgg, UPA, CIBA
Lomslative Auditor
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