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The State has received approximateiy $271 million o f CPV tax receipts 
since the program began in 2007 through FY 15. Of those receipts, 
$99 million (37 percent) was distr ibuted back to port communities 
as part o f the shared tax program. Another $130 million (48 percent) 
was appropriated as grants to communities or other recipients, and 
$35 million (13 percent) w asappropr ia tedasgran ts to the  Department 
o f lransp o rta t ion  and Public Facilities and the Department o f  Natural 
Resources.

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

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

Additionally, the unspent balance o f shared taxes was determined 
to be reasonable based on com m unity  efforts to in itiate or complete 
CPV projects. Furthermore, the audit concluded tha t unexpended 
CPV grants are supported by ongoing projects. However, the audit 
noted grants have been provided to  ineligible recipients.
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ALASKA STATE LEGISLATURE
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Division o f Leq islo tive A u d it
P.O. Box ! !3300 

Juneau. AK 99811-3300 
1907) 465-3830 

FAX (907] 465-2347 
legaud it@ akleg ,gov

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 audit examines the receiptand 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.

Kris Curtis, CPA, CISA 
Legislative Auditor
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ORGANIZATION 
AND FUNCTION

Department of Commerce, 
Community and Economic 
Development

The Departm ent o f Commerce, Community, and Economic 
Development's Division o f Com m unity  and Regional Affairs (DCRA) 
is responsible for adm in istering legislatively designated commercial 
passenger vessel (CPV) grants. A fter grants are awarded, DCRA 
obtains and reviews the detailed scope o f work for CPV funded 
projects to  ensure tha t the planned usage o f the fund ing  is aligned 
w ith  requests provided to  the legislature. DCRA issues grant 
agreements and is responsible for m on ito r ing  grant expenditures 
to  ensure compliance w ith  CPV statutes.

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

Department of Revenue The Departm ent of Revenue's Tax Division is responsible for 
co llecting CPV taxes and d is tr ibu ting  $5 per passenger to  the first 
seven port com m unit ies v is ited.The $5 d is tr ibu tion  is referred to  as 
shared taxes.
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BACKGROUND 
INFORMATION

Commercial Passenger 
Vessel (CPV) Excise Tax

The CPV excise tax Is imposed on passengers traveling on commercial 
passenger vessels’ providing overnight accommodations that anchor 
or moor on the State's marine w a te rw ith  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 provid ing 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) m onth ly 
and are due on the last day o f the month fo llow ing the month in 
which the voyages were completed.

History of the CPV Tax 
Program

The CPV excise tax was enacted by the 2006 Primary Election Ballot 
Measure No. 2 which became effective December 17,2006.The ballot 
measure set the am ount o f the tax at $46 per passenger. The tax was 
to be deposited in to a special account w ith in  the State's general 
fund. According to the law, $5 o f receipts per passenger were to 
be d istr ibuted to the first five ports o f call to which the passenger 
travelled. Port communities were required to use th e fu n d s to  improve 
port and harbor facilit ies and other services to properly provide for 
vessel visits and to  enhance the safety and efficiency of interstate 
and foreign commerce. Additionally, 25 percent o f tax receipts were 
set aside in a sub-account called the Regional Cruise Ship Impact 
(RCSI) Fund to be available for appropriation to communities that 
were not eligible to receive the $5 per passenger d is tr ibution 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 o f interstate and foreign commerce related to vessel or 
water craft activities.

'Per AS 43.52,295(1 ){A), cornmerda!passenger vessels do no t include vessels w ith  fewer than 250 berths or 
o ther overn igh t accom m odations for passengers.
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A legislative legal memorandum issued September 2009 stated that 
federal lim itations imposed by the Commerce Clause^ and Tonnage 
Clause’ o f the United States Constitution, and 33 USC 5(b)(2) should 
be considered when appropria ting 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, i f  the vessel or water 
craft is operating on any navigable waters subject to the 
authority o f the United States, or under the right to freedom 
o f navigation on those waters, except fo r-

(!) Fees charged under section 208 o f the Water
Resources Development Act o f 1986 (33 U.S.C. 2236);

(2) Reasonable fees charged on a fair and equitable 
basis th a t-
(A) Are used solely to pay the cost o f a service to 

the vessel or water craft.
(B) Enhance the safety and efficiency o f 

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 i f  those taxes are permissible 
under the United States Constitution.

The memorandum cautions against spending the CPV tax on general 
operations and provides court case examples where a taxwas 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 “i f  it  (1) is 
based on a fa ir approxim ation o f use the facilities, (2) is no t excessive in

T h e  U.S. Constitu tion proh ib its states from im posing a “duty o f tonnage”  Vv'ithout the consent o f Congress. 
Congress consented to  the lim ited im position o f taxes related to  vessels and water craft in the .Viaritime 
Transportation Security Act o f 2002 Section 445 w hich is codified at 33 USC 5(b).
^Per U.S. Const. A rt. I, § 8, cl. 3, ‘'The Congress shall have the power... to regulate Commerce w ith foreign Nations 
and among the several States and w ith the Indian tribes."
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relation to the benefits conferred, and (3) does no t discrim inate 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 tha t the tax:

Blatantly violates federal constitutional and statutory 
protections that circumscribe a state's permissible charges 
to a vessel or its passengers, lim iting 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 m inimal burden on interstate or foreign commerce, 
and (c) enhance the safety and efficiency o f commerce.

A settlement agreement was reached w ith  the ACA in April 2010 to 
resolve the lawsuit. Terms o f the agreement were made part o f state 
law during the 2010 legislative session.

The 2010 legislation reduced the tax rate from $46 to  $34.50 per 
passenger. The am ount remitted to DOR was fu rther reduced by 
any CPV municipal taxes imposed on a passenger tha t were in effect 
prior to December 17, 2007. The legislation also expanded the 
$5 per passenger distr ibuted to  communities from the first five to  the 
first seven ports visited. Furthermore, the provision tha t prohibited 
ports o f  call that levied a municipal CPV tax from receiving the $5 per 
passenger d is tr ibution was removed.These changes were effective for 
the 2011 cruise season. Appendix C shows the current CPV statutes.

Receiving and 
Distributing CPV Tax 
Receipts

DOR's Tax Division is responsible for collecting CPV taxes and 
d istr ibu ting the $5 per passenger to the first seven port communities 
visited. The $5 d istr ibution is referred to  as shared taxes th roughou t 
this report. The Department of Commerce, Commun ity, and 
Economic Development's Division o f Comm unity and Regional 
Affa irs 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 provid ing a grantee with 
funds for five more fiscal years w ith the option of renewed extensions.
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REPORT 
CONCLUSIONS

This audit was requested to determ ine whether Alaskan communities 
are using commercial passenger vessel (CPV) excise taxes in 
accordance w ith  state law. Audit objectives were to;

•  Identify inception-to-date balances of unspent shared tax revenues 
by community, and determine the reasonableness of balances;

•  Evaluate each community's use of shared tax revenues, 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

•  Evaluate the CPV fund balance and determine fund solvency.

The State has received approximately $271 million o f CPV tax receipts 
since the program began in 2007 through FY 15. Of those receipts, 
$99 million (37 percent) was d istr ibuted back to port communities 
as part o f the shared tax program. Another $130 million (48 percent) 
was appropriated as grants to communities or other recipients, and 
$35 mill ion (13 percent) was appropriated as g ran ts to the  Department 
o f lransp o rta t ion  and Public Facilities and the Department o f Natural 
Resources. Exhibit 1 (page 9) summarizes the CPV distr ibutions 
for FY 07 th rou gh FY 15 as well as the unexpended balances as of 
June 30,2015.

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

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

Additionally, the unspent balance o f shared taxes was determined 
to be reasonable based on com m unity  efforts to in itiate 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 inelig ib le recipients.

Detailed report conclusions are as follows.

The tax structure 
threatens solvency of 
the CPV fund.

Two main aspects o f the CPV tax program create a risk that CPV 
receipts will be less than amounts required to be d istr ibuted to port 
communities. First, the am ount of the tax per passenger is less than 
the maximum am ount tha t may be distributed. The tax collected 
is $34.50 per passenger, and the tax to  be shared (distributed) is 
$5 per port up to the first seven ports visited for a maximum o f $35. 
Therefore, it is possible, on a per passenger basis, for the State to  owe 
$35 to port communities when the maximum collected is $34.50. To 
date, this issue has not created a fund ing problem because many 
passengers visit less than seven ports.

Secondly, there are tw o  communities that levy a municipal CPV tax 
on cruise ship passengers that visit their port; the City and Borough 
o f Juneau ($8 per passenger) and the City o f Ketchikan ($7 per 
passenger).® Per statute, the am ount of CPV taxes remitted to  the 
State per passenger must be reduced by the am ount o f tax imposed 
by these communities, if applicable.^ Yet, the amounts required to be 
d istr ibuted as shared taxes to the City o f Ketchikan and the City and 
Borough of Juneau are not likewise adjusted.

The fo llow ing example demonstrates the impact o f these tw o  issues. 
Cruise ship passenger Jane Doe visits seven communities on hercruise 
includ ing Juneau and Ketchikan.The tota l CPV tax paid by Jane Doe is

''The City o f Ketchikan imposes a $7 per passenger tax for ships tha t dock at its port or $4 per 
passengertaxfor ships tha t anchor and use its iightering dock. The audit identified that, in FY 15, 
more than 99 percent o f ships tha t visited Ketchikan docked at its port,
'Per AS 43,52.255, the tax imposed on a passenger shail be reduced by the tota i am ount o f the 
tax on the passenger traveling on a commercial passenger vessel tha t is imposed and collected 
by a home rule or general iaw m unicipality under a law enacted before December 17,2007,
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Exhibit 1
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Visitors Center

M u iiic ipa iity  o f  Skagway Borough 
Feieixbiiig ifo ron# .
Total
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Source: State accounting system and self-reported by communities and other recipients

''Total shared taxes include the City and Borough of Sitka and the Ketchikan Gateway Borough’s accrued interest of
$383 thousand and $114 thousand, respectively.
"Total grants exclude those CPV grants provided to the Department o f Transportation and Public Facilities and the 
Department o f Natural Resources. Between FY 07 and F Y 15, $35 m illion was provided to those agencies and 
approximately $2 m illion remained unexpended as o f June 30, 2015. These grants were excluded from the scope o f 
our audit as the audit request focused on CPV revenues provided to non-state entities.
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$34.50. However, the State's portion o f the tax ($34.50) Is reduced by 
$8 remitted to Juneau and $7 remitted to  Ketchikan leaving a net tax 
revenue remitted to the State of $19.50.The Department o f Revenue 
must d istr ibute $5 to each of the seven ports visited for a total o f $35. 
The impact o f Jane Doe's cruise on the CPV fund is negative $15.50 
($19.50 minus $35).

Exhibit 2 fu rther demonstrates the impact o f municipal CPV taxes and 
the number o f ports visited on the CPV fund balance by summarizing 
the tax revenues collected and d istr ibuted by vessel for calendaryear
2015. Vessels that show a negative net revenue are the result o f the 
issues described above. In total, the fund collected $2 million more 
than it d istr ibuted during FY 15 because many of the passengers 
visited less than seven ports. If a greater percentage o f passengers 
visit a high number of ports, the amounts to d is tr ibute would exceed 
the amounts collected. Department of Revenue management does 
not have a method to reduce allocations in the eve n tth e fu n d  balance 
is not sufficient. Per management, in the event distributions exceed 
receipts, the departm ent would either ask for general funds or seek 
legislative guidance as to a method for reducing distributions. At 
the end o f FY 15, the unobligated available CPV fund balance was 
$7.6 million.

The unspent balance 
of shared taxes is 
reasonable based on 
community efforts to 
initiate or complete CPV 
projects.

The audit reviewed the balance o f unspent shared taxes to determine 
whether communities were using the CPV shared tax revenues to 
appropriately and timely address the impacts o f vessels and vessel 
passengers. Exhibit 3 summarizes CPV shared tax unexpended 
balances. Since the inception o f the CPV tax program, $98.6 million o f 
shared tax revenues have been distr ibuted to  18 communities. As o f 
June 30, 2015, $31.6 million was unexpended; o f this amount, 
$8.3 million was encumbered® for use in ongoing projects. The 
remaining balance, $23.3 million, was unexpended/unobligated.

Approximately 82 percent o f the unexpended shared taxes were held 
by three communities: the City o f Whittier, the City o f Ketchikan, and 
the Munic ipa lity  o f  Skagway Borough. A review of the supporting 
documentation concluded tha t the unexpended/unobligated

"Enciimbered balances represent shared tax revenues tha t were ob ligated by the com m unity  for use on a 
CPV related project, bu t were unexpended as o f June 30,2015.
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Exhibit 2
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balances for these three communities were reasonable based on 
com m unity  efforts to in itiate or complete CPV projects. Community 
efforts are described below.

City of W hittier: W hittier has an unexpended/unob ligated balance 
o f CPV tax revenues o f approximately $3 million as o f June 30, 2015. 
The city has designated the material portion o f their balance to 
fund the construction o f a public safety build ing. Whittier's public 
safety build ing will house its police department, fire department, 
and other emergency services. The build ing is projected to  cost 
$8.6 million. W hitt ier management believes that the use o f CPV funds 
for the build ing, 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 defin it ive basis 
for allocating build ing costs to CPV purposes was provided.

City o f  Ketchikan: Ketchikan has an unexpended/unob liga ted  
balance of CPV tax revenues o f $3.6 million as of June 30, 2015. 
Ketchikan has designated their CPV tax balance to fund the 
reconstruction oftheThomas Basin Seawall in Ketchikan. A $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 o f the Ketchikan Promenade which is a walking path 
tha t 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.

M unicipaiity of Skagway Borough: Skagway has the highest 
unexpended shared tax balance of approximately $12.6 million 
(54 percent). A review o f assembly meeting minutes revealed that the 
com m unity  wants to use the fund ing to  construct a new Panamax 
dock to accommodate larger cruise ships. However, the municipality 
has faced challenges w ith  securing additional fund ing for the design 
and construction o f the project. In May 2015, the Skagway assembly 
passed a resolution toearm ark$10  million o f CPV shared tax revenues 
as matching funds for a federal transportation grant. After the close 
o f FY 15, the grant for this purpose was denied.

During October 2015, Skagway voters rejected the extension 
o f the White Pass & Yukon Route Railway lease on more than 78
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acres o f 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 w ith regard to port expansion 
including whether to demolish or refurbish the existing dock.

As o f January 2016, the assembly continued to strategize the most 
efficient methods to  address its port issues and to secure additional 
funding. A lthough no plans have been finalized, it was evident tha t the 
$12.6 million unexpended shared taxes would be an essential piece 
o f the fund ing necessary to construct and/or refurbish Skagway's 
port facilities.

The audit also reviewed encumbrances to gain assurancethe balances 
were supported by valid CPV related obligations. Specifically, the 
encumbrances for the City and Borough of Juneau, City and Borou gh 
o f 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 o f  Juneau: Juneau encumbered approximately 
$4 million o f its CPV tax revenues to fund the construction of tw o  
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 o f the first dock began in September 2015, and 
construction o f the second dock is planned to begin in September
2016. Construction o f both docks is estimated to be completed by 
the end o f FY 17. Expansion o f the seawalk began in December 2015 
and is expected to be completed by the end o f FY 17.

City and Borough of Sitka: Sitka encumbered $1.8 million o f its CPV 
tax revenues to fund the construction o f its Centennial Hall. Upon 
its completion. Centennial Hall w ill house a visitor's center, museum, 
public restrooms, and an auditorium. Construction o f the build ing 
began in August 2015 and is expected to be completed by the end 
o f FY 17.

A LA S K A  STAI'E LE G ISLA rU R E, D IV IS IO N  OF LEGISLAI'IVE A U D I' '13 C O V IK T L R a A L  PASSENGER VESSEL TAX P R O G R A M , AC N  0 4 -3 0 0 8 S  -

CBJ185208

Exhibit BY
Page 19 of 88

Case 1:16-cv-00008-HRH   Document 120-25   Filed 02/09/18   Page 19 of 88



Ketchikan Gateway Borough: Ketchikan Borough's encumbrance 
balance o f $869 thousand largely re la testogrants 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 o f the Visitor's Bureau, and the expansion of 
the carving center at Totem Row Park located in the City o f  Saxman.

CPV shared tax 
revenues spent for port 
facilities and harbor 
infrastructure were 
allowable per State law.

Exhibits 4 and 5 show tha t between FY 07 and FY 15, the 
18 com m unit ies tha t received shared tax revenues had expended 
$67 m ill ion o f the $99 m ill ion received. Of the $67 mill ion 
expenditures, 12 percent was spent im proving harbor infrastructure, 
29 percent was spent im prov ing  port facilities, and 59 percent was 
spent prov id ing o ther services to  vessels or passengers.

The audit concluded that CPV funds were expended on port facilities 
and harbor infrastructure in compliance w ith CPV statutes. However, 
it was noted thatCPV 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 p roh ib it the use 
of fu nds 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 a llowability  o f expenditures were based on 
review of material CPV funded projects listed as follows.

Port Facilities

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

City and Borough o f Juneau: Juneau is currently in the process 
of constructing tw o  new cruise ship docks. The $12.5 million of 
expenditures relate to  the design, engineering, and pre-purchase 
and fabrication o f materials portion o f 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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Exhib its
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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 III and IV. The design and engineering of berth III was 
funded by an in terfund loan during FY 03. After the receipt o f its first 
shared tax in FY 12, Ketchikan used $1.3 million o f CPV shared taxes 
to pay the remaining balance o f the in terfund loan. The construction 
o f berth III was funded by a bond that was issued during FY 07. In 
FY 13, Ketchikan used $1.1 million o f CPV tax revenues to make bond 
principle and interest payments.

Harbor infrastructure

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

'■'The City and Borough o f Sitka and the Ketchikan Gateway Borough reported accrued interest o f $383 thousand and $114 thousand, respectively. The sum o f shared 
taxes and interest were used to  fund CPV related expenditures. Comm unities were no t asked to  report interest earned on CPV funds as part o f th is audit. Therefore, 
the lack o f interest reported by o ther com m unities in Exhibit 3 does no t indicate tha t the com m unities d id no t earn interest on the funds.
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M unicipality of Skagway Borough: Skagway's harbor infrastructure 
expenditures were for small boat harbor improvements and 
construction o f a boat maintenance build ing. Improvements included 
constructing a seawalk and wave barrier (breakwater) to enhance 
CPV pa ssenger safety as passengers transit between the large vessel 
dock and the small boat harbor where they access tours. The boat 
maintenance build ing provides services for boat owners that use the 
small boat harbor includ ing boats tha t provide tours to cruise ship 
passengers.

CPVfunds expended for 
other CPV services often 
lack the documentation 
necessary to verify the 
expenditures complied 
with State law.

Approximately $39.8 million of CPV shared tax expenditures were spent 
on services for vessels and vessel passengers (shown as Other CPV 
Services in Exhibit 5). This category of services included, in part, utilities 
provided to cruise ships, public safety and emergency response services, 
public transportation, and visitor center operations. The audit reviewed 
material other CPV services expenditures for the port communities of 
the City and Borough of Sitka, the Municipality o f 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.

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 o f 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.)
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Exhibit 4

Summary of Shared Tax Expenditures 
FY 07 through FY 15

Harboi
Infrafttntcture
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Detailed descriptions o f th e  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 ($2.8 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 o f th e  expenditures are directly 
linked to CPV costs such as the installation o f bathrooms to serve vessel 
passengers, expenditures for some municipal services such as transit 
and airport costs were supported by estimates.

City and Borough o f Sitka: Approximately $2.8 million of Sitka's 
expendituresare composed of transfers to its general fund, 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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Exhibit 5

Municipality of Skagway Borough: Since FY 07, Skagway has used 
$11 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.)
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Unexpended CPV grants 
were supported by 
ongoing projects.

Between FY 07 and FY 15, 72 designated legislative CPV grants 
to ta ling $130 million were issued to 27 communities and other 
recipients. As o f June 30,2015, $16.1 million (12 percent) o f th e  grants 
were unexpended. Unexpended grants are summarized in Exhibit 6. 
Material unexpended grants were reviewed to determ ine whether 
the related projects were in itiated as expected and the cause of 
delays if applicable. The audit concluded that unexpended balances 
were supported by ongoing projects.

Exhibit 6
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Marine Exchange o f .Alaska F'Y 14 Marine Exchange Building 1,000 ................... 375..... ..............2%........
Muriiciviaiity oi'Skag'tiay 
Borongii

Total

F’Y ts Float F’.\t.4';nsion to Serve C-iiise 
I'assemier Vessels

Ht.it..!

33,634

371

16,102

231,

10036

Source; State accounting system and budget documents from the Office o f Management and Budget
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The material portion of the unexpended balances as o f 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 o f 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 o f $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 o f Sitka's Centennial Hall and adjacent 
Crescent Harbor parking lot. The audit verified that construction o f 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 in terpretive center. Both grants 
were due to term inate 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 
improvem ent projects. The city is in the process of planning the 
construction of the in terpretive 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 o f June 30, 2015, none of the grant had 
been expended as the project was waiting for the reconstruction 
o f the Thomas Basin Seawall to  be completed prior to  beginning 
construction o f the promenade. Construction o f the promenade is 
expected to begin in FY 16.

CPV grants were 
awarded to ineligible 
recipients.

Alaska Statute 43.52.230(e) states tha t after October 31, 2010, and 
before November 1, 2015, communities tha t impose a CPV tax 
through a municipal law may not receive a CPV funded grant. Two 
communities are subject to  this prohib it ion, the City and Borou gh 
o f Juneau and the City of Ketchikan. Appendix A shows that both 
communities were awarded CPV grants regardless of this statutory 
prohib it ion.
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F m D m m m D

R E C O M M E K D M IO K S

Recommendation 1: 
Municipality of Skagway 
Borough management 
should only use 
commercial passenger 
vessel (CPV) shared tax 
revenues for allowable 
purposes.

Municipality o f Skagway Borough management used CPV funds to 
purchase playground equ ipm ent for the Skagway elementary school 
at a cost o f $114,450. Management believes the use o f CPV funds for 
this purpose was appropriate because school playground equ ipm ent 
is used by visiting cruise passengers and children of seasonal workers. 
Additionally, management states that the school serves as a disaster 
response location for cruise ship passengers.

Alaska Statute 43.52.230(b) states tha t funds must be used for port 
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-Fed era I interest, i f  the vessel or water 
craft is operating on any navigable waters subject to the 
authority o f the United States, or under the right to freedom 
o f navigation on those waters, except for—
(1) Fees charged under section 208 o f the Water 

Resources Development act o f 1986 (33 USC 2236);
(2) Reasonable fees charged on a fair and equitable 

basis that—
(A) Are used solely to pay the cost o f a service to 

the vessel or water craft;
(B) Enhance the safety and efficiency o f 

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 
prim arily engaged in foreign commerce i f  those 
taxes are permissible under the United States 
Constitution.

Playground equ ipm ent 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 fund ing available to  pay for costs related to port facilities, 
harbor infrastructure, or other services to vessels and passengers.

We recommend the municipality 's manager onl 
revenues for allowable purposes.

jse CPV shared tax

Recommendation 2: 
Ketchikan Gateway 
Borough management 
should ensure CPV shared 
tax revenues are only used 
for allowable purposes.

Ketchikan Gateway Borough funded a portion of general transit, 
airport, and other municipal services w ith  CPV shared taxes w ith ou t 
specifically identify ing the related CPV services rendered to  the 
vessels and passengers. Borough management provided anecdotal 
evidence regarding the impact tha t vessels and passengers have on 
the borough as support for the use o f CPV shared taxes.

Management believes the CPV funded expenditures are allowable 
per state statute. Management has not developed a cost allocation 
m ethodo logy to support paying municipal services w ith  CPV 
revenues because, per management, the costs o f doing so are not 
outwe ighed by the benefits.

Alaska Statute 43.52.230(b) states tha t 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 o f 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, i f  the vessel or water 
craft is operating on any navigable waters subject to the 
authority o f the United States, or under the right to freedom 
o f navigation on those waters, except for—
( !) Fees charged under section 208 o f the Water

Resources Development act o f 1986 (33 USC 2236);
(2) Reasonable fees charged on a fair and equitable

basis that—
(A) Are used solely to pay the cost o f a service
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0)

to the vessel or water craft;
(B) Enhance the safety and efficiency o f 
interstate and foreign commerce; and
(C) Do not impose more than a small burden on 
interstate or foreign commerce; or
Property taxes on vessels or watercraft, other than 
vessels or watercraft that are prim arily engaged in 
foreign commerce i f  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 asa result ofvessels and passengers was not identified. 
Consequently, auditors could not verify tha t the CPV expenditures 
were for an allowable purpose per statute. By not specifically 
justify ing the use o f CPV shared taxes in terms o f benefiting vessels 
or vessel passengers w ith  objective support, the a llowability  o f 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 m ethodology to support the use o f CPV shared taxes to 
pay for municipal services tha t appropriately allocates costs between 
CPV and non-CPV services.

Recommendation 3:
City and Borough of Sitka 
management should 
ensure CPV shared tax 
revenues are only used for 
allowable purposes.

City and Borough of Sitka funded a portion o f general municipal 
services w ith  CPV shared taxes w ith o u t specifically identify ing the 
related CPV services rendered to the vessels and passengers. Sitka 
management provided anecdotal evidence regarding the impact 
tha t vessels and passengers have on the borough as support for the 
use o f CPV shared taxes.

Sitka management stated that the munic ipa lity  has been conservative 
in allocating CPV revenuesfor municipal services and believes thatCPV 
funded expenditures are allowable per state statute. Management 
was unaware that detailed support was necessary to justify  the use 
o f CPV funds for general municipal services.
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Alaska Statute 43.52.230(b) states tha t 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, i f  the vessel or water 
craft is operating on any navigable waters subject to the 
authority o f the United States, or under the right to freedom 
o f navigation on those waters, except for—
(1) Fees charged under section 208 o f the Water 

Resources Development act o f 1986 (33 USC 2236);
(2) Reasonable fees charged on a fair and equitable 

basis that—
(A) Are used solely to pay the cost o f a service to th e 
vessel or water craft;
(B) Enhance the safety and efficiency o f 

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 i f  those taxes are permissible 
under the United States Constitution.

Cruise ship port visits greatly impact the general operations o f the 
communities visited. However, the extent to which operational 
costs were increased as a result o f 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 justify ing the use of CPV shared taxes in terms of 
benefiting vessels or vessel passengers w ith  objective support, the 
a llowability  o f the CPV tax may be questioned.

We recommend the City and Borough o f Sitka management ensure 
CPV shared tax revenues are used only for allowable purposes.
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Furthermore, we recommend tha t management develop a cost 
allocation m ethodology to  support the use o f CPV shared taxes to 
pay for municipal services tha t appropriately allocate costs between 
CPV and non-CPV services.
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OBJECTIVES, 
SCOPE, AND
METHODOLOGY

In accordance w ith  Title 24 o f the Alaska Statutes and a special request 
by the Legislative Budget and Audit Committee, we have conducted 
a performance audit o f the commercial passenger vessel (CPV) tax 
program administered by the Department o f  Commerce, Community, 
and Economic Development (DCCED) and the Department of Revenue 
(DOR).

Objectives A ud it  ob jectives were to:

•  Identify inception-to-date balances of unspent shared tax revenues 
by community, and determine the reasonableness o f balances;

•  Evaluate each community's use of shared tax revenues, 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

•  Evaluate the CPV fund balance and determine fund solvency.

Scope The aud it  evaluated CPV receipts and d is tr ibu t ions  from  FY 07 
th rough  FY 1 5.

Methodology To gain a general unders tand ing  o f  the CPV excise tax program,
we reviewed and evaluated:

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

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

•  DCCED's annual capital budget for FY 07 through FY 15 to obtain a 
listing o f CPV funded designated legislative grants.

•  CPV revenue 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.

•  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 o f CPV expenditures.

To fu r th e r  understand the  CPV tax program, in terv iews were 
conducted w ith :

•  DCCED grant accountants to gain an understanding o f the  CPV grant 
award, reimbursement, and monitoring process.

•  The DOR Tax Division director and accountants to gain an 
understanding o f th e  CPV revenue receipt and distribution process.

•  CPV 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 o f individuals interviewed include:

o City managers, administrators, or executive directors; 
o Finance directors or accounting managers; 
o Finance, grant, and accounting staff; 
o Public works directors; 
o Port and harbor masters and/or engineers.

A questionna ire  was prov ided to  all recip ients o f  CPV shared 
taxes and grants, w ith  the exception o f state agencies, to  iden t ify  
unexpended shared tax balances, uses of shared taxes, and pro ject 
t im e lines for CPV funded grants. All questionnaires were returned. 
Com m unities and o the r recipients o f  CPV taxes and grants were 
selected for more deta iled review based on the  fo l lo w in g  criteria:

•  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 o f 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 o f th e  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 o f th e  total unexpended shared tax 
balances.

Based on these criteria, 10 com m un it ies  and o the r CPV recipients 
were selected for deta iled review as described below.

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

The fo l lo w in g  com m un it ies  had CPV tax receipts or g ran t awards 
tha t exceeded more than 10 percent of the to ta l:  City and Borough 
o f Juneau (Juneau), City o f Ketchikan (Ketchikan), Ketchikan 
Gateway Borough (Ketchikan Borough), City and Borough o f Sitka 
(Sitka), and M un ic ipa l ity  o f  Skagway Borough (Skagway). For this 
g roup o f CPV recipients, aud itors visited each co m m u n ity  and 
reviewed expend itu re  support  and toured CPV funded projects. 
Mo re specifically, the  fo l lo w in g  were reviewed and evaluated:

•  The Office o f 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.

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

Invoices, timesheets, contracts, or other formal project 
documentation that supported shared tax and grant expenditures.

Single audit and/or comprehensive annual financial reports to 
understand the nature of prioryear audit findings and to identify the 
risk of potential misuse of funds.
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•  Accounting data from recipients'accounting systems to validate the
accuracy o f th e  data reported in questionnaire responses.

•  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 CPV Grant Balances 
Exceeded More Than 10 Percent of Total or $500,000

That

The fo l lo w in g  com m un it ies  or o the r recipients whose unexpended 
grant balance exceeded more than 10 percent o f the to ta l 
unexpended grant balances or $500,000 include: City o f  Valdez, 
City o f  Homer, City o f Wrangell, and the Marine Exchange o f  Alaska. 
The fo il ow ing  were reviewed and evaluated for th is g roup o f CPV 
recipients:

Office of Management and Budget's total project snapshot 
reports and DCCED's DCRA grant agreements to understand the 
nature o f 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 Ju ne 30, 2015. The sample ensured large 
dollar transactions were selected, thereby obtaining appropriate 
evidence to support the audit conclusions.

lnvoices,timesheets,contracts,orotherformalprojectdocu mentation 
that supported grant expenditures and project timelines.

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

Com m unities whose unexpended shared tax balance exceeded 
more than 10 percent o f th e  to ta l unexpended shared tax balances 
include: Ketchikan, Skagway, and the City o f  W hitt ie r. The fo l low ing  
were reviewed and evaluated for th is g roup  o f CPV recipients:

•  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.

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

Government A ud iting  Standards issued by the  C om ptro lle r  o f  the 
United States requires th a t  aud itors ob ta in  and report th e views o f 
responsible offic ials o f th e  aud ited en t ity  concern ing the f ind ings, 
conclusions, and recom m endations inc luded in the aud it  report, 
as well as any p lanned corrective actions. For the  purposes o f this 
aud it, the fo il ow ing  entit ies were considered responsible offic ials 
because o f the en tit ies ' s ignif icance to  the report conclusions:

•  DOR;

•  DCCED;

•  Juneau;

•  Ketchikan;

•  Ketchikan Borough;

•  Sitka;

•  Skagway; and

•  City o f Whitter.
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Petersburg Borough F'Y 09

Cruise Passettger Facility Improvements 

Coraraercial PasseEiger Vessel Berthing 1,250 1,250

Petersburg 'Borough FY  10

and Power Upgrades 

Cointnereial Dock attd Vehicle Drive 3,390 3,390

Aluuicipality o f Skagway FY 09

Dow'i! Design and Construction 

Seaw'alk Intermodel Cruise Ship ,Access 2,000 2,000

Afuuieipality o f Skagway FY 10

lYoject

Municipal V/astewater Treatment 2,500 2,500

AluiExdpality o f Skagway FY 11

Facilities Improvements Due to Seasonal 
Cmise Impacts

Commercial Passenger Vessel Lightering 4,000 4,000

Municipality o f Skagway FY  i l

and Harbor Improvements 

MEjnicipal Wastewater Treatment 800 800

Alunicipaiity o f Skagway FY i5

Facilities Improvements Due ti) Seasonal 
Impacts

Float Extension to Serve Cmise Passenger 
A'esseis

800 429 371

Municipality of/Anchorage FY 10 Egan tSenter Craise Passenger Staging LOOO 1,000 .

XlExnicipality o f Anchorage FY 10

Upgrades

Port o f /Anchorage E,xpansion 10,000 10,000 ..

Municipality o f Arjchorage FY  i2 /Alaska ,AviationMuseuuE Energy &  Safety 495 495

M oiris Thompson Cuitural and FY 10

Improvements 

Exhibit Completion LOOO 1,000
Visitors Center

Marine Exchange o f Alaska FY  iO Vessel Tracking SystenE Upgrades 450 450

Afarine Exchasige o f Alaska FY 11 /Alaska Vessel Ti'acking System UpgE'ades 600 600 -

Marine Exchange o f Alaska FY  i2

aEtd FTxpansion

/Alaska AAssel Tracking System Upgr;jdes 600 600

Marine Exchange o f /Alaska FY 14

and Expansion

Marine Exchange Building LOOO 625 375

Marine E,xehange of/Alaska FY  14 /Alaska W ssel Tracking System Upgrades 500 500 ..

Afarine Exchasige o f Alaska FY 15

Eind Expansion

/Alaska Vessel Ti'acking System UpgE'ades 500 500

Haines Borough FY 09

aEtd FTxpansion

Pint o f Chilkoot Cnhse Ship Dock E.epairs 1,544 i.544

Haines Borough FY 10

and Debt Retirement

Port o f Chilkoot Waterfront Improvements L900 1,900 ..

Haines Borough FY 11 F*oe1 Chilkoot Cruise Ship Dock Upgrade 2,910 2,910

Fairbanks North Star Borough FY 10 Carlson Center IrapE'overaents 1,000 1,000 -
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City o fAG silla FY iO Airport; Train Station Improvements 105 105 ■■

City o f Valdez, F ¥  09 Craise Ship Dock Renovation and Uplands 
Repair

1,675 1,673 -

City o f Valdez FY 10 Dock Improvements 3,325 1,657 1.668

City o f Valdez FY 10 City Doek Irifomiation and Inteqjretative 
CeiEter

800 - 800

City o f Seward FY 10 Bns Iransportation Assistance for Craise 
Ship Passengers

167 167 -

City o f Seward FY  iO Dredging Cruise Ship Berthing Basins and 
Approaches

2,508 2,508 -

City o f Sew'ard FY 11 Coraraercial Passettger Vessel Harbor 
Security; - Coast Guard Builditig 
Relocation

300 300

City o f Seward FY 11 Security; and Fire lYoteetion for 
Commercial Passenger Vessels

2,000 2,000 -

City o f Seward FY 12 Cruise Ship Boardwalk Extension 25 25 -

City o f Sewrtrd FY  12 Harbor Restroom Improvements 130 130 -

City o f Palmer FY 10 Visitor Information Center Restrooms 100 100 -

City o f Kodiak FY 09 Craise Ship/Bier II Master Plan 230 250 -

City o f Kodiak FY 10 Pedestrian Improvements Betw'een Craise 
Ship Dock (Pier f!)  &  Downtown Kodiak

700 700 -

City o f Kodiak FY  12 Pedestriat! Pathway f’ lanning and Design 384 - 384

City o f Kodiak FY 12 Pier and Downtow;n Pedestrian 
Improvements

1,600 1,600 -

City o f Ketehikai) FY 09 fV rt o f Ketelhkat! Berths I  and II  
Replacement Project

3,000 3,000 -

City o f Ketchikan FY 10 Reconstruetion o f Down!;own Bridges and 
Trestles

5,000 5,000 -

City o f Ketchikan FY  10 Port o f Ketchikan Berths 1 and 11 
Replacement

3,000 3,000 -

City o f Ketchikan FY 11 Replace Craise Ship Beiths 1 and 11 10.000 10,000 -

City o f Ketehikai) FY 14 Ketchikan 'Promenade 1,300 - 1,300

City o f Hoonah FY 11 Hoonah Harbor linproyreinents LOOO 871 129

City o f floonah FY  11 Craise Ship Passenger Walkway 
Construction and Upgrades

i,5Q0 1,500 -

City o f Hoonah FY 12 Berthing Facility 1,000 1,000 -

City o f ffonier FY  i2 Cruise Ship Dock and Passenger Facility 
Improvements

6,000 5,124 876
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City o f Cordova FY 10 Cordova Center Constractioo Flquipment 1,000 1,000 -

C!ity and Borough o f Yakutat FY 09 Fuel Dock with Cruise Ship Platform 650 650 -

City and Borough o f Wrangell FY 10 Coustruction ActivEties to Complete the 
Ylariue P;!sseuger Setvice Center

2,500 2,500 -

City and Borough o f Wrangell FY 10 Stikine .AvsniEe Sidewalk Extensions 390 390 -

City and Borough o f Wrangell FY i l Coraraercial Passenger Vessel F;!cility 3,250 2,784 466

City and Borough, o f Wrangell FY  11 W;j,terlronl .M;j,ster .PlEin 75 75 -

City &  Borough o f Sitka FY 10 Commercial Passenger Vessel Lightering 
Facility Improvements

2.000 947 1,053

City &  Borough o f Sitka FY  11 CoitiEneroial Passenger Vessel Facilities 
aiid V isitor Iraproveraents

4,500 2,424 2,076

City &  Borough o f Sitka FY 11 Crescent Harbor Sidew'alk Widening 1.000 1,000 -

City &  Borough o f Sitka FY 12 Coraraei’cial Passenger Vessel and Visitors 
Facility Iraproveraents

3,000 500 2,500

City &  Borough o f Sitka FY 15 Commercial Passenger V isitor Facilities 
Improvements

3.300 - 3,300

City &  .Etorough o f Juneau FY  09 Aitporl; Passenger Baggage and Facility 
Siifety

1,300 1,300 -

City &  Etorough o f Juneau FY 09 Coraraeicial Passenger Vessel Dock 
E.etaining Wall Repair &  Repkiceraent

1,500 1,500 -

City &. Boro ugh, o f Juneau FY  10 Auke Bay Seawalk ConslTuetion 800 800 ■

C'ity &  Borough o f Juneau FY 10 Cruise Ship Dock Improvements 2.500 2,500 -

City &  Borough o f Juneau FY 11 CnEise Ship Dock Improvements 9,000 9,000 -

City &  Borough o f Juneau FY 15 Last CluiiEce Basin Weil Field 1.350 1,350 ■

C!ity &  Borough o f Juneau FY 15 Salmon Creek Water Treatment 650 204 446

Anchorage Museum atRastnuson FY 11 Major Maintenance Projeet 2,000 1,922 78

Alaska Zoo FY  10 Infinnary and Commissary for the 
Animals

800 800 -

Maska W ild life  Conservation C'enteiy 
Inc.

FY 10 Visitor Education and Research Sanctuary 1.000 1,000 -

^Alaska W ildlife Conseivation Center, 
inc.

FY 12 Bear Education A.rvareness and Research 400 400 -

/Alaska Native Heritage Center FY 10 Village Site Completion 275 275 -
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Alaska Native H.eril:age Center F Y l l Parking Exparision Project 43(1 420 '■

Alaska Aviation Heritage Museum FY 10 Major Facility Safety, Energy, and 500 500 „

Collections Care

Total 130,093 113,990 16,103

Source: Sessiou Laws o f  Alaska. O M B  budget docurneut, and seif-reporEed by cortEUEunijies aEid oEber recipieEits
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Port Facililies ('raise Berth Improvements 1.2,366

Borosigh ol‘ Port FaciUties Downtown ("iuise Ship Beilli Improvements 156
Jiineaii

Subtotal 12 522

Fiarbor lufiastructure Ilarbor Fund 366

Other CPV Services Advertisir^ 7

Other CPV Services Building Repair 8

Other CPV Setvices Contracted Services 554

t;)t:her ("PV Services Equipment Rentals S

Other CPV Semces Interdepartment Setvices 42
C i iy  &
Borough o f Other CPV Seivices Telephone 14
Sitka

Other CPV’̂ Seivices rools &  Small Eq uipment 5

Other CPV Services ^iaintenance Fund 14

Oitser CPV SerOees General Fund 1,019

Other CPV Senices IT  Fund 18

Other CPV Seivices 

Subtotal

Capital Projects (Centeimiai Hall) 1,456

3,511

Harbor Infrastructure Cruise Sliip Passenger Stagir^ Area 31

C it y  o f t;)t:her ("P^V Services (iuard House Restrooms 30

Homer Pott Facitities 

SubtoSat

Ramp 3 35

96

Harbor Infrastructure Harbor Upgrades 9

Other CPV Services Administrative Costs 51

Oilier CPV SerOees HIA Fisheiman rotem Pole Prqieci; g

Other CPV Seivices Passenger Experience &  Cancer's Den 35

Other CPV’̂ Seivices Brash (Aitting - Scenic Walkway 'y

Other CPV Seivices Tourism WSG 16

C ity o f
Other CPV SerHces Water Line Canary Alain Extension 400

Hoonah Other CPV Senices tfanaiy Walking Path Alaintenance 1

Other CPV Seivices Fencing for Graveyard 4

Other CPV Seivices Public Libraiy Suinmei /\ccess 36

Other CPV SerHces Ambulance Call Outs 16

t;)!:her (iPV Services Extra Police Patrol 5

Other CPV SerHces Tunnel Rock Project - Passenger Sal'ety, Cuitural Signiiicance 951

Other CPV Services Public Restroom 89
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Other C W  Setvicos Visitor Restrootn Jamtor 9

Other CPV Services Comiminity Readiness Passenger Experience 4

Other CPV Semces Visitor Center Employees 07

Other CPV Setvices Visitor Ceoter Funiiture 9

Other CPV Semees Wehsite Development 6

C ity o f
Other CPV Setvices Passenger Senices 50

Hoonah Other CPV’̂ Seivices Passenger Services^ Park, and Walking Path Maintenance 477

{C o n tin u e d ) Other CPV Seivices Visitor Center Employee, Extra Police, and Seasonal Harbor StalT 101

Port Facilities Seaitoor Suiv^ey Guest Dock Ai'ea 10

Port Facilities Boat Launch Ramp Matcliing 5.5% 150

Port Facilities Caiey Vlarina Handicap L ift 10

Port Facilities Ports &  Harbors Project Ivlatching 15

Port Facilities 

Subtotal

Transient Dock Upgrades 5

2,496

C ity o f Port Facilities Dock Repairs and Maintenance 33

Hooper Bay SiEbtotal 33

Oi:her CPV SsrOees Cenienmal Buildir^^ &  I'oJein Heritage ('enter Site Improvements 1

Other CPV Senices SpmceMill Sheet Pile 22

Other CPV’̂ Seivices rhomas Basin Seawall Pedestrian Decking, Footing and Seawall 544

Other CPV Setvices 2013 Seasonal Litter Program 64

Other CPV Ser\ices 2014 Seasonal Litter Program 60

C it y  o f t^hher (iPV Services 2015 Seasonal Litter Program 10

Ketchikan Other CPV Seivices Centennial Bnildiiig Restroom Expansion 1

Other CPV Seivices 2014 Tour (iuide Program 51

Port Facilities Loan Payment for Berth I I I  Engineering 1,302

Port Facilities Port Bonds and Lease Payment for Berth IV 2,083

Foit Facilities 

Subtotal

Replace Fender Piles on Berths 1C and ID 434

4,572

C ity of Other CPV’̂ Seivices Operating - Direct SerGces fi>r Ships and Passengers 146

Kodiak Subtotal 146

Harbor Infiastructure Hmhor Breakwater 969

City of Other CPV Senices Ambulance Seivice 90

Seward Other CPV Seivices Fire Boat Outboards 30

Other CPV Setvices Securit}^ Float for Response Vessels 163
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Oth,er CPV Ser/ices United States Coast Guard Relocation 3.0'

Other CPV Services Vv'ater Storage Tank (Fire Safety) 98

Other CPV Services Flarbor Restroom Itnpro vemeiit 43
V A ts  o f
S€Wiis*d Other CPV Services Ftus Tratispoitation 341
(C o n t im ie d )

Port: Facilities Ctuise Ship Termmal 201

Pott Facilities Dock Dredging 233

Subtotal 2,501

C it j 'o f  Other CPV Services Opera1:ing Cos1:s - Admin Assistunt I I  - General B illing ■;>2

y o

Other CPV Services Picnic Tables 6

Oth,er CPV Ser/ices Flowers 1

Other CPV Services Landscaping Mulch 1

Oth,er CPV Ser/ices Benches 19

Other CPV Services Pennants 3
C ity  o f
Valdez Other CPV Ser/ices Signs &  Welcome Banners 1

Pott Facilities Kelsey Dock Decking 28

Port: Facilities Kelsey Doek Sea Floor SoutKiiiigs atid Uplands Fiuilding Steel Fish in 5
Waves Art Sculpture

Poit Facilities Kelsey Dock Piling Caps &  Jersey Barrier Chains 1

Subtotal 65

Harbor infrastructure EDA. 070105881 - Harbor Project 172

Harbor Infrastructure Emergency^ Repairs Harbor 65

Harbor lufrastntcture Harbor Float Replacement 336

Harbor Infrastructure HarborProJeet 234

C ltv o f Harbor iiifrastntcture Public Facilities’ Harbor Facility Grant Program 2,000
W h lt t k 'v

Flarbor Intrastructuxe Iransfe rto  COOP 10-037 Matching Portion 71

Other CPV  ̂Services Request fo r Proposal Ad - Public Facilities’ Flarbor Grant Program 1

Oth,er CPV Ser/ices W hittier Museum Assoc. Contribution 53

Other CPV Services Bear Proof Trash Cans - Harbor Project 11
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Other CPV Seraces Whittier Creek Levee Emergency Watershed Protection 6

Other CPV Setvices Haritot I'tiattgie Area (Sazei>ct (k)nsti uctioii 12

Other CPV Setvices Emergettcy Medical Setvices Equiptneut Purehajte 43

City o f Other CPV Services Purchase o f iVnbulance 19
WMtEier
{C o n tin u e d ) Other CPV Semees F~! 2 (Publi e Safety') Roof Sun''ey 29

Other CPV Setvices Public Safety Vehicle Purchase 23

Other CPV’̂ Seivices Transfer to Poiice/Entergeticy Medical Setvices/Fire 1,011

Subtotal 4,088

Other CPV Semees Downtown Revitahzatiott Project - Bantters, Bumpouts, attd I.andscaping 14
cm of
Wrangell Other CPV Setvices Park Benches and Trash Receptacles 33

Subtotal 47

Other CPV Services Cruise Sliip Survey 20

Other CPV Ser\dces Other Mscellaneous Vlaterial &  Equipment 5

t;)1:her ("PV Services Refurbish Keystone Drill 23

Other CPV Sendees Totetn Pole Projeet 5

Other CPV Setvices Pic ture Point Grant Match 62

Other CPV Setvices Signage 44

Other CPV Services Bear Saver Trash Cans 6

Oitser CPV SerOees Dock Flowers 43

Other CPV Semees Park Benches 3

Other CPV’̂ Setvices Qiilkoot Bear Moiiitor o

Haines
Boroiigh Other CPV Setvices Electric Hand Dry'crs for Dock Restrooms 6

Other CPV Ser\ices Restroom Janitorial 70

(̂ )1:her C_'’P̂ V Services 1 empcuaty Restroom 67

Other CPV Setvices Cruise Ship Shuttle 137

Other CPV Setvices Repairs and Maintenance to People hJovet (!:ari n

Other CPV Setvices Repair Restrooms in Visitor Center 11

Other CPV Services Tourism Kiosk PC Dock 20

Other CPV Semees Toudstn I.ahor 87

Port Facilities Dock Facility Maintenance 17

Port Faeililies PC Dock Trestle Replacements 528

Port Facilities Electricity to Lightering Dock 8
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Port Facililies Lightering Dock Repair '7

Haines
Borosigh Port FaciUties Port/Harbor Labor 89
(C o n tin u e d }

Subtotal 1,267

Kenai (])1:i]er CPV Services Pass-Through 2,921
Peninsula
Borough Subtotal 2,921

Hari)ot [nfrastruciure Creek Street Trestle Berths M il 1,224

Harbor Infrastructure Harbor View Sea Walk 50

Other CPV Services Administrative Fees 1,160

Other CPV Semees Distributiorv'Marketing Platt UO

Other CPV Semees Downtown'Neighborhood'CPA' Planner 566

Other CPV’̂ Seivices a\  Fish Stoi}^ 160

Other CPV Services An Art'Native Culti^e Stoiy 490

Oi:ber CPV Serr^̂ ees Deer Mountaitt Hateher)'^ 150

Other CPV Sendees Hopkins Alley Revitalization Project 25

Other CPV Seivices Ketcliikan KTaiitime Education 21

Other CPV Setvices Ketchikan Stoties 325

Other CPV Ser\dces Saxman Dewdtt Carving P i 76

(̂ )t:i3er (dPV Services Sa:<n3an Dewdtt Carving P2 75

Other CPV Semees Saxman Totem Restoration 135
Ketchikan
Gatovay Other CPV Setvices Sculpture "The Roek" 100
Borough

Other CPV Setvices St. John’s Sptittkler 42

Other CPV Services Trainbird Trail 30

Oi:her CPV Serrdces Walking Totrr Signs 4

Other CPV Seivices Vv-'ater Street Pedestrian Improvements 138

Other f ’PV’̂ Setvices Wayhnding Signs 26

Other CPV Services Beautift cation 857

Other CPV Ser\dces iiarbor View Park 50

(̂ )t:i3er (dPV Services Historic Resources ]Towiitowii/Ne\viot3 Sutvey & It3ventory 15

Other CPV Seivices Hole in the Wall Harbor 49

Other CPV Setvices Marcjuee Pain C’anopy 186

Other CPV Setvices Aquatic Center 11,0

(̂ )t:i3er (dPV Services Ncmareaw'ide Ldbrary 50

Other CPV Sendees Recreation 96

Other CPV Sendees Flight Simulator Rent 16
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other CPV’̂ Seivices Keletiitcan Volunteer Rescue Squad - Personal l.ix>atoi' Beacon S3

t;)1:her ("PV Services Setvice Areas (Fire Oepartnients) 553

Other CPV Setvices Southerti Southeast Emergeticy Training Center ~ Emergeticy Respotise 
Training 100

Other CPV Seivices Herring Cove Tourism Management 32

Other CPV Ser\dces Seasonal Code Enforcement Oflicer 70

Other CPV Setvices (jenerat Fund (Other than Recreation and Transit) 388

Oi:ber CPV SerOces City Park Restroom. 14

Other CPV Setvices Public Restrootns - First City Players 500

Oi:ber CPV SerOces SAN'I-PAK Equipment 200

Ketchikan Other CPV Setvices Saxtnan Totetn Row Restroom SO

<Jat«;way Ol;ber CPV Serchees Aiiport Operations Support; 1,297
Borough
(ContiT iued) Other CPV Setvices Borough I'ransit Opetaticms 1,887

Other CPV Semees Transit But; Match 33

Other CPV Services Transit Bus Painting 14

Other CPV Semees Bus Shelters too
Other CPV Services Ketchikan Visitors Bureau 1,379

Foit Facitities Berth I  Itnprovements; 150

Port FaeiUties Beitli IV  Dock Improvements 50

Foit Facitities Berth IV  Dock Improvements 204

Port FaeiUties Diive Down Dock 1,340

Port Facilities 

Siibtotai

Transportation Worker Ideiitifieatioii Credential 27

14,843

Kodiak Oltier CPV Serchees 20P8 'fourism Fundinu 146
Island
Borough Su!)total 146

Muuicipality Port Facilities VTiaiTPile Enchantment Project (Port o f Auiehorage) 2011*2015 208

orAifichoraj^o Subtotal 208

ilarbor Infrastructure Searvalk/Wave Barrier 3,009

Harbor Infiastructure Small Boat Harbor Maintenance Building 218

Harbor Ititrastmcture Small Boat Harbor Master Flan 25

Muuicipality Hartiot [nfrastrueture Small Boat: Ilarbor Upgrades 420

o f Skagway Other CPV Setvices Attie Brotherhood Hall Improvements; 10

Other CPV Services Cemetery Improvements 8

Oilier CPV SerOees Dx'ea Improvements 108

Other CPV Seivices Museum Collection 48
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Other CPV Semees Rapuzzi Cohectioti 94

Other CPV Semees Street Light Emitting Diode Conversion 58

Other CPV’̂ Seivices Street Maintenance 2S5

t;)1:her ("PV Services I'rail Maintenance 5

Other CPV Setvices Upper Dewey I.ake Trail 10

Other CPV Seniees Bear Proof Garbage lids 11

Other CPV Setvices Booster Station 178

Other CPV Seniees Incinerator Repairs 471

Other CPV Setvices IT2S Loader 191

Other CPV Semees Transfers to Garbage Fund 1,005

Other CPV Setvices Transfers to Water/Sewer Fund 1,043

Other CPV Seivices 7th Pasture Dike 5

Other CPV Ser\ices Library' ExpansioiiParldng 11

Other CPV Seivices Playground Equipment 229

Other CPV Ser\ices Recreation Center Entry 179
Musiicipality 
o f Skagway Other CPV Seivices Recreation Center Expansion 28

(C o n tin u e d ) Other CPV Ser\ices Recreation Center Improvements 196

Other CPV Seivices Redwood Water Tank 64

Other CPV Ser\ices Water Well Exploration 67

Other CPV Setvices Waste Water Treatment Plant Upgrades 75

Oiiier CPV Services Doek Security,'Signage 15

Other CPV Services Fire Department Occupational Safety and Health Aldministration 
Compliance 53

Other CPV Seivices Fire Department Water Tank Brtilding 13

Other CPV Services Fire Training Facility 7

Other CPV Seivices Rural Fire Suppression 1

Other CPV Services Public Safety Engineering 703

Other CPV Seivices Transiers to General Fmid 9,096

Other CPV Services Bicycle Racks 10

Other CPV Seivices Transfers to Tourism Fund 30

Port hiiciiities Transportation Worker Identifieation Credential Equipment 17

Sut)to!at 17,996

roial 67,480

Source: Self-reported by corurrmnitles and other reeipients
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APPENDIX C

A L A S K A  S1ATUTES KECIARDINCi EXCISE 1 A X  ON T R A V E I. ABO AR D  
C O M M  E R C IA 1. FASSENCJER VESSEIA

Sec. 43.52,200. l,evy o f excise tax on overa ig lit acconiiiioclatloiis on co iiiine rda l 
passenger vessels.
There is imposed an excise tax on passengers traveling on eornrnercial passenger vessels 
providing overnight aceomrnodations that anchor or moor on the state's marine water w ith 
the iiitent to allow pa.sseo.gers to embark or disembark.

Sec. 4.ES2.2I0. Rate o f tax.
Tlie tax imposed by AS 43,.52.200 ~ 43.52.295 is levied at a rate o f $34,50 t'or a passenger for 
each voyage.

Sec. 4.ES2.220, L ia b ility  fo r payment o f tax,
A passenger subject to the excise tax imposed by AS 43.52.200 - 43.52.295 is liable for the 
payment o f the tax. The tax shall be collected from the passenger hy the person who provides 
travel aboard a conimercial vessel and shall he paid to the department m the manner and at 
the times required by die department hy regulation.

Sec. 43.52,230. Disposition o f receipts,
(a) The proceeds from the tax imposed under AS 43,52,200 - 43,52.295 shall he 

deposited in a special "commercial vessel pa.sseo.ger tax account" in the general fund. 
The legislature may appropriate money from this account for the purposes described 
in (b) and (d) o f tins sect ion,

(b) For each voyage of a commercial passenger vessel, the commissioner shall Identity
the lirst seven ports o f call In the state and the number o f passengers subject to the tax
imposed under AS 43.52,200 - 43.52.295 on hoard at each port o f eail. Subject to 
annual appropriation by the legislature, the commissioner shall distribute to each port 
of call $5 for each passenger subject to the tax imposed under AS 43.52.200 - 
43.52,295. i f  the port o f call is a city located within a borough not otherwise unified 
with the borough, the commissioner shall distribute $2.50 for each passenger to the 
city and $2.50 to the borough. A  city or borough that reeeives a payment raider this 
suhseetion shall use the tlinds tbr port facilities, harbor rnfrastructure, and other 
services provided to the commereial passenger vessels and the passengers on, hoard 
those vessels,

(c) [Repealed. Sec. 12 ch lO I SLA 2010].

(d) In addition to making an appropi'iation for the payments described in (b) o f this
section, the legislature may appropriate money from the commereial vessel passenger 
tax aecount to projects that
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APPENDIX C 
(Continued)

(1) improve port taid liarbor infrastructure,

(2) provide services to commercial passenger vessels and the passengers on board 
those vessels, or

(3) improve the safety aoxi et'ficienc}’ o f the iolefstate and foreign commerce 
activities in which the vessels and the passengers on board those vessels are 
engaged,

(e) A fter October 3L  2010, and before November I , 201.5. a home rule or general law 
municipality that imposes and collects a tax on a passenger traveling on a commercial 
passenger vessel under a law enacted by the m iinicipaiily before December 17, 2007, 
may not receive an appropi'iation under (d) o f this section.

Sec, 43.S2.2SS, Tax reduction fu r local levies.
Tlie tax im.posed on a passenger b>’ AS 43.52,200 - 43.52,29.5 shall be reduced b>’ the total 
amount o f a tax on the passenger traveling on a conimerciaJ passenger vessel that is imposed 
and collected by a home rule or general law municipality under a law enacted before 
December 17. 2007.
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Agency Response the from Department Of Commerce, 
Community, and Economic Development

PepartiBeiit of Commerce. Ccrtafiraalty, 
aoci EeoiiaouL Developiaciit

OFFIC r i in  COMMISSIONER
O O V E S J S O R  B i i , i  W a 'L»1£

rt.Bnl ■/.. 2016

CISA
I.e;gisla tive Asiditar 
Div£sio:!i o f  LiCaiislaTiAe .fOidtt 
P.O, Box 113300 
lisnaau, AK. S9611-331M)

A

Pre iLmmarv :3isdit Riepoit ta i tiie  Depsu'&iiets?: csi 'LQasmerct-j (Jommasiai? asad licoaofB lc 
DevefopnaefK ansi Ds'paadiaeat o f Rs;x’ssijisi;- Ccs&mcrcial Passeiigef Vessel Tass Ptogr.am

Ueair Ms, C h!

Thank, fo r tlte Dinislcaa s>f l,xgislaos'e AutlM s w o ik  ■with toE siepatSTnoit t 'f l the stodit s>f-rfie 
Coss'naej'cial Passeiigej: IMsael Tax Ptogxasn. The pielksiis'iaxe ssuslit makes sso rcesammeodsitkass for 

: Depam neat <>f CttiB.mej:ce, Comosmkn; aad Econssimc Deedopsnesit

I
■ '■ f /

Chsis Hktiick 
CotsmiissMssxe,!-

Cc: Came'flne Reasalstn, skdoinmaatwe Sewlces Dlrectox, D C C E D
.Katkejme Eldesa'iat, ITMiajs>n o f  Ctsmmumtj' and Regional A ffans Dkectoe, D C C E D  
M icada Fo-olet, LeeRladsfc lia iso n , D C C E D
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Agency Response from the Department of Revenue

H:E Sl'ATE D e p a r t i i i e R t  o f  R e v e n u e

C f>^V eV .;-)h !l'? ie  OFFiO;.-

VvViV-JVfv:;,-';/
Rrx :i ;04:.>v 

f : v y ' v R r  R-Rvo:;'; 
RfEfv ^ K y A ;iy ;:n v :0

C aipc-April S. 2016

Kris Coitis, l.egislative Aitclitor 
LegOlaiivfi Budget & Aadit Ceramittee 
Di v'islott o f Legi&Jaave A adit 
P.OfBox 1 13300 
Jujjeao, AK 99811-3300

.Re; Depsrtmeot of Revenaej Comoiercial Passeogsr Vessel Tax Piograra PreliHiinary Audit 

.Dear M.s. C’urtis:

TEsnk yoa for slie opportanity to address tbe recommeKdations in Pxnlirmtiary Coramcrdal 
Passeoger Vessel Tax Prognari report, l l ie  Deparlmefit of Revenue, Tax Division has no 
conimeut o» the prelirH.in.ary report

Sioeerdy,

V
Raadall Flo: 
Commissioner

Brian B la c k w e ll, ,Audi M i  m _Lgis1ative A nd it 
A.iper, 1l)i:rsctor \  D i i t i

iD sB a:rto lo  D ir  I r  r t lm n is tra tiv e  D irector
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Agency Response from the City and Borough of Juneau

: sG li O f
\ i  >> G-. ■ . .

AfHil t,2m s

CITY & BOROUGH OF JUBEAO 
City MaGa-ger’s Office 

' ‘t-  f< Sawsrd St., Junaay, AK S9801 
Phom  iSQC 1^86-S240FaM:: (807) SgS-SSSS

h i  ,I i  is 't l „ i !  o ' i  < ISU

K ils  C iirtis , C f  A , C ISA  
Leg lsk liv fe  A u tlilo r 
AlasF'i State T erisl h i 
Leg! 'k i t i \ c  S iidgct au s m d lt Committee^ 
F ,0 . t'oN 11 ■!' 0 
Jaoeaa, 8981 l-33fK)

Deax M s, Corns:

IK a -h  ‘ ou te'*'SJcv J i H t ' \ \ i th  an is U' ias tev-a .id  t e u i u a s  the p rt'h in in a !/
a u ,"t iepo it 1\ t a jlU (i.';,t«! Kevaiius, I 'o  n if it 'c ta l I jsser.gcr V e s i\ ' las , I'abuiSia 29,
dOlsj, t ,A A  y4“ i0 y 8 3 " l6 .

TP I f I ciJlc j«coH”imendations fjotibed in fh« rnptrt dn not pertain to Jiffleaii so I. Inwe so 
those,

Cs'iVcutK th«, t 'p v  pr„.af3ffl is  soloeot. The C ity  and Boroagh o f  Juaeaa w ou ld  like  to »>:»!. 
w u l she Dep-jrtmooi o l kcvenise on u pohcv thut wonid assore a sustaioable CPV program gomg 
fom srd,, aud w hich di'w i not risk  a pole;,; al d .aw  on general fu w l fiin tling . 'fh e  CPV ta». has 
p iov !t ed Jufieaa w ith  du, a b jiity  to im pw 've in fn istructure d irec tly  related to passersgsrs and/or 
vcs.-'cU,

I request a copy o f  tins A G 's  op in ion  dated SeptSBbor 4, 2009 that is reierencod as page 28, 

S iftcwcly;

K lhsberty A . K ie f i if  | i
C ity  and Borough ManageF \J

iri5 An, Scwcs'd SlrncL .hLUiritstiL, Ata,si;u ririSflI ■■ 13 'f /
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Agency Response from the City of Ketchikan

r e t c M k a n

3M  Ffesst
4K. S«OJ

FW(SiO?)a2«.5«53 
fa  (SD7) 235-587$

^pril 4, 201

Mis. Kris Curtis, CPA., CISA 
Legislative Auditor 
Alaska State Legislature 

ilativs 8 ud||ot and Audti 
iion of Legislative Audit 

P.Or Box 113300 
Juneau, Alaska 99811-

ComfTiittse

Dear Ms, Curtis:

Re: Confidential Prellmlner^ Audit Report -  Department of Commaros,,
Community and Economic Development and Department of
Rovenye Commerslal Raasenier Vessel Tax Program

With regard to the above rsfersneed subject, piease be advised that I am In 
fecelpt of the Lggisiative Budget and Audit Coimmitlee’s conidential preliminafy audit 
report dated February 28, 2016. You have requested that I respond to the Repart 
CoEiGlusions as vreii as the Findtrtgg aticl Recorrimendations by April 7, 2016. On behaif 
of the City of Ketchikan I w>3uid o fe r the fbliawlng comments:

Consistent with its coricluslons, fbe Cily of Ketohikan is pleased that the 
preliminairy audit report affirmed that the City’s sxpendiure of CPV shared tax revenues 
in improve pc-n racrlitres r̂ rs J harbor infrastrudure was accompiished in c"4ficjlisrtce witti 
bfate aw and the Gn ir ©xpended batsnce of shared tax revenues s  easonable 
baae-j ers ttx rffnrts h i ate or complete CPV pro|ect:s. These sorck'siorm arâ
supr'ifle"* by the fact thm fh, pfelit^ilnary report oiered no, recanr-'ensations spedfic to
the City o* Ketchikan s use of CPV shared tax revenues for allowable purposes.

The pre iminary audit report Donfalrtsd two acktitionaf esnctyslons, one of which 
was specfic to the City of Ketchikan, that warrant further response. Page 7 csf t ie  report 
states the fallow ng;

“Th® audit conduded that the CPV tax structure could 
silom' CPV tax receipts to fall short of the amounts to be 
distribytsd. To date, CPV receipts have beers sufficient tô  
fytid t se arsiDurtls reg iruo to be distributed to port 
commui I However îu iftcant ircrassss to the number 
of p.-s<Kenjj rs that vsss a hyn njm ber of ports would; 
threaten the solvency of the CPV fund "
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White the City recognizes that the potential exists under the current j 
overai! aliocaftons to exceed revenues should a greater nufobsr of snips vistt more than 
four Aiaskan ports an sac®̂  *ise, the chanco of this occurring is extremely unlikely. 
Based on the City's intemctio" with the industry, we believe the cruise lines themselves 
have nesf! steadily increesing their marketing efforts on one week cruises that “turn” in 
Ateche ports, in cfoer o steer more traveiers towards cruise line owned resorts and 
allrat ts rt̂ .. Coupled wth the tr r e  and distance constraints associated with a sever! day 
cruiSe, tirese cruises wil! almost cartalnly never exceed three or four pcrfs of call in

potential of CPV receipts mlirg \'rert A net balance of CY 
J Dism&u"! ns (Exhibit 2 of the preifminary audit report) in 
m stpport s-ch  a cDndusion.

Alaska, thus minimizing ti 
15 CPV Tax Coiisctlons 

i of $2 iM would appi

sliy, the issue of poteoiiai funding shortfalls is the direct fBsuit of credits 
imposed against passengers visiting Ketchikain ssid Juneau pursyant to AS 43.52,266. 
Such credits are the direct result of the settiement agreement that was reached by the 
Alaska Cruise Association and the State of Alaska in 2010. While the City of Ketchikan 
was supportive of th» selt'emeni in ĥ c context of the overall economic benefit that the 
State and port comm m t es derive t mi tne cruise ship Industry, perhaps it is appropriate 
for the State and ln~ust'y f8pre‘=e> t stive to review the issue of the credits in light of 

investrnenb that :h© Ports or Ketchikan and Juneau wll! likely be required to 
(Tske to support i  u ifrtrastructyre and service needs of the industry in the years to 

come, to Ketchikan s case, this would be paiticulariy appropriate as uniike most of 
Alaska’s other porfs of call, under AS 43.52,255 the City of Ketchikan, which owns and 

Port of Ketchikan, only receives $2,50 per passenger of CP'V shared tax

Pag® 20 of th® report states the feliowlng;

“Alaska Statute 43.52.230(6) states that after October 31, 
2010, and before November 1, 2015, communities that 
impose a CPV tax through a municipal law may not receive 
a CPV funded grant Two comimueities are subject to this 
prohibition, the City and Borough of Juneau and the City of 
Ketchdkan, Appsndix A shows that both commuuities were 
avre C^V grants regardless of this statutory 
pi nh bk cm

As detailed in Appendix C of the preliminary audit report, paragraphs 
of Alaska Statute 43.52.230 state the following:

“(d) In addllloo to making an appropriation for paynienfs 
rtescftbed in (b) of this section, the legislature may 
appropriate money from the commercial vessel passengsr 
tax account to projects that

(1) improve port and harbor Infrastructure.

(2 ) provide seo/ices to commercial passenger vessels 
and the p38senger>3 on board those vesseis, or

and (e)
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(3) ♦he safety and efficiency of ttie interstate
and fee smmerce activlies in which the vesseis 
and p q rs on board those vessels are engaged,

(e) .A.ter October 31, 2010, and before November 1, 
201S, a home rule or genoral law municipaiity that imposes 
and coltects a tax on a passenger traveling on a 
conimerria* nassengsr vessel under a law enactecl by the 
munlcita stv before December 17, 2007, may not reosive 
an ffpf I c>< tton under (d) of this section,” (Emphasis

This provision was anaiyzed by former Attorney Qenerai Daniel Sullivan as set 
forth in 2010 Op. AtOy. Gen, No. JU 2010 201403 (May 4, 2010), The opinion states, in 
part, the foilowlrsg:

“Secticn O'- the bill provides the iegisiature with guidance 
on app'corfating tax proceeds mmalning In thie commefciai 
vessel passenger fax account on infraslructure and 
services needed to safely and effidantiy host passengers 
In Aias'ka,. Seciion 7 of the b§ also gukies the iaglslatim  
■not to appropmte fee rem aim g  lax proceeds an ppDjects 
in mimidpaiitles that afmaeiy impose a iooat passenger fax 
m tti the year 2015. The intent of this language is to 
encoufaga the legislature to use remasnin>g proceeds on 
port and harbor development in poiltical sutxJivisfens wife 
emerging ports. Spcause fee iegisiature, despite this 
guidance, remains freB to appropffsf® a»'f fe® proceeds in 
fee co,mm8/m f  vessel passenger (ax eccomit for any 
pvbtlc purpose, this t&nguage does oof create a prohibited 
dedicated fund, "(Emphssis added|.

As Attorney Gen«fa! Suliivan points out, .AS 43.52.230(e) merely provides 
guidance to not app^ -'riafe the tax proceeds to municipaiities that impose a local 
passenger tax until th*> e r 2015. As he aiso points out the Legtelature remains free to 
appropriats all the proceeds in the commercial vessel psssertger account to eny public 
purpose.

Additionttily , AS 43.52 23C{6) concerns receipt of an appropriation, not receipt of 
a grant. The funds for the legsalatf >e qmn s  isted In Appendk A of the preliminary audit 
report were appropriated prsor to N eve-bar 1, 2010 and would not fall within tie  
guidance of AS 43,52.230(o). The legsoiatr.e grant for the Ketchikan Pfvr e r  jda project 
was funded by a re-appropriation of the appropriation made in Sec. f C 43, SLA. 
2010, page 150, lines 12-14 for the Berth IV traffic signal. SLA 2014, h 1 v, Sec 42. 
The original appropriation was made Prior to the OGtofesr 31 effective date of AS 
43.52.230(3). Si.A 2010 Ch. 101, Sec. 14. it was not, therefore. withm the guidelines of 
thse statute. The re-appropriation did not involve any of the remainmg tax proceeds that 
the Altorrtey Genera! stated AS 43.52.230(8) encouraged the lepislature to use to 
support poiltica! subdivisions with emerging ports.
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Add t!C3"silv. th® Cily mcelived an appmpriatson of $5,000,000 for the Port of 
Kstc^Kdn s Bedhs I and IS fteplacartiiant Profect irt 2011, SLA 2011 Ch. 5, Sec. 1, pagB 
W  lines 24“2&, the  Cty also received an appropriaSion of $?,OCOu“ j  far the same 
atAj^rt !> 20fo SL4 20 '2 , Ch, 17, Sec. 1, page 27, ines 31- / t oygh these
»pp ap anuns'A'O’e made within AS 43,S2,230(e) time window, the u j  q source was 
the Genera, Fund and they were, therefors. not showrs in Appendix A or me preliminary 
cud t report. The previous appropriations n  r  above were from CPV furtds. These 
facts show that the Legislature has prope v oliowed AS 43,52.230(e). AppropFiatioft.a 
Including rs-appropriations, which did nu i jofve the proceads ramaining on the 
statute's effective date, were made from CPV funds. Appropriations for port and I 
projects made after that date were made from general furtds.

funds that 
grants as

Based an the above facts, the City was eiglbSs to receive the 
appropriated to it. Even if AS 43.52.23Q(e) applied to the rsoeiipl 

opposed to appropriation and even if it applied to the re-apprspriation for t:
Pr n A ade project the appropriations were proper. As pointed out by Attorney General 
S uiK a ha funds were avaiiable for any public purpose end were appropriated by 
leg iat enactms

Although a  minor narrative point, I would iastiy note that Page 12 of the 
preliminary audit report descrtfaes the City's ■waterfront promenade as *a walking path 
that will extend more than one mile frorri: the dock to the historical district, thereby 
allowing cruise ship passengers to safely and easily access local attractions," in order to 
be consistant with the description of the watedronl promenaoe detailed on Page 20 of 
the report, 1 suggest that the language be revised to read h . . to corrtpiete cor 
of the Ketchikan Promenade which is a more than one mile long walking path 
connects the four cruise ship berths to each other and to the nearby historical d’slr.ot, 
thereby allowing cruise ship passengers to safely and eaely access locai attractions'

In ciosing. the Legislative Budget and Audit Committee's confidential preliminary 
audit report cleariy finds that

. . shared t, < > enues spent by comrnunitles to
improve port ‘a< lit os and harbor infrastructure wars 
expended in o-»mf !i. nee with State law'; and

(2 ) ", . , the unspent baianoo of shared taxes 
determined to be reasonabl® based on community 
efforts to initiate or ooropiets CPV projects. 
Furthermore the audit concluded that unexpendsd CPV 
grants are supported by ongoing prc|ects."

lile the report cites minor deficlonc e qarding the use and/or ailooatlon of CPV 
ds by certain comrnunitles. it offers no ru if e  documentatiort that the Department of 

Commsrce, Comrrtunity and Economic u  eopm ent and Deparlmerit tf 
Commern a P>assenger Vessel Tax Progra being improperly managed or ■ 
funds are oemg wilfully expended in a ma m  si is Inco.oslstent with the caiginal intent 

ature.

Specific to the City of Ketchikan, I believe the preiimlrmry audit report clearly 
demonstrates that the City has been and will contmue to be a good steward of the Stats

A LA S K A  STAI'E LEG iSLAl'UR E, D IV IS IO N  OF LEGISLAI'IVE A U D IT COVIESERCIAL PASSENGER VESSEL TAX P R O G R A M , AC N  0 4 -3 0 0 8 S 0 6

CBJ185251

Exhibit BY
Page 62 of 88

Case 1:16-cv-00008-HRH   Document 120-25   Filed 02/09/18   Page 62 of 88



CPV rsvenues that it receives, 
expanded for facilities and services I 
passengers. The City attempts to foster ar nngn 
siipystr^ repressntalives. in order to m:ake cerai i that funds am expended in a manogr 
that meets the needs of cruise ship yisitom to Aiaska and the comrnunify that 
enthusiasticaily hosts them year after year.

Should you haw© m y  questions on this matter, pi&ass do not hesitate to contact
me

City strh/sr to rn"ure that Its share of CPV funds are 
sctiy henefir crusac ships and their respective 

coiiaborgtive relationship with

Very truly yours.

.ye ^

Karl R. Asryinn
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Agency Response from the Ketchikan Gateway Borough

m m F m m r u i .  rm m  p m  m s  s 4 .s & s & f

\ ■ KETCHIKAN GATEWAY BOROUGH
IW  fim kvanm. Suae 2m Ketehik», kmm 99901 

:» Ts3eplri»r*; ® Fsk |992i 22S-60S4
CSffic® of the tomwgh Msaagef

iVlsreh 30, 201:6

Ms. !<:ris Cy^tts, CPA, QSA
tggsslative Auditor
Alaska State :Legtsiatufe
i I'giaiatA/e Budget and .Audit Commfltee
DV't on of tegfetative .Audit
P.O. Box 113300
Junsat!, .Aia-ska 998ll'33QQ

ifte:: OivlsiwR o f le g is ls tiw  Audit Prellminerv Audit Aeport Cooimerclul Psssengsr ¥©sa®l Tast 
Wmgmm

Dear Ms, Curti:?-

This responds to the preiim iriiar/ Audit dspott -  Department Of Cotmnerce, Commmity, and Bconsmk 
DevektpmenttmdOepartnmtt Of Aeveritm - Commereial Passenger Vessel 7m Program, prepared by the 
Alaska Division o f legislative .Audit IF-ebruarv 29,2016}, hereafter "CPVAutdtf

The CPV Audit examines expeediftures of State-shared CPV tax proceeds from 2007 t:hropgh fiscai Year 
2015 by the iCetcbikao Gateway Borough (hereafter "Borough"}, other mwitdpai govemraerds, .asid the 
State o f ,Ale.sk0 .

On page 2.3, the CPV Audit sA&tes:

We irec:om:me:nd the Ketchik:ari: G atdw iy borough fflafiagement eosure CPV shared tax 
fevanues are used only for aitoerabte pu;rpose:s. FurtheffriQire, we recommend the 
managemsm: davejop a cost aiiocation methodoiogy to suppart the use of CBV shared 
taxes to pay for munsictpal services that appropriately allocates costs between CPV and 
ncm-CI’V services.

The CPV observed on pape^ 4 nd s thx xt^atembet 2 <10 uyisla r>- e al otemotandwu
‘'csirtioins ag'jtsibt jp c tiii i<f tlseCPVl.^ „n  ,.e w ai 'iperrfttuu rrtd t re fete co rt ta  e exgmptes where a 
tax was dIeL-med unaliowable because it t.as ostd tor ncti (-a,..jel putp„.,es. ihe cAVAodfr aotss that 
the :memo went on to  state that, “ [t]be Supreme Court held tha t a levy is reasonable ' i f  i t  {2} ts bosed on 
(i fa ir  approximation of me [o fj the fad ilties, [2} is nQtexpessive in relation to the benefits conferred, and 
{3} dam not dsserminate agomst iaterstate commBrce,"'

The Borough, o f course, agrees w ith  the first recontmendatioff! in the CPV Audit that the Borough <uust 
ensure: that CIW shared tax revenues are properly :S:pe:.it. The Borough m3 lntalr!:5 the position th.at
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iMs. Kris Cisrris, CPA, Ĉ SA 
iviareft 30, 2016 
Page 2

e^psndkyres o f CPV fuods by fhe fiorough dormg the period covered by the CPV Audit have beett proper 
and have reflected a fa ir approximatfosi of ose o f ttie  faciiitles and services by crutse passengers. Those 
cost aliocattons were noli: excessfve considering the benefits conferred.

The second reeommeRclation Oifges he Se ough to develop a cost afbcation metfsodotogy. in fact, the 
BOROogh developed a CPV-cost siinrat n method for TV 20X3. Det,a!b o f that co.st aibcatlon tTiedel 
were provided to the Division o f I  f isia t e .Andil last yeard The model was partiady uti!«ed by the 
Boroagh in F t 2013, F f 2014, and FY 2 IS it  is ncstsworthy tha t a review o f the Borough's eKpenditures 
o f CFV tax proceeds during that tim e fra rw  ied the .Alaska Department o f Comrnerce, Community, and 
Economic Dsveiopmerit to report, t ie  h e  Ketchikan Gateway Borough uses an anaiytlcal approach to 
spending Commercial Passtsngar V s, f I  ̂ ise Tax |CPV| revenue." The Department reported further 
that the Borough "use.s CPV reveour> p an rhy for passengar safety and enhanced passenger servicssl'

The cost atiocation ntadel was fully implernented by the Borough in f ' i  2016, It is expected that the 
model will continue to be used in future years, with frequent updates to the data to ensure fairness. 
The TV 2016 aifecation was conservativs ■”  ,SOfi o f tbe: rpte supported by the imp,aet analysis (except in 
the case o f partJcuiar services such as the free downtown passenger sbyttle operated exciusively ter 
cruise pansenggfs|. The figure proposed for FT 2Q17 Is evers more conservetive -  33% o f the rste 
supposrted by the irapact analysis fagaio, with exceptions fo r special projects such a,s the passgnger 
shuttle|.

The rriethodology fu lly fmptemented by the Borough in FY 2016 Is similar to (but more coosnvjtw r 
th,0ni the Oine used by the Municipality o f Sksgway,^ The Skagvray model was exBmtned in the Cf u A id f 
and was characterfeed on page 21 o f the CPV Audit as "an ob jtcfive basi.s, for using CPV funds f-^r 
municipal opdratloris," Other than tafeing a nriore conservative approach, the Borough's current n et cu 
s.s functiotsally Ipsdististguishabie from  the Skagway methodokigy which is sound and was viewed 
favorably by the Oivisiori o f Le|lslatlve Audit,

In the upcoming fiscal year, bEgmnmg July :1, 2016, the Borough w ill siso  ̂institute measures (e.g,, careful 
i rdi fc 0 fi I ¥ time, update; rrf transit iunmi ip an,^lysis e tr j to U'l, unont that the cost 

all ra fi in ■> r te son t igs to  reflects proper CPI related KApendttufPa Effort n  1 continue to ensure 
' t  lP x  c s ra en I are used only fo r allowabte purposes,

A rrrore detailed re:sporssEto the CPV Audit follows.

" On Jurie 30, 20:13,1 pravlded Ms, Brittany .Ahboti,, .Audrtsr i;n Charge o f the CPVAiseCt, w ith  details o f the 
S t ost-allocatian methodolragy outlined in my 22-page m emo j  i  s the  Ketchikan Sateway Borough
te a tssembly OH: Decsmfesf 3-0, 2031, The 12 M a ehm e u ts re fe  a that;.msmomndum,, cofnprising 
,13 j rere also provided to  :kl5, A bbott,

' t h e  C i t /a n d  grro !  go of Ip seat siiO uses a i indn n x le n o  a l h c s t n !  i i t s t n u r  j ni i t  ss a r l
! is tj ■rt ;<j me . n e l e i e . i  l i i t i i t s a , !  w t o r  p omn c ■'ct.sause Tonoag ! e a 1 U C t
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L ftt;Q.uroT roR b o ro u g h  sespoj^sc t o  th e  cp i/ u d it

The CPKAtfdsT was traftsaiittscl to the Borough in a tetter from you datedi March 21, 2016, Vour ietter 
inriicaies that the Legislative Budget and Audit Committee has requested a written response from the 
Borough by April 7, 2016, regarchni the Report Cortdusions as wefij as the Ftndmgs sod; 
ftecommeodatfons,

Vou requested that the Borough clearly state in its response whether ft agrees er disagrees w ith any 
recommeodatiprss in the CPV Audit specific tO: the Ketchikan Gateway Borough. Further, yey indicated 
that if  the iSofoisih eoncors w ith a recommersdation, that the Boroogh should indicate the methods 
pi.anned for implementation o f the recomroeodatiion and the scheduled completion date, You alsO' 
astedi that the Borough eKpiain any feasorw for disagregment if it did not concur with a 
recqmmiendatioo.

The foliowif'ig respQ'fids to  those requests.

h  CPVAUi f f t  > MGS AND RtCOVlfvU - Tm, -  . - t j .  . i r c j , 'J c A ' ' sVAY SOROyOH

22 “  2.3 o f the CPV Audit states the folkswirig with regard to the tetchikan Gateway Borougb;

Kntchikart Cat"\vay Boroogh .funded a pertion o f general tr.so,sit, airport, and other 
mi. tiicip ii ^ujviu s w ith CPS' shared taxes w ithout spedficaiiy idervtifying the related CPV 
e vfre, ref du ed to the vessels and passengers. Borough rfianagement provided 

anecootal evidence regardlRg the imp.a£t that vessei.s and passengers have on the 
tsoraygh as support fo r the use o f CPV shared taxes,

Nl.an3gemer!t beiteves the CPV fursded expe iJilure^ .are altosvahle per state statute. 
Martagemerrt has not developed a cost aiiocat "u  methodalogy to support paying 
municipal .services w ith CPV revenues besause, per management, the costs of do if!| so 
ere not: oiteA'slghed hy the benefits.

ISummary o f AS «,52,23G fbf and 33 USC 5(bH2) lim iting the use o f CPV shared taxes]

Cruise ship port < " "  ' ipact the general operatians o f the commum'tiss visited.
However, the extent 3 rh n  nperaticmai costs were increased es a result o f vessels attd 
passengers was n fc rtit cd Consspuentfy, auditors could not verllV that the CPV 
expenditures were fo r an allowable ipurpose per statute. By not spedficaiiy justif>'lng 
th f o f CPV shamP raxp., in terms o f betiefitin® vessels Dr ves.s.sl passangsrs 'with 
.b jc d n  a sopj o i l  i> 1 d! o w jb iiity  o f the CIPV t.ax rrtay he questioned..

We recommend the Ketdhifetn Gateway Borough management snsure CBV shared fax 
revenues are used only for .allowable purprases, Furt.herm.ore, 'we recommend the 
management develop a cost ilioca tion m etbobote iy to  sopport the use o f CPV share
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tawss to pay for municipaf services tPat appropriately aiiocstes costs betsveeo CPV an 
fiOP'CPV services.

THP CPV A U O rr RPCOGNIZPD t h a t  CRU5E SWP PORT C.AUS GPTATi,V IMPACT THE

The Sorough coficurs svith the corKlusitari on page 23 o f the CPV Audit that "crylse ship port, calls greatiy 
impact the general operations" o f the Soroygh.

To .be more apecPic di-tirig the period covered by the audit, S.SSS.ITS cruise paasen|ers who paid CPV 
taxes visited the fe ‘ rh ikar Gats'way Boroy|h. The arsnyal average -  7&3,132 cruise passeegers ~ is 
tfiore thart 5!i tstnus lh>' re t dent Borough population o f 13,778, The figure for 701S was esfirnatstt to be 
892,100 patsingi.rs -  no, riy 3:5 times the population.

The Ketchikan Gstewsy Borough wekome.s every cruise ship visitor, and strives tQ: ertsow th.at thnae 
:p3.ssengefs .are sveil served by the 0orou,gh, Tourism is a critical comiaonent of Ketchikan’s ecoriomy.

Mas FDR 8

The CPV Amfit found that transd a ri*»rt ntid otnor municipal services were funded with CPV shared 
taxes w ithout specifically idenidyir^ th<- «•'«»<■ ti CPV «crvjces renderad to the vessels and passengers.

The Boiraygh strongly disagrees with the statement: in the CPV Audit that "Borough menagenient 
provided ;[orjly| soecdotai evtdetrce reg.arding the irnpact that vessels srtd :pas:setife;rs have on the
borough as support for the use of CPV shared ta>:es," As noted above, detssls were provided to the
Oi¥isio« o f legisia: ve Audit^regarding the eorough’s cost ailsc ri n method whch aiisd: o:n ubjectwe 
date to cortservot vcly determfne appropriate fundlrtg ieveis. i i v ro  f lly Irnplertsented :in
FY2016. Whilf' the model was only partially tmpiemented t  the pi n< r uee ye:ars, the .Alaska 
Department o f Commerce, Cbm:munlty, and EconomiE DeveSopmem nortHthek= found that the 
Borough ysed an anaiytical approach to spending CPV funds arid tha t those rm* were used: by the 
Borough: priusariiy for Cruise passerrger safety and enhanced psssertger services.

It is ®sa:enh8:i to  put the Borough's CBV sxpeAditures in perspective. Over the hine-year psriod covefod 
by the ^"PVAu(i<* r h ' ’ rov^nres paid for':

» n j f  Bo uu„h T c-nsit costs;
® ’  a f boro gh /  rport costs; and:
«: l,v » j o f tn.e cosf:s of i l l  other services: hy the Bo:rou|:h;^

A :rnora detailed review o f CBV expenditures tsy the Borough fofbws.

* For puFpuses of tb:i.s review, "all other services by the Baro:iigh" efsrtudes the cast of e:ds.!£:atlo:n. tf edocatlo:n were 
i:ricluded, the perrontage of CPV funds ussd fo:r ether services would :dro:p from 1,9% to Snss tfisn 1 pi:rr;eRt,
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Empirscal data regarding ridersOip on Somugh: buses ciearty iilsistrates that the Borough's altoestions of 
CPV fiynds for transit operations are unessstiabie.

Cruise ships visited Ketehikart on 144 
days {40% o f the yearj during the 
MaySeptensber lO lS  cruise season. 
The Ketchikan Visitors bureau 
sstimates tha t 892,100 eroise 
passengers visS*-' ‘' - ‘ "hikan during 
that time. That ;o an averaie:
o f 6,195 visitor! !sch o f those
144 days-

Cs -hn ’vn In thp graph to  the right 
'c f i i f tn e  FT 2010 and "Y 2011 
n j» f  hip rats, transn ndet hip rriore 
tfar? daubiSd when there 'wese 4,0Q0 
to  S,9S9 cruise passen|er$ present. 
On the b i d  c lix . ship days, 
ridership fisii ted Ii  ̂ih d  tvvo: and 
one-half fim he <,i Hu’' e of focai riders.

Local ftidorshlp & Number o f Cruise Passengers Per :Day

No Borough service is rttore heavity smipacted by the cruise industry than traris.jt. Through Its Transit 
Oapartment, the Bcr>u h operates a free downtown shutti-^ during The cruise ship season. Th® 
downtown shuttle Is dr g m  and operated exciijsiyeiy fo r  tNe Tcneht o» cr tiss ship passengers. Cruise
psssengers sisa make rnsue use o f the Borough's general transit sf^isi

The Roto ugh is i H ghte to oft i i-ciass 
- isu aefvice to c ,.fse pas e One 

w d d y  used cr use pateeng r p rt guide 
describes the Borough's frsrssit service for 
Cfuisn passnngrTS a*id rompares that service 
to seu'ici-s iiffe ierl ir  T-.sfop Miassachusetts, 
Newport Bhode siard Greeci, Irelarid, Italy, 
and Fra I It® as fuiluws.

Campamd with Mher ports, Ketchikan puhik: buses 
offe t a pt i louteuobV <- r n  nt hi m  f < fo r 
cruise fj«sr"«y f I he ou-e'- p iik  u , po>,se> p ms pt 
cruisB shim ottd te rn  them m MLi a f the m m s t sites 
okvip P?e IS rl?.?lp m m ii  lt>m PanidVif's tefoifer ,vvste

The ICgtchlbM B Is ynloue Compared with Other Cruise

In most cruise ports, it's s hsssle geffin|. from the ship to  the pubiic bits system to visit 
tourist sites. Use o f the pybtle buses often involves a lo t of walking and time consumirtg,
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complex bus corinecttoris. Also, Use bus system, schedule, iQcation tsf stops, sod 
connections can be confusing for the first time visitor.

Cruise p"sserteet s vrr rrt .e simple, roliahle 1 s' t e r re i ti. n hetween the ship and teurlst 
sites. To s ldcei': tuis need, most ports or t uise ips pt..v!de a direct bus from tbs ship 
to the rr ain t.,uri^t ajea.

Selsw is a tabyiar summary fo r sewsrai cruise ports shoswing tbs cost and distance 
traveied by the direct bos froro the ship's dock to the main tourist area. Set? roy ptsrt. 
g«!.des for details:

® Sostors, MA = $ IS  rounrf-tfip, 3 miles tô  Faneulil H.ali
® hlewport At ® $ 6/day, 3.8 mile loop through do'#ntown to  the mansfens and 

cliffAs'aih w ith 6 .steps,
® u i  <. Greece-$  10 ruurvd-trip, X..4 ftdies ts  the center csft.owrs.
*  jb  m ireiand ~ $ 16 found.-!rl:p, 4 miles to. Trimty College in certter city,
® ! amn (Florence/Plsal Italy = $ 10 rourtd-tflp, .5 msiles to certter city tivoroo,

! t  c! Municipto,
® -ijjjjv -eifle, France: -  $ 20-:30 roond-irlp, S miles to eerster city, Vieu;:< :'Port,
® Kc hi! HI:, AK = S 1 adult, SO cents serslor/rlde, 16-miie rcsute to A ll, tourist site:s

/d h  '4 Pops!

Compared w ith other port.$, Ketohfkap pubiic buses offer a phefismeriatly convenient 
bos route for crutsc pjisengers! The buses pick up pass;engers at cruise ships and tate: 
them to: A l l  of th® toursst sites along fb.e 16-mile coast! to addition to being cwwenierst, 
the ipufelic :bu:s in Kut'-hii an is d irt eheapf^

The Ket,.h Fan ii t«tr<d«wn<»l A irport (hereafter “A irp o rt'; .* the fifth  buslesi: .airport in Masks.
Airpo‘ t, (VP'tT opLrated by the horough, serves an estimate.d 352,000 persoris annuailv’.

The

Of tnosi * Olid m d»nfuals, >i imateiJ that 2.84 A  ̂ -t ti n : o:r departii^ crofse ship passengers 
aw  * ■* an iu iig  Of deprrtiug t uist s> tp e re* rti-m  ie The sum erf those figures, 3.41%,
excesij*: t  e 2 y > of Bo sugh A tpo f ..ust 1 1 d have ! t rs uudeb with CAV strared taxes dttrlng the 
:fVtu<> ,1 or pwiii,J ..red by the auort.

" See 4e.fcii(tori Alaska Pan Csuide at I 
r- Mtep. <

SourC'S:: ketschlkan: intemstiorta:! AifpW't Manegaf Ifvtarch 2S, .t'Olfi],
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Impacts from th»> rrtrf*i» in iiK itrv  m=»y no t always be maillly apparent o r direct. This may be the case 
w ith the Airport i pa iti olai b re igh  Asrpoj't: femes ttansport passersggrs In a cross-traffic p ite in  
crttsbgh ars extse <s / e rg  ‘•teJ a =a o f Tciftgass Narrows, Viftuaily every orw of the rrtore th n o 6 
m .littfi cruise ptiSjCrt^,Lr,s that. r i j iL a  Ketchikah during the period covered by the CPV AisAit pa-^ed 
fi-roegh this coti|est@d eneiroumeht, Hundred:! of thousand:? of those cruise passerifers e:nJoyed 
fitghtseeiog adventures on float planes and fishing chafters a!,so operatfng In this con,gi.st®d 
environment,

Ourirti the 144-etay orulse season in 20I.S, the A irport ferry made 9,216 crossings -  7,344 (80341 of which 
ware durin;g periods o f intense congestton. The Airport ferries must he melntslned to  dgaraia 
d S Coast Guafd ‘Standards, and the crews are well trairied to ensure not only the safety and comfort o f 
•nv p.s-snng! rs r n  f t v'  ferries (some of whom: are crylse passengersi, but. those in the con:ge.sted 
enau rn ire 'e  m whir i they opwate, many of whom are cruise passengm.

In addition to  routioe :Op:efati.QflS., the AirpOit m:ijst be ready In times o f need to serve cruise passersgers. 
Far evamp! i ' uimated ttsat at least 25 cruise ship passengecs :or crew members are medevaced 
from  the Kef h ! lnteroati:onat Airport each y:®af.*’ That, is an avs:ra|e o f nearly two cruise-relatsd 
modevscs aa a g rk  during the S-month :cruise ssason.

Whsin th -( mis ^itune strifes c m;e passengers, the A irport is a critical resource At osample... nine 
xl o a f  igl tsseing plane w 'h  silrse :aboard crashed 2:0 m iss :ftortlmast o f heroh iku . During the 

I i l l  de « red ai „fdf}, Oi Borough Airport Manager was et^aged as part o f , coordinated 
Ti ly  f rr f rreocy response Including the Hospftat command and caregivers,

The Borough A lrpa ' Msnagf^i and his staff mads sxcspiun), l , j , ‘’ (rr"ocat!on:S Fd tf 51 n 1 tf;j the tragic 
crash :iast ye,ar tv  assistf -g the tafniiie.s cd Ihe victims, iio  Cn. Pnuol a< d ttf >s duttn tl c search aftd 
subsoquerst recuv-ry c 'ro t t i Ldter, durifig the fotmai tuves'g tfuu ftf fe Ire,, i f  the Airport 
provliderJ equipment fo r use by a five-rtt am bet htgh-tevel team of r-jattofiu "'ran'oor*a ion Safety Board 
officials from Alaska and Washington:, O.C,

Artofber exaftip:!® of the AirpOirr's. crttica:! role itr servtug the c:rui:se iifris t r  n i r i  need occurred in
2013 when :mecbantcil pr:obie:ms aboard a SSS-foot cruise ship ca ed the latiou: :of a cruise at
Ketchiban, As s result, an estimated 2,138 cftrise passertgers were :st f tii J s K<-tct ikan for three days. 
The cruise Hne ctiartefed upwards to  twenty planes and utilKcd the t ilit( . at the Airport m h r r /  fhe 
passengers from !teT**tkan to  Anchorage, A irport staff made tr  udinary arrangemc* t a-d 
accommodations to iaciiita te the screening and boarding o f those extrs 2,138 passengers In a idu cwi to 
rowtln:i daily operatiior!,s.

As an aside, during the strafsded cruise ship Incitteut, Bsyirough schools and recreationa! facilities were 
offered to assist in the care and com fort o f those cruise passengers that were stranded, AddHtional
accommod:3tio:n.s by the Bo:roogh' 5 trartsit operations were also offered.

‘hibid.
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Sn July and August 2002. there were twO' separate trsgfc crashes luvoSv in i the deaths of 5 people in 
Iricidsint, some e l svbom were cnhse ship passengers en fiightseeing toyrs.

If the Airport were ever unprepared to address the needs of cruise passengers and crew in roehne 
operations op particpigriy in tirrses of irs iedy , chitsclsm that more CPV funding had net been provided 
fc f the Airpoift couid be expected.

impacts o f the cruise industry don 't occur strictly dorlpg the five-month cruise season, Borougli staff 
must train and be ready for a!i cootsngerideS: Much o f that training occurs dufiug the seven months 
from n rtr ib e r throuFh Aarii borough Airport police as'd firefighters yndergo rigarous training. Last 
wet-f f  r e^a spin Atrp n i staff was afflong the 33 law tiv fo rtu i lerit officers and first responders from 
10 il t f  u e r t  ie^e si st„m  and iocat agencies n  -Nuut Ann that cerrse togetber fo r a two-ttey anti- 
tc f, L.rjjr[! tra.nmg Lxercise,

Use i f  rp v  funds to suppoil: Airport 'y iu i io n t A leg Jimatr Th- ro'-'-n«atwe percentafe of ''t>V fu id ' 
ter " rpart "paratioris over the m iH ye t arrdrt p-nnd i t i  v t:, hum  ity and value for < a-f rj It u.t 
f iu p r tJ  g c i the breadth of servrtcm aui, Lfitua r aiu e j f  t i i -  acdty As noted ebove pr«p rc ttic  n 
cr

S iL J iiiL jm tL M m m m m a  la & a s trm m  fQL C m m ..P m m m & :M s M x .m lls b m a jlP m m s m r.
LiMtS.

in 2014, tire Alaska Department o f Comtrterce, Community, and EconomfC Deveioprnent {OCCED| 
prepared a 42-page re p o rrto  the Govgrnor, isgislatutA, end public titled Commercial Pssssngsr Vesssi 
fecfeg Tm: Cotnm m ify Needs, Priantles, Shared Revenue, and Expendftares -  Rsm l Yean 2007 -  2Q14 
[hereafter *'OCC£D R epo rfk  th e  requirement for tha t report is noted Osn page 3. of the CPV Audit

The DCCED Deport reviewed expenditures o l CAM tax proceeds for Flscist Years 2007 -- 2014 nu > ,,eaf 
less thgn the nine-year period imviewsd by the CPV Audit), The DCCED Aeporf, wftich is n  qi reJ by 
AS 43.S2.260, addressed the projected needs o f communities to safely end efficiently host pa. senders 
that pay CPV taxes and the extent to  vvhtd-i CPV tax proceeds h.ave been used to  defray the cost o f those 
needs.

With regard to the Ketchikan Gateway Soraygh''s expsfidltMres of CPV tax proceeds, the DCCED Rspart 
stated as follows on page 22 :

The Ketchikan r i t c w a r  Br rt vgli t es rn  rn a V  ral i|iproach to  spending Commercial 
Passenger Ve,s fi K  u i I > [t hV) -„p n  m Dsiana ni al bis.h, the borough detim ilnes 
[15 the co.sts f (nair u  timp nf as'- > ctuie rh * -u  ire passengers and crew reiy heavily 
upon and (2| o 'tv  i f ceis < i irg  putitc s-rc -.e to the passengers and crew. The borough 
appostioos tfte^e Eostv teSwaen nmdcn!: m d  v t o r s  based on the ir proportion of
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Ms. Kris CurtiS, CRA, CISA 
March 30, 2Q36 
Page 9

overaii tssg, Bore ' i ' f f  completes the analvsis aod rrtahes rr vij iir "r i vhotss for 
ertperiding rei;eriii t e borotigh asssmbly. The Ketchikan GatSi; v Boro jgS Assembly 
hears pubiic cooom nr cn proposed expeneiitufes and makes the f in i  der s n i  on how 
to spend the CPV .  --------

On page 23, the DCCfO fiepvrt stated:

The ketdWter! Gateway Borough uses CPV shared fsvenye to  cover the costs of 
deJiver'ing services and maiotaWng irifrastruaure for the benefit o f the cruise industry.
The borough uses CPV revenue prirnatily fo r passenger safety and nih m rrd  p ,ss->nger 
sr it t .  Examples o f etpendsferes inciudA upgrades to the boi 'imiVs r nust system,
! on mJ w e ithe r siteitors, and passenger enhancement prpjscts th rou g i .he KetchAan 
V is tor Bureau, pedestrian safety upgrades (i.e, syaiktyay ifflprovurnerp. shc~‘t dusms g 
improvgrtientsl, emergency senrices upgrades such as iocatar beacons for trail use, asnd 
emergency services response materiets and eqolpment.

Beyofld d pott addressed e ifife r, tb® Borough providas n u d e  o f other
Sfctfvice tl n  s Se h | p a , g e r s ,  crew memhers, and vessels: The folio rr s somnrary of 
the specMit services csltersd by the ketchikan Gateway Borough, included are e^aroples. of the manner 
in which services benefit the cruise imfuswV:

Airport |ar03svsdra| ■ AdJjusseJ Is detail above
Animal Control {areawids 
service):

Through its ar im h L'-utro *,et\!t.es, the Soroogh lieefises and permits 
a i'im iis  p itvidrs to lirpi-onRment o f ■animals, rabies o-onlTol, 
■'“ spouse to  dartggroi, s an rtmP, restraint sal' .animals, and psjbllc 
'in sanccs Cr’yls.e passengers te n e f t from dfiigent anlm.ali control 
effvi , m viuJitg fog w s c LOEstrol and leash laws in the downtown 
u  tv t!).- ate r rrt ong > ted whe-t ships are in porl-

Decks (servics provided on a 
service area basis)

The S-'rongl' mam ai decss on a sero re area basis. Any uss o f the 
service .area docks by oPv passeogers is de miriltrsia, Thys, ocma o f the 
dock servi'Ce area costs are fortded with CPV tax proceeds.

Eccnvmie dr.-vcloprrtcni 
{areawidel

Throygh its economic dgvelopmerit power, the Borough estshiished 
and op'Srates the Herring Co’ve Tourism Management Program to 
■ensure the heallh, safety and welfare o f visitors. See KGBC 4,,1:'7,010 -  
090.

Edycetiert fereswide) The S'Ofotsgb opete'tes an areawide system :of pubiic schp'ols. Any use 
o f the school: faciiities by CPV passengers or cresv is de mirsirnis. Thus, 
none o f the @duc.ation costs a:r:e funded w ith CPV tax proceeds:.
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Ms. Kris CUirtis, CPA, CISA 
March 30, 2QiS 
Page 10

Emergencv' Medical Servicss 
Iprovldsd OR a service af&a 
basis)

Many hundreds of thoosarsds of cruise passengers utilise areas in 
which the Bofoogh provides erfjergentv medtcai services, in the event 
o f a rtsedicsi emargeney, Borough staff -  trajrted and eqiuipped by the 
B 1 oM'ii ~ respond, Thr service o:rea emargetKv s n ice providers 
h ve n wiual aid ag'-ee,nests w ith  ether EMS p u\ 8 - 0= rt Ketdiikeu, 
I f  u‘ n e service areo IMS p'oviclers may be called up u to serve any 
of the nearly 900,BOO cruise passengers tha t visit KctchKan annually.

R F re tn t provided oo a 
sc a Oa !*■)

Each year, several hundreds of thousands of cru se j; asseingers utllite  
areas in which the Boro s i r  ides fire protertion seadces, in the 
event of a fire-related e r et e y, Besroogh staff respond. As is tfie 
ease w ith erneriency m ScU sentices, the service area fire 
departments have mutual d aTesnnierits with other fire departments 
in Ketchikan:, Thus, th-a n rea fire dsipsritments m,ay be i ailed 
upon i s 1 nv o f the nssarly 900,000 rvuise passengers tlw f vs.i' 
Ketch kai n idv

ia iid  ti^e [HiJMrati 'n J tn^g-<v JeS The he c^ I I  issues appraximatsly IS  triennial cenditlonai use 
permits {LUA,s| 'lor c f 'ts r  industry rei,a'ted concessionaires,; f2| 
conducts annus! reviews Py f'lciinins, Oepaitment staff of each o f the 
CL 0 cruise indostrv e at«d '■oacessionalres.;: (3) issues sign 
p 11 s tor cruise indu.sS:ry related buslriesses; (4) issues ronlag 
p 1 M r cryise hidystry related bustnetses.; and {S) respunds to 
t! q i re  a id  roiuplaints .-sLsout ,signsge and ton iiig  permit issues 
ii 1 ! Liu.fm sics t l  at > atve cruise passengers.

Library {eonareawsde service) The Boraugl tm vR lf  ̂ titra ry  sertf'tces on a nonareawids hasts. The 
library is visited oy cruise pa,ssengers th,at y tilite  wireless services and 
o tlie r s#rv!es.s.

Muntctpal pfartoing liarepwidel The Borsugh: (ijmanagss CPV grants {p p ^rant agrssfTiients, 
monitors progress q f ira m  projects, proces e a repussts, prepares 
repoftsl; (2J initiated the Hopkins Alley P t  to n  Rtoject which 
includes inipraving infrasiruclure con ie itm n  Ketchikan's Cruise Bbip 
Berth IV' and the dowrrtown area and {3i sevalops .and unpLvr’en's 
the 8ofo«|h''s csreprehetvslve muhi lOii p iju  as m-si d teu ,.v 
AS:29.-h0.02Q ■" CBf), w ith particular > iter Uof to the tou riiin  ird i s > 
l i d  i4) idi nttfm rn n-^eo'- sf ruu i w sh -rs , "d  projects 1 ugne i to 
serve crwse nw pa sert^ s as i  "(ew

Parks and Pecreatton 
(areawide)

T ie  Bo "u  h 1 111 *dv parks and tc i eation facilities w h ld i r u u b l  >d 
by cm e pu ‘-e ig e t . n r n i s -  hi rtyy members.

Road: msiFitenarKS fservics 
provided on a service area 
basis)

Tne Bomugh mamtams a number f roads on a service area basis, 
Sors-e of tpe service area j i s r > used by the cruise industry, 
hnvtp-'er ■'re use Is not sign ii 11 Thius, none of the road service 
area costs are funded'w ith CPV p iceeds.
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H
iSotid waste irt.rmereaw!de 
servicel

Through its solid waste powers, the Borough works to ensure 
environmeBtaiiv sound coiiection aftd/or disposai o f soSiri wBste. 
Domg so add « F ftih and safety o f cruise passengers.

Tax .Assessnvent fareawide) The Borou F a  t  rnxafale properp/ in accordance w ith State Saw. 
No portion f i  « r ) e is funded w ith CPV funds.
Addressed in detad above.

Wasmwatcr Roguiatson
(nOiWie. Vi. id" 'S  !

Tba Bom ufh exercises wastew.Rter powers to protect pubfc heaiff!. 
fbairitain ertvirorimemai quaiity, preserve property values, promote 
economic development, and meet the community land use goals of 
the Borough, While cruise passengers arguably benefit from such 
ssfince' and whiie at i “ vs: one rAhi-r rnunieipall goverrsmifit used CPV 
funos for t u n  sereiras, rhe Borourh does not.

General government Au u a t 'j to Of nnnagemem cl th is. ar.ice* I sted above 
arc earned out through gsneral go> Af nTur t )  r pemficns of the 
Sofough.

in condLtsion., the Borough recggnijes that; it must ensu 
spsnt w ithin tba isfnits o f State and Federai ilaws.

that CPV shared: tax are properl','

Bsgmn'rij, in Ft 20JS, th r  Bcrough p< stiasliy imsplemers d a T B/-cost atinn nethof, tu 'insure that 
the appornnnnwrst n t CPV h.nds !s based on a fair i |  „rexii ■'ahon of use of t"e  factidies aitd that the 
aHocatiOfi s not axoois'vg n ssiatmn to the benefit n miarred ”  iut a'iLcalioti iootJe! was fuiiy 
impiefnensed yslng (.oi'ise!Vi,Sive riiujsures in FV 20X6 and ss proposed to be used in an even mesre 
conservative msnoe iii ? !t'7  Apart tram using a more coosorvative approach^ th i For n~hs 
method is functtonirfty ttidistingaishabl® from  the SIntgwey model which was viewed favoi bfr i » tin 
Division of Legisiative Audit.

In FY 2f i iv  and beyond, the Borough wiiii continue to cacpfytly m oriltor measures to documeRt that ths 
cost sisoi.dtio'1 model accurately refleets proper CFVvelated expeodituires. E ffem  wilt csntlnue w  
ensure that CFV tax revenues are used only fo r altowable pufposss.

Coirdiisily,

Dan Bocfehorst 
Sofough Martager
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Agency Response from the City and Borough of Sitka

■ City and Borough of Sitka
1 oil IJneo ln  Street S itka, A laska 99B35 

Comf Gtusrd G tu , USA

Mai'cfe 23, 2016

Kris Cuttis
l,eg is la ti¥e  Aacfisor
A laska D iv is ion  o f  Legis la tive A u d it
P,0, Box 113300
Jimeaii, A K  99B11A300

Dear M s, C ia iis ,

T rie C ity  asd Bosiiogri o f  S itka ( “ Sitka;") strives to  ensure t t o  any ospeHditmes o i l  o r 
reimbursemeots irons, C om ine rda l Paasmger Vessel (C F V ) excise taxes are its cosnpllastce w it l i  
Fedes'al and State law.

A  s noted o.a page 4 o f  trie DepMrtmtemS afC&mmm'CiK CamMmmtv, m t i i  E im im n ic  Bem i&pm em t 
mmd dj C b»f/«eF«v/ s i  e i \e l  hue P rogm m  i  eghks lt't: . h f J k
Kepoei dated Feba'ia 1 '*9 '’ O ib  ( “ A ik  U ") f t , e - . r h t r t  o '.essc ls  arv i l  oMab'e unde; 3 i U s e  
5 (i)t i f  such fees are olias-gea on a fa ir  and equitable ba,7>,.,r. in: on ie r to  pav the coat o f  service to sa 

iM i  11 V a r j t n i t ;  csifeaace the safet an St It i k s it i t t i '- t ,  Ir and to n  o i i  t s ir d 1.1 
Skt rap V 5Ti J th ,n ,  sm all bstrdeit o in w i ait us t )n j t c o n in c r c  h tu d  l« ib u  t t i-  
she tlw  i !!f j  b u t rs  Suprense C n a it heid tfeat a levy  on vessels is reasormble lE t i ss bas.ea os a 
a« igpn \tn5 tit > 1 n t tjse o f  faea litw '  i not excessive in  rs la tio a  to the benefits cmiferrecl., a « ! 
lo  no di t, ) lUHite against ia tc i^ t itt, satmerce.

In  Let ornmendatior " s > hr at ,ilt, eontainied on p  < t  ̂ D  '4  < n a * - r it iu n  s t w “ <, ilkU he C ity  
an J n> lu f ig li o f  S it' i  r  ced t porEioa o f  ggoer I tun tip a ! retv r t s  \n l l i  i ! '  shised te.xes 
w 'ltlio iR  spe d fic id iy  .identifyni.g trie related C F V  s« iv ii»  *■ t m K m i tn t k  vrs-yeK tu i p scngqrs. 
Siska fesponds that It uses att a lli t on tnethodoJogv ih  si it c<' i  x lcw  n w u n  We ita l ihat :siich 
.metho , 'i l  spi ivas riot requested Io  r! r I eg is la liv^ ' u  i t ie a i S i ik i r u r s  t ut rW tlH ltis c  Aud it 
re flee t" c r io r *-- made b y  S itka, ly jlo w sn g  a consistent a lloca tion  m erhoaology, to  ccm sm a iive ty  
and jn d t r  ossb' use C FV fonds lo r  rcim riiu'sem eot fb r the use a:f pub lic  fac ilities,

■Fttsm C P V  ineeptioio tl'txough Dscerabar o f  2012, S itka has «s.ed the :me:tliodology conPi.i:aed in 
A ttaebm eiit A , ,4h e.xanipk o f  the m ethodo logy u.sed d tir ing  Itaf. period is as fb liow s;

" ro v iit iin g  fo r  to d a y  ,,, p re p a rin g : fo r  fo tticvrrow
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For tlie 5 -month cm se ship season,, 50% o f Ceiiteimial Bailding expend tores, less user 
fees ch i rtO sr d O e cost of temporary wages, was retobarsed from CPV shared taxes. 
This wa*-  ̂ w d  kc! reasoBable beca-ase (a) the CentenrasI Baiktiag is located Immediately 
adjaeem to the siam access gangway where cruise .ship passengers embark and diserabarfc,; 
(h) I n e ns , ss Piwms > dy rsse the Centennial BuiMiag dtaiag cruise seasoti for 
pn i{!!t td i^ su fK ) li iti n d  tvlherserrieestand(c%£lteSTfainvisitorithQOBatiosidesk 
staixed during cruise ship pent calls is located to the lolsby o f the Centeania! Building.

Pixwn January 2013 to date, Sitfca has tracked all reinibatsable costs faough its cost accounting 
systcfr, AH costs reir’-hur-cd through CPV &nds cun bo traced back to tirac cards or oCher source 
doc)i'a(.n!.'. •"om 2f iP  Ui sort'd. R.eivabursenxents fo,r genera.! goveriuneatal purposes were .also 
sigtiilicasftiy "cJiimd nju 201..3 forward, fo r example, In at! o f calendar year 20.14. a total o f  
$6yO 'vvas reimbiirsed lo bstkaht General Fund, all o f W'toch was for police traffic enforcem®.nt 
labor, recorded on time i ireetiy related to eimiri.ng tlist vehicles did sot block
loading/unioadtog xoncs for croi.se ship passengers.

On page 24 of the Audit, the assertion is made that anditcsrs could .sot verify that CPV eci. icudhau's 
were used for an foknvabie purpcise per statute. We reter aga.hi to page four o f the andli. \\h  ch 
states foAe Umtad Stmtes Supreme Co«rt heid (kat m ievy <m vexifcfe is reasrmnMe i f  it k  itmed 
m t«f td r  ttppmxmmtimt u f  me  nf'/scr/Mes, is md excessive k i ; i t t i  ; tc tke hemefits conferred, 
ond dms not iiscrm m nte  mgmmt mterstate commerce”  T! i foit approximation is ant 
defined a*id d ''0® t 'O t inc^u'fc "t '■?fuirement that such approximatron be based on some auditable 
aJiocain u i setbodo a t n tir tains that it has based its reinibursements iTom CPV foods on
a  r. n%'‘'t.mt tho m uux v ha I w based ors a. fair approximation o f the nse of public faoiilties.

Going forward, Sitfca will ensure that all expendititres reimbursed fiom CPV fonds are supported 
by ftilly andltable documentation which can guppott the direct passenger-related purpose for which 
the original experiditu.re was .made.

Sincerely, 

Mark Gorman
Muaicipal Adrrdnistrator

Enclosum
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Revenue 
Expend ft uses 
less teraps

1/2 to cruise ship pessengecs

Fire Rgbtei/Drsver 
31.37 K 22 weeks X48 hours
Benefits 402^

Ambulance/Flrefjghler/Driver total
1 /2  to  cruise ship passengers

Police - Muitlservlcs Officer 
28.S5 X 22 weeks x 20 hours 
Benefits « m

all to cruise ship psssengei

Public Works/Streats Expendititres
10% to cruise ship passersgers

a *  total

plus fy 2 Q ll Bfimln fee % 12.44S4

PET montes sitm m or
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Agency Response from the Municipality of Skagway

nkip.tiirv A S\
> \ 'V i ! it 

Pi"! \-fJi 
Sts  ̂ ' s! i:S40

tlll-KC: iV ........... J i “?'1
If

April: 7 , 201S

Kfts Cyrtis. CPA. C 
4 ti jf' Aud itor

tf »■ cP̂ka 
i ! i"sn if Ls tji ] Hi n

c U Fr. 1 i'Or
J j r o a t .  Atv.ii.i'.d J J . j  \

m

EGfSLATlVE AUDIT
\udjt

Dear Kris Curtis;

>jy ic h iyK ,d ii/^  di*fy!!a!'gt nin-iit uii tire njjift j\  / udtl of CPV fy  T'ldftk you for 
i ■'vnnq u-- to oa totpa e  o d i ' c p t aj ^yu' hHyfus du itig /our rosessci) Thu tont aent 

ah 1 st: til p -r^pro jntj par pc >»,! h<- \ t-.,t iti ■nin J f..! ,he rutorc. Ws intend to continue to bo 
gtjid nt« var^ - "f t" r  CPV tnnd'- and do «> r best to provide for and deal with Ihs enormous 
imipacts of the cnsse ship sidustry on Skauwav

Sincereiv

bcQst A, Hahn 
Skagway Borough Manager
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Agency Response from the City of W hittier

T h e  C i t y  o f  W H i T T iE m
io

yM ‘
' Wlllkui} Sound 
4TZ,2i27 • IO:i iOiH) 427-ZAiH

A prit 7, 2016

A /% o

State o f  Alaska Bodgst and A ad lt Coiiiim ttes 

and

State o f  Alaska D iv is ion  o f Legislative A ud it 

C ity o fW ld lt ie r

Respoase te D ra ft Commercial Passenger Vessel Tax PrDgraro A ud it

issued February 29, 2016

A ud it CofiPxsl Nuiuber: 04-30083-16

To W kom  It M ay Concera;

The C ity  o f  W lth tie r jcspectftjlly  submits tfeis documeai in response to 1h& Legislative 

A ud it o f  the Conmtetuial Passenger Vessel Tax Progrstsi issued Fcferoary 29, 2016,

The C ity  o f  W la tiie r is uaisitse fa that havimg a population o f  only 220 rtsidents, the C ity  

sees annual v is ito r numbers o f  approxim ately 700,000. O f this nnmher appnw im alely 150,600 

v is ite iii arc from cruise ships. The remaHader are from  Marine High'A'ays users, tourists, and a la.rgc 

number are .Alaska resideuts who use W h ittie r as the ir access to Frittce W illiam . Scisnd,

For the C ity  o f  W hittier, C PV .funds are CTitieal fo r maintaifarag opes'atiDBS that support the 

Craise Vessel Passengers, such as Fire, P o lks , EMS asd Public Works, O ur .Public Works .are 

■critical to .craisc ships because they f i l l  w ith  water w h ile  in  W M tter, as w e ll as our Public Works 

maintaini.ug streets, trails and. in l f  astfucture that are necessary fo r cruise ship passenger eipoyment.

W h ittie r also sees a disproportionate use fa r emergency services being dedicaSed to the 

cruise sMp.s, For example., the C ity  ambitlsnees make aver 300 trips per year to .Anchorage 

h.ospitais, and nsually .fewer tban 20 o f  these tuns are fo r local residients, 'Netsrly .svery cruise ship 

Oiat clocks Iras one o r rnore passengers requiring emergcmey medical tnmsport. Likew ise our p'Olice
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provide coverage at the eraise ship term inal fo r every ship in  order to provide the passengers a safe 

A laska experience.

O n page 12 o f  the A u d it there is a reference to $3,000,000 o f  unexpended/unobligated C PV 

funds. The City has been using CPV funds for Harbor im provements, and in  2015 completed a 

$4,000,000 im provem ent project, supiported by $2,000,000 o f  C F V  funds. In  July 2015 the C ity  

C ouncil passed Resolution #59-2015 wh ich obligated an additional $4,250,000 in  C F V  funds to 

future Harbor improvements. This encumbered all existing CPV funds, and fu ture ftinds fo r  several 

years. A dd itio na lly , the C ity  C ouncil passed Resolu tion #61-2015 in  August 2015 com m itting  

$2,500,000 o f  CPV funds to a new fT ib lic  Safety fac ility . In  A p r i l o f  2016 the C ity  C ouncil 

increased this com m itm ent to $3,500,000 v ia  resolution #11-2016. This fa c ility  is m uch larger than 

w o u ld  be required by a com m unity o f  220 residents because o f  the necessity o f  supporting Fire, 

Police, Ems and fh ib lic  W orks fo r the cniise ship industry.

The A u d it m entions that the C ity  o f  A T iittie r had no “ de fim tive  basis fo r alloeating the 

bu ild ing  eosts to C P V  purposes.”  Using the example above o f  annual cruise ship passengers vs 

fu ll tim e residents, the ra tio  is 150,000:220 or 682:1. Based on th is ra tio  the a lloca tion  o f  to ta l cost 

o f  the bu ild in g  w ou ld  be $8,587,408 C PV and $12,592 local. In  fact, the C ity  o f  W liitte r w i l l  be 

using less than 50% CPV funds fo r th is bu ild ing. A dd itio na lly , the C ity  o f  W h itte r w i l l  provide all 

future maintenance, insurance and u t il ity  costs fo r the new fac ility .

O n page 19 o f  the A u d it there is a table o f  unexpended I.eg is la tive C PV grants and W hitte r 

is shown as having one such grant for Railroad Station Improvements. This project is currently 

underway and is expected to be eompleted this summer. I t  is a jo in t  pro ject between the C ity  and 

the Corps o f  Engineers due to  the historie nature o f  a 1940s monum ent that is being relocated as 

part o f  this project. This w i l l  be a great touris t and craise ship passenger a ttraction w hen complete.

Once again, on piage 31 o f  the A u d it, the C ity  o f  WTiitter is listed as having an une.xpended 

balance that exceeded m ore than 10% o f  total. I  w ou ld  like  to  po in t out once m ore that w h ile  C PV 

funds may be unexpended they are ob ligated and encumbered fo r a llow able harbor and public 

safely projects under A S  43.52.230.

The C ity  w ou ld  like  to thank the Budget and .Audit Com m ittee fo r a llow ing  us this 

opportunity to provide loeal feedbaek on the contents o f  the dra ft audit.

M a rk  I.ynch 
C ity  M anager
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Legislative Auditor's Additional Comments

ID)

LEGISLATIVE BUDGET AND AUOIT CGIvIM TTEE 
Division of Leg!''L jvs=> Audit

W

‘ ' pf  ̂1 i*'
luneaii <,! * sil (*

\ r )  ! , i  (
FA''! 4> ' !
:« idiS I ll 0

April 11,2016

Members of ?hv Lt, > si itive Budget 
aod Audit C u ui rt.,e

We have w \ ed the response,s to the m u i s.; < u , . t d with the excepiioii o f the k e  1 il on 
Gatervay E» k agh response, tiolMag om luin^il in the responms proyided -.uif uot 
information to pes'suade as to revise the aaciri ctmclusioas or Kv” u:'"eEdations.

The Ketchikan Gatevvay B i >u ’i  response lo the audit stated that a »  t J ca i tn 
methodology had been cm i i md ptirtitdly iaipletneHted dariiig the aadi j u 1 Vg 
eoiifimi this statement, 4 u  quently, the following excerpt of Recomrafi i i le 
page 24 is is accurate:

K e ick ijcan  G a ie w a y  B f t  i  u  i n t ' i  i.» t/ /  i  i j  < ' ?
m m ic ip a l  sen fice s  w !0  t>  \ . i  i  ̂ u  <. i  i  i  ^ i
f t la ie d  C P V  s & ’v ices t  ̂ ’ ‘i s ^  < u n
m a m g e m e M  p n m d e d  h i  n  ■ 1 1  f  > f V  f \
m d  p a s s m g e rs  k five  o n  ik e  b o  ! s m q ? >  h t  < C P I  > t 
taxes,

Mamgemefg believes that CPV Jumhd expmtditisres are slbrwahle per state 
statute and km>e tiM  demiaped & emt iiihieatmn methodfflegy ta suppmt 
pmpmg m m it^ptU  services with CPV rsmtm t  u m  per mmmgemeut iJie 
cmt$ a fdem g so are mot ontivmgked By tke I  nepr

A niethodoiogy tor justifying !hc nsr o,i CPV fimds for transit and airport servdces was 
provided to the audit team, Therct'ore, ihe boided language above is aot aeairate. tdpon 
Svitew the mdit: team found m-e co"! a tocarann nmitii oology flaryed. The tnoi.ii i i.tii. 
11^,6 U '.aipport CPV retaamica rm:istcru-d to lln- Ktei„h Lm Gateway Boi luah *■ ,.i E»osr an t 
t msit mids was calculBted based s:so muaictoU •'i.T'Iccs provided to all aattse ship 
paws 4>ts tesidents, and di \iSUOf~, >rt tin ck 'w as applfod to select .service <.-vi getles 
"  iui 1 iveae Hit used by all i littp passeuge s. ic )dcn:«, or other visitors, Adthtwnaily,
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Msmbers of the Legislative Budget 
and Audit Coaimitt^es': •2~ April 11,2016

the allocatkin rst,thndi}logy was only partfaiiy itiiplemeuted and did not siippon 
approximateh per. nr t of CPV tax revenues useci for sirport and transit seixdces,

A> fuuhk.1 ^'aiun,. n« regarding adequate suppuu or ihe use of KefdNikaR Gateway 
B'»i ueS* <? / FV shared taxes, the audit identified Jhaf t tdv revenues were esed to 
pu£i,t5a-e (Hive ' «h v!es and related raaintenu tcv supplie’- ..nd Su i\ fid tlte snlafy o f  one city 
p larn rr nosauni (or t<asr yvai dufing the auuil pcniaj ih e  s,hw'lev n e ic  used for CPV and 
n m  i P \  pfirpose tnd thv pluii .er’s lu p! us bditics vwfe ouis p uiidH  JoGied to CPV 
a< U’ ttu s  hi, n. grniont pn rided unecdnta ’tjdcnee legurdi i f  the fu pa< t th t vessels and 
passeiigers have on me horougfa as snpporl ior the use oi CPV shared la in u maaiier.

The two parapaphs in Rccorametrdation 2 as described above should have read:

KEtchlkan Gaieway Barcmgh Jm uhd  gwiv, 'tuyon. and other
mumcrpal ssrvicss with (2PV ska re j hix-.-..'; v'trno'a ov . sdrMifvino Af>

<■ i i  < i  ' I t .  / t  ( i >,<td f, ‘  1 A  > ( i i h

t  ( ll> o < n f \ 1 a
(* { SM /O' n t i I f  s suppori for the  use o f  C r t
( I t i  0 1 1 c i  > a t  » ’  3 r  d f ' f / o G y t  M u i i / i u  • t t h 
t> f  tf t I / t i t i  3 t  y /  L i ' i  s d o  i f i .  V t / r K rn r ip a !

\ fi t t i  / /  i sj I i i (  k I f  1 a n d  iJh. ineoijJoiog}! (o oe applied
’ ( I at n 3i ' i n ni thodoiogy oaiy p&Hiady supported the

i  i  i d  I k l  i  I  > ( f  i  u l !  t  i d

Management believes that CPV Junded expsmiitures reflect a Jb ir 
approximcuion o f the use o f fticiUdes and other services by cruise ship 
pass&igers. We could not confirm this statemefU due io a lack o f  sbfeciive 
data.

Two id. tioiwl co:oiminiities reported disagraementa w'ith the i iit 
recorninv.1 t k ! o n . We offer the followiog points o f ciarificatkra for ft t  
Silfca’g and the City o f  KetchiTanA responses.

con cl it o r 
and 1 y ,.li o f

City .and Baro'ugh o f  Sitka In it\ scsiio isv inanagemeot states that S id u  '< ' an e lfita tio t. 
3iiet;hot?'fjfeg>' that it  l> fOi>a> leasonabn am i iheti such methodolaz » '* ’lut u a  i to  a la 
the .Legislative A u jn  h a n "  Ihis v i;ranient is not accurate. 'Fhe a|]ot,alu,!ii isuhtdvJugs 
refeiTed to by managciuciS asid meludeJ in Attschraent .A o f  Sitka’s rtvpuusc u is nj-ni uk\l 
to the audit team and te-oiiia'ed ;s  part me audit .Bowever, it wa -̂ no' ..ousnluco a eo t 
allocau-n incEhodohifi .is d Ones not j lu v tue use oi CPV t>a.xes m il ohw oioe kitt tha* 
shows the extent oporattouai costs were mcreasea as i  a  - ut or v-ssseA »u ctsstf pa m I'w .i.

O ff  <if .Ketchikan: ' l a i i w  nwut sljted that the FY 14 K rtd i'kan  Pr>)rnena<le grant n ,  a ic- 
appropriatioii o f  a m n  ngni awarded in FY 10. We corns ni this statement II s' mei 
we do not confim  ll t ic te-apiiropriation was not 'Ubi'Cl to the re.sfit.timt i 
.AS 43..5.2.230(e) v n t  p u k s municipalities that: impose a local passantv an,
ineligible for gs-a,n:t < ppt p s tu a s

iraTS; : fu!® VrSSfii!
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: Legsskrivc B-sidget 
Committee 11,2016

to SHtsnifiry, vve rorterate ail three recommeodaSioa,s that commumlies develop a cost 
llQcatioo methodology to support the ese o f CFV shared taxes to pay for maaicipal sorviees 

that appropriately allocates costs between CPV and nori-CPV services.

Sincerelv,

Kns Curtis, CPA., C 
.Legislative Aoditor
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