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ACTI ON NARRATI VE

TAPE 04- 11, SIDE A

CHAIR BERT STEDVMAN called the Senate Community and Regional
Affairs Standing Commttee neeting to order at 1:38 p.m Present
were Senators Gary Stevens, Wagoner, Elton, and Chair Stednan.

Senator Lincoln arrived very soon after the neeting began.

SB 387- COVWWERCI AL _FI SHI NG LOANS FOR QUOTA SHARES

CHAI R BERT STEDVMAN announced SB 387 to be up for consideration
He asked Greg Wnegar to cone forward.

GREG WNEGAR, director, D vision of Investnents, said this bil

changes an existing loan program to allow the division to nmake
| oans to a new type of borrower called a community quota entity.
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The borrower is being created as a result of changes NWVFS is
making in the quota share program The North Pacific Fisheries
Managenment Council has asked for the change to help reverse the
| oss of quota share fromthese conmunities.

Under the new NWVFS rule, 42 small gulf communities in Al aska
will be able to form non-profit corporations. Then they could
purchase quota share and | ease them back to comunity residents.
He noted the 42 eligible comunities are listed in the packets.

The goal is to inprove the economic viability of the conmunities
t hrough | ocal ownership of fishing privileges. Since the program
was created in 1995, many communities have seen significant |oss
of quota shares and the anendnent is intended to provide a
mechanismto reverse the trend.

There is adequate funding for the program It is a revolving
fund that is self-sufficient and doesn't rely on the general
fund. The existing staff is sufficient to handle the new | oans
so the fiscal note is zero. Fish and Gane supports the
| egi slation and has submtted a zero fiscal note. The effective
date is tied to the date the federal regul ations pass.

SENATOR GARY STEVENS asked what the advantage is for the
comunity in this process.

MR WNEGAR replied the concept is that this is a way the
community can get the shares back into the comunity. They nust
| ease the quotas to comunity residents so the incone wll be
generated in the particular community.

SENATOR GARY STEVENS asked if the quotas could mgrate out of
the community.

MR. WNEGAR thought one of the requirenents under the new
federal program is that the quotas would have to stay in the
comunity.

SENATOR KIM ELTON asked whether rules that communities would
have with the fishernmen would be defined in regul ation.

MR. W NEGAR t hought NMFS put a nunber of program requirenents in
to ensure the quotas stayed in the community. He said the
Division of Investnents would only be involved from the | oan
st andpoi nt .
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SENATOR THOVAS WAGONER asked how nmuch was currently in the fund
and avail abl e for | oans.

MR. WNEGAR said the total portfolio is about $88 nmillion and
they al so have a cash bal ance that they are making | oans from

CHAI R STEDVAN asked what the |oan cap is per community.
MR. W NEGAR replied the cap per comunity is $2 mllion

CHAI R STEDVAN asked about the percent of quota share that they
coul d purchase.

MR. W NEGAR thought that the maxinmum that any one community
coul d purchase is one percent.

SENATOR GARY STEVENS asked if a comunity could turn the |oan
over to a fisherman so it wasn't their responsibility any
| onger. 1If so, what would happen if the fishernman went bankrupt?

MR WNEGAR said it's the non-profit formed by the community
that would own the shares. The fisherman would sinply |ease the
shares from the non-profit so the non-profit wuld be
responsi bl e.

SENATOR GARY STEVENS asked if the community could nove the quota
fromone fisherman to another fromyear to year

MR. W NEGAR said they could do that.

SENATOR GARY STEVENS said, "So the fisherman is not the one
responsi ble for paying the loan. It is the community."

MR WNEGAR said that's correct.

CHAIR STEDVAN clarified, it's the responsibility of the non-
profit and he understands there is no collateralization back to
the community. The collateral is the quota share itself.

MR. W NEGAR agreed, the collateral wll typically be the quota
share, but it nay be other things as well because there is a 30
percent down paynent requirenment comng from sone other source.

SENATOR KIM ELTON asked if the conmunity could sell the quotas
t o anot her purchaser.
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MR. W NEGAR thought it would have to stay within the community
so they would have to lease it within the community.

SENATOR ELTON asked if the conmmunity could sell the quota shares
t hat they purchased.

MR. W NEGAR believed so, but he didn't know all t he
ci rcunst ances because that falls under the federal program and
not the D vision of Finance.

CHAIR STEDVMAN said let's touch on any |everage the state nmay
take to the table through the loan program to require purchases
of quota from residents outside the state to bring that quota
back to Alaska. He said he'd like to know his thoughts on how
t hat shoul d be handl ed.

MR. W NEGAR said that is sonmething they could look into. In the
past, under the commercial fishing and other |oan prograns they
haven't had any control over where their borrowers buy their
assets.

CHAI R STEDVAN questioned, "Could there not be a requirenent on
submttal of the loan application along with the full financial
di sclosure and collateral disclosure a |ist of available quota
and where they're domiciled so your agency, as the underwiter
could go ahead and review that and try to put sone pressure on
the purchaser to purchase that out of state quota if its within
a reasonable price range within the state?"

MR. W NEGAR said he would have concern with how that would work
because they haven't gotten involved in business decisions nade
by borrowers. There would be |egal issues involved in doing that
he sai d.

CHAI R STEDVAN responded, "The man with the gold makes the rules.
The gol den rule.™

Assumi ng they require a |ease paynment greater than the cost of
the debt service, how is that non-profit going to be structured
and handl ed and what's going to happen to that as their capita
increases fromtheir starting point of close to zero?

MR. W NEGAR said he knows that NMFS is going to have oversight

over who qualifies. The Division of Finance would | ook at them
the sane way they would | ook at any other borrower.
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SENATOR WAGONER asked if the non-profit has to come up with the
35 percent or the individual fisherman that is |easing the quota
fromthe non-profit.

MR. W NEGAR said the non-profit would be responsible for the 35
percent and the division wouldn't nmake the loan wuntil they
| ocated shares and cane in with a purchase agreenent.

SENATOR WAGONER asked where the non-profit gets the 35 percent.

MR WNEGAR replied, "That's a good question, it's something
they're working on right now They're |ooking at a nunber of
different avenues as to where to cone up with those assets or
that funding."

SENATOR WAGONER asked whether the ampunt includes $2 nillion
pl us 35 percent or |less 35 percent.

MR WNEGAR told himit would be in addition to that. They can
only loan 65 percent, up to $2 mllion.

SENATOR WAGONER asked if the Division of Investnents woul d have
call back on the non-profit's quota shares in the event of a
failure.

MR WNEGAR said that's correct.

CHAI R STEDVAN repeated that they start with $2 mllion, but as
they bring the total down to $1.5 million or $1.25 nillion, they
can borrow back up to the $2 mllion cap and buy nore quotas and
continue to build their market share up to the federal cap.

MR. W NEGAR agr eed.

SENATOR GARY STEVENS commented that this is an exciting
revitalizing opportunity for small comunities. He read thru the
proposal and asked for verification that it's cunulative. They
can purchase 2 percent a year of the halibut and sablefish
gquotas in the area for a 7-year period up to a total of 21
percent .

MR. WNEGAR said that's true.
SENATOR GARY STEVENS asked if the product has to be sold in the

comunity or could it be sold anywhere there's an available
mar ket .
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MR W NEGAR sai d wherever there's a market.

SENATOR GARY STEVENS added, "Also an opportunity to do sone
| ocal processing should that devel op.”

SENATOR WAGONER conmmented that 21 percent of the quota share is
a massive anmount of fish. He then posed the follow ng
hypot heti cal :

Let's say a comunity is in 3-A Now is this a

percentage of the quota currently available for 3-A or

is this the percentage of the total quota available in

the state of Al aska waters.

MR. W NEGAR deferred to M. Smith after which he said he thought
it's for the area. Al so he thought that each community is capped
at one percent up to a total of three so you could potentially
have three communities, if they each got one percent that would
be the cap for the year. "There are several different caps that
NMFS has put into place to try and be sure that there isn't too
much of this that goes to any one place."

SENATOR WAGONER sai d that was his question because he saw the 21
percent listed and three percent was nentioned.

MR. WNEGAR clarified that it's three percent per year and over
a period of seven years it would top out at 21 percent maxi mum

SENATOR WAGONER asked if he was saying that a community such as
Sel dovia could wind up with 21 percent of the halibut quota
“I'm not tracking this whole thing." he said, "That's nore
hal i but than they can take care of."

MR. WNEGAR thought the limt is one percent per conmunity.
Twenty one percent is the cap for the whole program - all 42
conmuni ties.

CHAIR STEDVMAN asked M. Smth to cone forward and give his
present ati on.

PHL SMTH, program admnistrator or the restricted access
managenment program of the National Marine Fisheries Service
(NMFS), Al aska region, introduced hinself as a bureaucrat and
the hands on manager of all federal limted entry prograns,
which includes the halibut and sablefish |IFQ program He
expl ai ned:

What we are seeing with this new programis a response

on the part of the North Pacific Council and the
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Secretary of Commerce to a phenonenon that occurred,
and sonme people predicted that it would occur shortly
after the IFQ program was initiated in 1995, That
people in these smaller comunities distance from
mar ket, generally |ow access to capital and cash poor
were inclined to sell their quotas to people who |ived
in larger areas closer to market wth nore access to
capital. Over the ten years since IFQG were initially
put in place, sonething |ike 40 sone percent of all
the halibut quota in Southeast Al aska communities has
transferred to places outside of those communities - a
smal |l er percentage, 15 to 20 percent in South Centra

comunities. But there has been this trend of decline.

Peopl e are concerned about the inpact of that decline
on the local economes. They went to the council and
over a three or four year period, and a lot of
di scussion and debate and a l|ot of conpromse, the
council in 2002 approved the program that we're
tal king about today. ... Essentially it allows smaller
@l f of Al aska coastal comunities to form non-profit
entities that may then apply for recognition from our
office. Once they obtain that recognition, they enter
the market. Wherever they can get the noney from they
can then buy quota share and hold it.

One question that canme up for Geg [Wnegar] was this
concept of Ileasing. The quota share IFQ thing is a
two-step deal. A person holds quota share, which is
nmeasured in units, and annually the anmount of quota
share units that one holds as a percentage of the
quota share that everybody holds, is divided into the
annual total allowable catch and what results then is
an I|FQ permt that is issued in pounds. But it's only
good for that year.

Every year the quota shareholder, in this case the
comunity quota entity, would receive an IFQ permt
and it is that IFQ permt that is transferred to or
| eased to a comunity resident. So it's not a |ong-

term lease in the sense that, well I1've got ny quota
share and I'm going to lease it to Senator Lincoln and
ten years later she's going to tell ne how she's

doing. It's an annual thing. The pernmt that transfers
under this |ease provision expires and next year the
whol e agreenent has to be reenacted.
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In terms of caps, [the] council was concerned about
non-profit entities with some type of favored access
to capital - governnent capital perhaps - chasing
other individuals out of the market so they put sone
pretty strict caps on the anmpunt of shares that these
entities can hold. For instance, no comunity can hold
nore than one percent of all the quota ever
Cumul atively, all conmmunities together during the
first year cannot hold nore than three percent. Second
year it goes up to six percent and so forth up to 21
percent .

There are also caps on the amount of blocks of quota
share these entities can hold. [There are] sone
limtations on the types of quota share that they can
hold so as not to interfere with the market that would
otherwi se allow individuals to enter.

| see that you're passing out a little sumary of the
program that 1'd prepared, which really has npbst of
the elenents in it. It's probably a Iot nore detailed
than you want to get into now, but it does give you

sone idea of how the programis supposed to |ook. | as
a fed am not in a position to endorse or not to
endorse this bill, but | can say that one of the

concerns that people have had about this program is
that there is no noney with it.

Hoonah can form a non-profit and that's all well and
good and it doesn't cost a lot of noney to forma non-
profit. But then what? W're expecting that a |ot of
creativity and imagination wll conme to play at that
community level and the people will, over tinme, obtain
the bucks that they need to enter the market and to
start maki ng the program work.

Frankly if we reach those cap levels it's a problem
that 1'd love to have. | see instead, small anmounts of
guota entering the comunity holdings over tinme and
this thing starting small and then growi ng rather than
people thinking in terns of - well, | can get ny
100, 000 pounds, which is one percent of the Southeast
quota, and then we're done. Isn't that awful. Like |
say, 1'd love to see a village with a 100, 000-pound
pr obl em
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SENATOR GARY STEVENS said he was concerned about the structure
of the managing organization in each comunity. He questioned
who that non-profit would be and how they would decide which
fi sherman woul d get the quota.

MR SMTH told himthat the council spent a ot of tinme on that

i ssue and they set up paraneters.
First of all, the non-profit that gets forned, when it
conmes to our office to seek its blessing to get its
comunity quota entity status, it does not get that
until two prior things have occurred. First of all,
the village on whose behalf it is acting or purporting
to act nmust sign off on it and say, 'Yes, this is an
entity and our comunity has passed a resolution that
says ABC entity is ours.' Secondly, we don't approve
the application for status until it's been run through
the state. I'm going to ship it off to Conm ssioner
Blatchford [DCED] as soon as it lands on ny desk and
the state personnel who work with these conmunities on
a regular basis are going to have an opportunity to
revi ew and approve it.

Beyond that once the authority has been conferred on
these entities, we are sort of loath to m cromanage.
Part of the application is they are supposed to tell
us how they intend to choose anpbng conpeting people
who want to fish the IFQ They could say we're going
to rotate it on an annual basis; we're going to do it
on a basis of who hires the nost |ocal crewrenbers

What ever, we feel that that is a decision that is best
made at the |ocal |evel.

Assum ng that the decision that is nade at the |oca
| evel ruffles too many |ocal feathers, we expect that
the local community is going to have sone authority
over the non-profit either through telling its board
menbers how to vote or nam ng board nenbers or things
like that. So the council and our agency did not spend
an enornous anount of time trying to figure out what
happened when things went w ong.

SENATOR GARY STEVENS told him the explanation was hel pful then
asked for sone idea of the anount of noney entailed. "Wlat is
the X vessel value of three percent of the sablefish and the
hal i but and 21 percent of the sablefish and halibut,” he asked.
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MR SMTH said this is off the top of his head. There are 60
mllion pounds total allowable catch of halibut off Al aska. Say
quotas cost an average of $10 per pound for a total of $600
mllion. Then it's three percent of that figure.

SENATOR GARY STEVENS realized that there was sone confusion
associated with calculating percentages nentally, which caused
himto ask that the figures be supplied to the commttee so that
they woul d have a better idea of the dollar anmount involved.

SENATOR WAGONER qui pped that he's standing in line to buy all
the $10 per pound shares you can find.

MR. SM TH conceded that $10 per pound is conservative.

SENATOR WAGONER announced it's nore like $17.50 per unblocked
share so the total annual value of the catch is about $1
billion.

SENATOR ELTON asked whether a community |ike Yakutat could buy
guota share from 2-C and 3-A or can they buy quota share only
fromtheir region.

MR SMTH replied they nsy buy quota share from just their
regi on.

SENATOR ELTON noted that it's necessary to have access to
capital markets for quota share, but it's also necessary and
sonetinmes difficult for fishermen to have access to capital
markets for a boat, gear and other capital requirenents. Because
of the investnent fishernen nake in their fishing business, he
questioned whether there would be sone sort of regulatory
process to keep the non-profit from treating their quota share
as a stock portfolio rather than a community devel opnent
portfolio.

MR SMTH said there's no process to directly protect the
fishernen, but there is a prohibition against a non-profit
selling its shares and using the noney for anything other than
enhancing or sustaining or expanding the fishing program for the
comunity.

SENATOR ELTON recapped the answer.
MR. SM TH expanded his explanation saying they can sell 12,000

pounds of quota, nake noney on it and use it as a down paynent
to buy 20,000 pounds of quota.
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SENATOR ELTON added that purchasing an ice nachine is another
opti on.

MR. SM TH agr eed.

SENATOR WAGONER asked where the quotas would conme from and noted
that they would probably have to be purchased at current market
val ue.

MR. SM TH agreed there would be no break in the purchase price.

SENATOR WAGONER asked if he thought the infusion of $86 nmillion
m ght affect the current pricing of |FQs.

MR SMTH issued a disclainer that he didn't have a degree in
econoni cs before saying that he has heard that interest rates
are generally so low that it's not a real concern. It would be
different, he said, "If we were back in the late 70s where
interest rates were 15 or 16 percent, and the state was
subsi di zi ng noney by making 7 or 8 percent |oans, then you would
see, perhaps, a driving up to overall price phenonenon.” There
has been a subsidized federal |oan program since Senator Stevens
enacted it in 1996 that is capitalized at about $5 mllion per
year. There is no evidence that the subsidy has had an inpact on
prices. The programis working, which nmakes it valuable and it's
difficult to get your hands on nore quota.

SENATOR WAGONER asked about a non-profit going out on the open
mar ket and buyi ng quotas by the bl ock. He questioned whether the
integrity of the block that they purchased was going to have to
be maintained by the community. For instance, "If it's a 20,000
pound bl ock of unblocked quota, will that have to be nmintained
during the tinme that quota is in the hands of the non-profit?"

MR SMTH said yes, if they buy it as blocked, it remins
bl ocked.

SENATOR WAGONER added, "Unbl ocked doesn't matter. They can buy
up and down however nuch they want." He then asked if the quota
that's leased to the fisherman counts toward the two block per
name restriction.

MR SMTH said no and clarified that the fisherman doesn't get

bl ocks they get pounds. The |limt on the fisherman is that they
can't fish nore than 50,000 pounds. Therefore, if he had 10, 000
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of his own he couldn't get nore than 40,000 from the CQE
[ Community Quota Entities].

SENATOR WAGONER said okay and remarked that it answered his
second question as well. "I think it's a good program
especially for the smaller comunities,"” he said.

SENATOR LINCOLN read the following from page 5 of M. Smth's
handout: "A community may not designate nore than one non-profit
entity to represent it, but a non-profit entity may represent
nore than one eligible community.” She tried to determ ne what
the designated CQE restrictions were and opined they were fairly
vague. She asked M. Smth whether he foresaw a tine when a non-
profit entity mght try to be the designated non-profit for
numerous conmunities. Wat would be the benefit and drawback to
doi ng that, she asked.

MR SMTH told her there is talk of one entity representing
sever al communities and the advantage is admnistrative
efficiency and the strength provided in unity. The down side is
that a comunity mght feel disenfranchised by a |arge non-
profit that they didn't feel they had sufficient control of.
Wth regard to that, he said, "Qur hope is that before a CQE
receives authority to represent a village, they have to have
signoff from that conmunity.”™ They hope the signoff isn't
accorded lightly and that there wll be nechanisns in the
articles of incorporation and by laws of the non-profit giving
the conmmunities that are according them the ability to operate
on their behalf, enough |everage to get the behavior they Iike.
Once the designation has occurred, there are no particul ar ways
to withdraw support,” he said.

SENATOR WAGONER asked if he as a resident of Kenai could go to
Sel dovia and contract to fish sonme quota fromthere.

MR. SM TH said he would have to nove to Seldovia, live there for
a year, and swear that he intended to remain there when he
received the quota by transfer. O herwise it's prohibited.

SENATOR WAGONER said he was wondering about that. Wat would
they do with the un-fished quota if for exanple they got 150,000
pounds and they only had people to fish 120,000 pounds, he
asked.

MR SMTH said he love to see a community with the problem that

t hey have too nuch quota to fish. But in that sort of situation
the comunity probably would know it and if they really couldn't
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find anybody to fish, they could transfer the quota. They could
al so transfer the quota to a fisherman and as a non-profit, take
an equity position of the quota in the hands of the fisherman.
"There is really no nechanism for a comunity that can't find
people to fish the quota it holds except transferring or doing
other things,"” he said. There isn't, however, an exception to
the requirenent that those who receive the quota to fish, nust
be permanent residents of the comrunity.

SENATOR ELTON referred to page 5 of the handout and read: "CQEs
are new (organized after Apri | 10, 2002) non- profit
corporations” and asked if that wouldn't preclude a CDQ group
fromal so being a CQE

MR SMTH said that's correct.

SENATOR LI NCOLN asked about the council's ability to expand
beyond the 42 identified comunities. "Under what conditions
woul d you expand it and would you expand it for wthin those
areas or expand it into absolutely new areas,"” she asked.

MR SMTH said council can do as it wll, but within policy
paraneters that they establish they would consider applications
from comunities neeting the basic requirenents. Those

requirenents are that they are on the @lf of Al aska and have
fewer than 1,500 people, but they mght revisit old decisions.
For exanple, the comunities of Haines, Kl ukwan, and Saxman have
petitioned to be included. They don't neet the strict
requi renents the council set and aren't included in the initia
list, but if the council decides to accept their petition, they
could recommend that they be included. Seldovia is another
exanple. It is an unincorporated area down the road from the
City of Seldovia that is a tribe. "I would see that those types
of marginal places that were sort of left out the first tine
out, but conceivably neet nost of the other paraneters would be
under consideration to be allowed in," he said.

SENATOR WAGONER recapped that the fisherman nust be a resident
of the community, but they won't have to sell the product in the
comunity. It would be within their purview to go wherever the
mar ket is.

MR SMTH said that's true, but "If | were a creative non-profit
and there were sonme opportunity to develop a local niche
mar keting capability, part of ny agreenent on the annual basis
with that fisherman would be that they would work wth that
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| arger | ocal econom c devel opnent opportunity.” That isn't part
of the program though, he said.

SIDE B
2:25 pm

CHAI R STEDVAN asked for the current collective status if the cap
is 21 percent of the overall quota.

MR SMTH said it's considerable less than that. At the end of
2003, the aggregate quota held by the eligible Southeast
comunities was 1.5 mllion pounds. The aggregate quota held by
the South Central comunities was 2.3 mllion pounds.

CHAI R STEDMAN pressed himto convert that to a percentage of the
total.

MR SMTH elected not to do the calculation in his head, but
assured him that it was nowhere near 21 percent of the 60
mllion total allowable catch. He added, "These are shares that
are held by individuals that are currently in the program"”

CHAIR STEDVMAN commented that this is potentially a dramatic
shift if it is successful and goes anywhere near the cap.

MR. SMTH agreed adding that this 1is an allocation of
opportunity and the expectation is that the people formng the

non-profits will be creative and bring home the benefits of what
has been a very successful |imted access system But it's going
to take tine he cautioned. This bill opens a door.

CHAI R STEDMAN asked where these comunities started in relation
to the overall quota allocation when the |IFQ program began.

MR. SM TH conceded that his data was very prelimnary. But, he

said, "According to our calculations, in 1995 which was the
first year of the program in Southeast, the total holdings of
people who lived in these eligible communities was 2.3 mllion

pounds. And that's in 2004 pounds. And now it's 1.4 mllion;
it's in a decline of about 37 percent. And in South Central it
was 2.7 mllion and it's declined to 2.3 mllion."

CHAIR STEDVAN repeated that if it happens, this would be a
dramatic shift. "It's no where near where it was when the system
started. The system started probably sonewhere around naybe 2.5
percent and now they can go into this programall the way up to
21 percent so we'd have the reverse in place. W'd have a
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substantial drain out of the |arger nore established communities
into the snaller ones.”

MR. SM TH said nost people think that's unlikely because shares
m ght cost from $12 to $16 per pound. So, "all the kings horses
and all the kings nen aren't going to put enough noney on the
street to allow these non-profit entities to buy up quota to
that extent | don't think."

SENATOR ELTON comrented that that only happens if there is a
willing seller in a larger comrunity.

CHAI R STEDVAN replied he understands that, but he also expects
that nost of the quota would be held in the larger comrunities.

Touching on the structure of the non-profit, he asked whether
they could use the capital they build to develop or purchase
things outside the fishing industry.

MR. SMTH said the short answer is no. \Wen they sell the quota
they nust agree that it is to enhance or expand the
opportunities under the program but as far as spending excess
cash at the end of the season, his office doesn't m cromanage so
the comunity is the watchdog.

CHAI R STEDVAN said there aren't any requirenents then.

MR SMTH added that there isn't any prior approval of
expendi t ures.

CHAIR STEDVMAN said, "Assuming that they hold this quota share
for virtual perpetuity, they can take that excess cash flow and
spin it off into the infrastructure of the comunity as they see
fit."

MR SMTH said that under the current rules the answer is yes,
but no one expects the non-profit to do that because they have
to submit an annual report revealing how they are perform ng and
the council pays close attention to what's going on. He said,
"The theory was that we didn't want to saddle these guys wth a
bunch of bureaucrats.” The idea is to encourage creativity, but
if the noney is being used for non-fishing related projects that
creativity would be reined in.

CHAI R STEDMAN asked if there is any structure established for a
tie between the non-profit and the fishernman.
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MR SMTH told him that NMFS intends to stay out of that if at
all possible. Their only requirenent is that the fishernman be a
comunity resident.

CHAlI R STEDMAN added, "And the boat he fishes on."
MR. SM TH di sagreed saying it doesn't extend to the boat.

CHAIR STEDVAN said, "So the resident fisherman. Then if he got
10, 000 pounds, he could go to another conmmunity, get on another
boat - a one percent boat - go for a ride and cone back and go
back hone."

MR. SM TH acknow edged that is conceivable, but hopefully the
non-profit wouldn't enter into an agreenent allowing the
fisherman that |atitude.

CHAI R STEDMAN remarked, "I think you'll probably find that their
margins mght increase and that sonetines drives economc
decisions that aren't in the best interest of the overal
comunities."

MR SMTH shrugged and said the purpose is to give the
opportunity for these decisions to be nade at the |ocal |evel
"But if we find out at the end of two or three years that it's
just not going to work and the margins are so marginal, that the
only way a guy can neke noney in that comunity is to go
soneplace else to fish then | think the council wll take a
second | ook at this."

CHAI R STEDVMAN made the point that sone of these communities have
existed for over 1,000 years while others are very small and
have al nost no comunity structure. In reviewing the comunities
listed in the 2-C area, he said there's a big difference between
Kake or Angoon that both go back who knows how |ong and Poi nt
Baker or Port Al exander that were just small harbors 100 years
ago and have since developed into small fishing comunities.
"There's a substantial difference between the structures of the
communities and their potential desires and how they handle

that. I'm not saying you're overly optimstic, but 1 think
you're going to find sonme of these boys are a little nore
creative than you mght be giving them credit for." Economc

opportunity is certainly on the table, he said.
SENATOR ELTON noted that there are sone requirenents associ ated

with creating a CQE, but once it 1is established and the
community and state have signed off, there isn't any great
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anmpunt of control to induce good behavior over tine. Because
there doesn't appear to be any real mechanism to check bad
behavi or, he questioned whether the state would have the ability
to call the | oan

MR SM TH deferred to the state for an answer.

MR. W NEGAR thought that was a good suggestion and said there
are protections they could build into their regulations just as
t hey' ve done with other prograns.

2:40 pm

There were no further questions and Chair Stedman opened public
testi nony.

GAIL VICK, executive director for the @lf of Al aska Coastal
Community Coalition, testified via teleconference in support of
SB 387. They are nost interested in following how CQEs will be
f unded.

She agreed that there is reason to be cautious and careful in
organi zing CQEs. They want the program to succeed and realize
the process will take tine because there is neither a big pot of
noney available nor a big market share available. Ohers will be
sending in letters of support as tine goes on, she said.

SENATOR LINCOLN greeted her fornmer enployee and asked for an
estimate of the nunber of communities that mght form a non-
profit.

M5. VICK confessed that they really didn't know, but she did
know that northern Southeast communities were petitioning to
forma non-profit for all of Southeast. She didn't believe that
all of Southeast would be a group, but she thought a nunber of
communities would join together. It nakes sense, she said, for
the communities that have had |ong standing close ties with each
other to build on that rel ationship.

CHUCK TOTEMOFF, president and CEO of Chenega Corporation

testified via teleconference in support of SB 387. He said he's
been on the @ulf Coalition Board for a nunber of years and has
al so been active in the econom c devel opnment of the community of
Chenega. They have devel oped a docunent that the University of
Al aska Anchorage is wusing as a tenplate for commnity
devel opnent and a key to its success is fisheries devel opnent.
This is a positive step and an economc key to the effort to
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reverse the trend of comunity residents mgrating to other
ar eas.

OLE OLSEN said he is the president of the Ad Harbor Native
Corporation subsidiary and a founding nmenber of the @lf of
Al aska Coastal Community Coalition. He spoke via teleconference
in support of SB 387 and reiterated the testinony given by M.
Totenoff and Ms. Vick. "This is an opportunity that has great
potential for those comunities.” It wll help maintain the
|ifestyles of these small fishing communities.

GORDON  JACKSON, chairman  of the board of Kake  Tri bal
Corporation, testified that the corporation owns processing
units in Pelican and Kake. They have been nonitoring a simlar
operation and for several years have wanted a non-profit
corporation to work within communities. It's their belief that a
sim lar program should have been set up when the |FQ program was
established. They anticipated that a lot of the quota would
| eave the community and that's what happened.

In Kake for instance, they started out wth over
300,000 and over the last several years they've |ost
over 200,000 pounds of halibut IFQ. If a simlar bill
had been around, the first right of purchase would
have been within the comunity - in the non-profit.

And if a non-profit were available and were allocating
sone of this 200,000 quota, what you would have in
that comunity would be an allocation to fishernen.
Not only to the captains, but also to the young people
who were left out of the | FQ program The young people
are sitting on the street wondering how in the world
to get into the fishery and | truly believe that this
woul d bring sonme of the young people into it.

On top of it, if you have a processing unit within the
community |ike Kake and Pelican, you would retain the
raw fish taxes within the community. You would retain
the jobs that were created as a result of the quota
W thin the conmunity.

|"ve been watching this and nonitoring it and
testifying and meking sure that they got our
information relating to it. And we've been | ooking at
various options relating to the establishnment of non-
profits. In Kake for instance, they' ve been talking
anong the Native Corporation, the tribe and the
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community - the municipality. If they work together
you would see that the best possible situation of
econonm c developnent in any village situation in
Sout heast Al aska. W rking together provides a nunber
of benefits.

In the Central Council we've been |ooking at not only
| ocal control of the fishery, but also region wde
nodul es of operation. W've tried to secure sone
support for a region wide non-profit. | think we've
had about eight letters of support or resolutions
basically saying this is a good way to do it. It would
bring down the adm nistrative costs. W would be able
to allocate sonme of this quota. W'd be able to buy it
and keep it within the conmunity.

Then there are some conmunities that really want |oca

control. Ones wth processing units I|ike Kake and
Hoonah are thinking very strongly about that kind of
nodel. | think that one of the itens that's been

m ssing over the |ast several nonths since this has
been proposed and gone through the North Pacific
Fi sheri es Managenent Council, is how are you going to
buy it. How are you going to buy the quota?

| truly believe that this |loan program that has been
proposed is one way of doing it. | think that having
this loan program would provide nore econonic
devel opment for the local folks than they' ve ever seen
proposed within the state governnment over the | ast
several years.

We endorse it; the Central Council and Convention just
finished Saturday. They've endorsed this concept and
resolution. Kake Tribal has endorsed this and truly
believes this is a mechanism that should be passed and
shoul d be passed real fast. Because | think that the
| onger you wait, the nore quota is going to be sold
outside of the villages and smaller comunities. And
the rich will get richer and the poor wll get poorer.
This gives an opportunity to even the playing field.

SENATOR ELTON remarked that the hierarchy on forming a CQE is
city council if there is a nunicipal governnent, tribal if there
is no city council, and then non-profit association if there is
neither of the other. He asked if there has been any discussion
of having both work together if there is both a city governnent
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and a tribal governnment. He thought that would show that the
total conmunity was behind the idea.

MR,  JACKSON told him that 1in Southeast there have been
associ ations between the village, the nmunicipality, and the
corporation. You'll find that sort of nenorandum agreenent in
Angoon, Prince of Wales and to a certain extent you'll find it
in Kake. A nunber of comunities want the tribe to be in
control, but others believe it's better to work together rather
than just one entity having control over the non-profit
associ ation.

SENATOR ELTON asked whet her the hierarchy is bothersone.

MR. JACKSON replied, "It'll be nmore work, but what the heck,
everything's work."

CHAIR STEDMAN noted that Kake residents have about 100, 000
pounds of the original 300,000 pounds of halibut quota left and
he wondered how much bl ack cod quota was |eft.

MR. JACKSON told him there were no black cod permts allocated
in any village in the beginning.

CHAI R STEDVAN asked how nmany sal non seine boats the community
had lost in the last two decades. Wat are the young guys doing
for work?

MR. JACKSON said he was glad to answer the question. This is the

way purse seine permts have left communities:
Wen |imted entry fishing permts first cane out,
there were 54 limted entry purse seine permts in
Hoonah. They have 4 active permts right now In Kake
you had 27 limted entry permts allocated under the
limted entry program You have 8 active permts right
now. | think the only reason you have 8 in Kake is
because you have active industry within the community.
The same with the community of Angoon, they had about
27. They have 1 active permt right now

So you see a situation in the villages that is real
bl eak. You look back into the history of the fishing
industry and in the 1960s the comunities of Kake,
Angoon, and Hoonah had canneries, they owned fish
traps, they owned boats, they owned just about
everything you could think of.
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CHAI R STEDVAN chinmed in and said, "Traps before statehood."”
MR. JACKSON | aughed and said yes, before statehood.

SENATOR WAGONER questioned whether the reduction is in the
nunber of permts or the nunber of people fishing the permts
they have. For instance, in Cook Inlet over a third of the fleet
didn't fish the last two years because of fish prices.

MR. JACKSON said it's reduction in the nunber of permts.
SENATOR WAGONER cal | ed that tragic.

MR. JACKSON agr eed.

CHAI R STEDVAN said there's no work for the young guys.
SENATOR WAGONER added there's none for the old guys either.

MR JACKSON said that's why he is so enthusiastic in his
endorsenent. "It brings back sone senblance of |ocal control in
the fishing industry.”

SENATOR ELTON suggested that he provide the commttee staff with
a copy of the Tlingit Haida resolution so it noves forward with
the bill.

MR. JACKSON said he would do so.

DON BRENMVER with the Tlingit Haida Central Council and staff for
the Southeast Alaska Intertribal Fish and WIldlife Conm ssion
testified in support of SB 387. He said they have been working
on the groundwork on this program for several years. They are in
contact wwth all 22 communities in Southeast and have sent out a
survey asking themto join the Southeast Community Coalition. He
described their work as ahead of the curve and opined that the
Sout heast coalition can worKk.

They are pronoting the region non-profit entity for a nunber of
reasons. Senator Ted Stevens has been pronoting regionalism and
they agree because this would be efficient. About eight
comunities have signed letters of support saying they have
simlar views. The other comunities are waiting for the
articles of incorporation and the by laws before conmng to the
table. That's reasonabl e because they are key to the success of
the program and wll control the relationship between the
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entities. It's a business organization and they understand that,
he sai d.

This is a good opportunity, he said. It's a cross generational
program and the benefit will grow over tine.

SENATOR LI NCOLN asked when the 04-43 resol ution was passed.

MR. BREMNER said it was passed in the recent General Assenbly
[April 14-17, 2004].

SENATOR LINCOLN asked if "Southeast Al aska Community Coalition
of Fishing Comunities" would be the name of the non-profit.

MR. BREMNER said yes, that would be the regional entity.
SENATOR LI NCOLN asked whi ch communities that woul d i ncl ude.

MR. BREMNER said it was all the comunities in Southeast
including Yakutat. Some of the comunities are thinking about
doing this thenselves, but the Central Council is advocating for
a regional coalition to provide stability. "Look at the sal non
i ndustry, what happened there, it's becone so conpetitive wthin
the industry that we've pretty much shot our self in the foot.
Hal i but and black cod is one of the stable markets that we have.
W want to try to keep stability and control in the market and
not conpete agai nst one another as villages."

SENATOR LINCOLN asked whether any of the 42 communities had
responded to say that they wanted to participate in the
coalition.

MR. BREMNER replied they had heard from about eight comunities
and a nunber say they want to see the articles of incorporation
and by-laws before they commt.

CHAI R STEDVAN asked if the regional entity would cover area 2 C
and parts of 3 B.

MR. BREMNER sai d it's t he comunities t hat have no
infrastructure that will be particularly interested in |ooking
at the regional organization.

CHAIR STEDVMAN commented that working collectively for the

benefit of all the villages in a region is an inportant point
with a side benefit of not bidding up the price of the product.
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MR. BREMNER said there's a |lot of benefit to formng a regiona
coalition not the least of which is to save the cost of formng
a nunber of non-profits. "A lot of the villages don't have nobney
to form the non-profit. It's $15,000 to $20,000 in |awer's
fees."

There was no further public testinony.

SENATOR LINCOLN noted that the fiscal note was zero, but DCED
stated that, "The department anticipates making approximately $1
mllion in CQE loans in FYO5 and approximately $3 mllion in
each fiscal vyear thereafter through FY10." She hopes the
department has the necessary manpower to follow through.

CHAI R STEDVAN asked M. Wnegar to speak to that.

SENATOR LI NCOLN added that she was pleased that the fiscal note
is zero because she didn't want the bill to have another
commttee referral. However she said, "I'm concerned that when
the Legislature has cut within the departnents over the years
that now we're adding another responsibility to their departnent
that it is not going to hinder this or any other program in
havi ng the zero fiscal note.”

MR. WNEGAR said he appreciates the concerns and they have
t hought about that, but they do have the infrastructure and
staff to follow through. It won't cost a |lot of nobney to add a
few |oans because the structure is already in place. "I'm
confident that this is not going to adversely inpact our ability
to do our other functions,” he said.

SENATOR ELTON nmade a notion to nove SB 387 from commttee wth
the attached two zero fiscal notes. There being no objection, it
was so ordered.

CHAI R STEDVAN adj ourned the neeting at 3:10 pm
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