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8:02: 04 AM

COCHAIR BOB HERRON called the House Community and Regional
Affairs Standing Conmittee neeting to order at 8:02 a.m
Representatives Herron, Minoz, and Gardner were present at the
call to order. Representatives MIlet and Ci ssna arrived as the
neeting was in progress.

Overvi ew s): Ofice of Economc Developnent, Departnent of
Commer ce, Community & Econom c Devel opnent

8:02: 33 AM

CO CHAI R HERRON announced that the first order of business would
be an overview of the O fice of Econom c Devel opnent, Departnent
of Commerce, Community & Econom c Devel opnent (DCCED).

8:03: 00 AM

JOE AUSTERMAN, Manager, Anchorage Ofice, Ofice of Economc
Devel opnent (OED), Departnent of Comrerce, Conmmunity, & Econom c
Devel opnent, explained that he hopes this presentation wll
provide the comrmittee with a better understanding of the work
CED is doing on behalf of Al askans. M. Austerman related that
the formal mssion of CED is to pronote and advocate for the
industries of film mnerals, tourism comercial fisheries,
forestry, and small business devel opnent. However, internally
that [m ssion] has been broadened to be for the benefit of all
Al askans. The CED has a unique position in state governnment as
it serves as a conduit between industry and governnent offices.

8:05:34 AM

CO- CHAIR HERRON inquired as to the situation prior to 2004 when
CED was est abl i shed.

MR. AUSTERMAN related that prior to [2004] there was an entire
departnment of econom c devel opnent, and rem nded the conmttee
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that several years ago the Departnent of Econom c Devel opnent
and the Department of Conmerce were nerged. Essentially, OED is
what's left of the fornmer Departnent of Econom c Devel opnent, he
sai d. He then opined that CED, although it’s one of the
smal | est divisions, has one of the |argest m ssions.

8:06: 31 AM

MR. AUSTERMAN, returning to his overview, highlighted that OED
has a focused tool set as economc developnent covers an
extrenely broad spectrum The OED has industry specialists that
are focused on devel oping specific aspects of Alaska s econony.
The CED is very actively involved in the analysis of Al aska’s
econony and its devel opnent. M. Austerman then highlighted
t hat OED serves as a resource as illustrated in the
organi zational chart entitled "CED: WHO WE ARE." At this point,
CED has a staff of 17 with which it produces information in the
form of reports such as the “Alaska Econonic Perfornmance Report
and Net Rate of Return.” The aforenentioned report offers a
snapshot of the health and well being of the state s industries,
including oil and gas. Although OED doesn’t have an enphasis of
developing oil and gas, the Departnent of Natural Resources
(DNR) has neet with CED regarding its nodel. He noted that the
af orenenti oned report also includes the Net Rate of Return which
provi des analysis of the inpact of industry, specifically on a
general fund perspective. He reviewed other reports that CED
publ i shes, including the Film Ofice annual report that wll be
available in a couple of weeks. M. Austerman related that OED
has beconme a focal point for information gathering, which is a
role that Commerce hasn’t historically played very often.
However, it’'s a great fit for CED. He noted that |ast year an
econom ¢ analysis conponent was added. Wthin OED, it has
becone apparent that Alaska is lacking in tinely information,
which he attributed to the lack of adm nistrative nmechanisns in
Al aska. Al aska doesn’t have an incone tax or a sales tax, which
are mechanisnms that other states use to gather reliable economc
data quickly. Ther ef or e, CED is working wth other
organi zations to gather data since there isn't a central
war ehouse of information, which is an initiative that CED is
working on currently. The COCED is working to broaden its
econonmi ¢ expertise and analysis capabilities largely for the
benefit of the |egislature.

8:12: 39 AM

MR. AUSTERMAN then turned to tourism and relayed that the
econom c indicators predict that there’s going to be a severe
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drop in tourismthis summer. He informed the conmittee that CED
put together an analysis regarding how in-state marketing noney
m ght inpact Al aska. The aforenentioned was prepared in about a
week and was provided to legislators who are interested [in the
use of in-state marketing funds].

8:13: 24 AM

REPRESENTATI VE GARDNER recalled that |ast year the |egislature
changed the funding fornmula for the Al aska Travel |Industry
Associ ation (ATIA) and provided for a state match. She inquired
as to how the aforenmentioned has changed the fundraising for
ATI A and how it |ooks for the com ng year.

MR. AUSTERMAN said that OeD, which has a large tourism
conponent, administers that contract. Last year the cruise
i ndustry, which was a large conmponent of ATIA's matching
conmponent, pulled out as a result of the cruise head tax.
Therefore, ATIA has |obbied and petitioned for a change in the
state's matching funds such that ATIA would produce 30 percent
of its overall budget and the state would match 70 percent. He
clarified that it’s an independent contract that CED nerely
adm ni sters and thus ATIA | obbies on its own behal f.

8:15:33 AM

CARYL MCCONKIE, Tourism Devel opnment Manager, Juneau Ofice,
Ofice of Econom ¢  Devel opnent, Depart nent of Comer ce,
Community, & Econom c Devel opnent, specified that she, along
with M. Austerman, manages the tourism marketing contract with
ATI A In response to Representative Gardner, M. MConkie
informed the commttee that |ast year ATIA would' ve raised close
to $5 million. However, early on in the |legislative session the
anticipation was that there would be difficulty in neeting the
mat ch. The official end of the year match was $4.2 nmillion to
mat ch the state’s appropriation. She explained that |ast year
there was a decrenent in the supplenental budget. This year
ATIA is on target to raise $2.7 million, which will allow access
to the state’s appropriation of $9 nillion. The legislation
changing the match that passed |ast year had a three-year life
span. Therefore, if the appropriation stays the sanme, she said
she anticipated that ATIAwi Il raise $2.7 mllion in 2010.

8:18: 00 AM

REPRESENTATI VE ClI SSNA expressed concern wth including the
i ndependent traveler in tourism efforts. She then inquired as
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to whether Alaska is conparing itself to other states in terns
of the [ATIA] arrangenent and naking assessnents regarding how
the state can help the industry while providing good oversight.

M5. MCCONKIE noted that she worked [in this field] in another
state and is well aware that every state studies the funding
source of other states. About 10 years ago Alaska was quite
behind in [tourisn spending as conpared to other states, and
thus the intent with the change was to increase spending. Wth
respect to the independent traveler, the current nodel directs
the marketing organization to do a broad marketing program an
i mge canpai gn, which creates awareness of Al aska as a desirable
destinati on. In fiscal years 2007-2008, independent traveler
grants were used to target independent travelers, but there
wasn't a move in the market as a result of the aforenentioned

canpai gn. However, it's difficult to measure the full effects
of a ~canpaign so immediately. Furthernore, the economc
envi ronnment has an inpact. Al though there is room for sone

focused efforts, the primary directive of ATIA is a broad
mar ket i ng canpai gn.

8:23:50 AM

COCHAIR MUNQZ inquired as to whether there’s a strategy to
target the yacht sector of the tourism nmarket.

M5. MCCONKIE related that OED has a Devel oping Al aska Rural
Tourism Program with the comunities of Petersburg, Wangell,
and Cof fman Cove. The OED staff working with that program felt
the yacht sector has sonme real potential. While COCED doesn’t
work with ATIA on that particular issue, OED does work with it
t hrough devel opnent prograns. The way the various segnents of
the market are targeted is primarily through public relations
and press releases. To reach each specific segnent would
dimnish the ability to send out a broad nessage. Ther ef or e,
it’s nearly inpossible to target each specific product in the
di fferent regions. She relayed that typically it’s the state’'s
role to bring everyone in while it’'s the region’s role to
devel op the products and bring people to the area. M. MConkie
highlighted that OED works with a nunber of rural comunities
through a federal grant and it’s a state/federal partnership.

8:26:59 AM

CO CHAIR HERRON asked if the $2.7 mllion industry match is
historically high, |Iow, or about the sane.
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M5. MCCONKIE related that in the early 1990s there was an
i nfusion of marketing funding, which was |ikely the high period.
In conparison to states such as Colorado, [Alaska s state
contribution to tourism is on the |ower scale. She pointed out

that Hawaii is identified as a conpetitor of Alaska because
Hawaii and Alaska are often conpeting wth internationa
destinati ons. She pointed out that in nobst states tourism

funding is on the line.
8:28:48 AM

REPRESENTATI VE M LLETT related her assunption that the cruise
shi ps are doing their own marketing canpaigns.

M5. MCCONKIE replied yes, and clarified that they ve always done
their own marketing. She recalled hearing that the cruise ships
have spent $70 mllion or nore collectively on marketing.
Therefore, they aren’t dependent on the state’s nmarketing.

REPRESENTATI VE M LLETT asked if ATIA coordinates with cruise
ship destination marketing in order to avoid overlapping or
duplicate marketing efforts.

M5. MCCONKI E responded that she didn't believe there is any
coordi nati on. In fact, ATIA and the cruise ship canpaigns are
di stinct and separate from each other. The primary coordination
has been that there are two-three nenbers of the board from the
cruise industry who sit on the board of directors as well as
participate in the marketing conmttee. However, ATIA doesn't
market directly to the cruise industry, which returns to the
broad brush canpaign. Ms. McConkie opined that it’s inevitable
that the sane visitors are being reached through advertising in
t he sane publication.

8:32: 07 AM

CO CHAIR HERRON inquired as to how Al aska can take advantage of
Governor Palin's celebrity status to encourage visitors to
Al aska.

8:33:15 AM

MR. AUSTERVAN highlighted that one of OEDs roles is to
conplinment ATIA. He further highlighted that CED doesn't nmanage
mar keti ng budgets but rather prograns such as the Devel oping
Al aska Rural Tourism (DART) project, the Tourism Mentorship
Assi stance Program and the Alaska Visitor Statistics Program
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The DART project is a partnership between CED and U. S. Econom c
Devel opnent Administration (EDA) that has been going on for a
coupl e of program cycles. He said that a well known result of
the DART program is the Chevak bird watcher. M. Austernman
related that tourism is the low lying fruit to diversify
Al aska’s econony and the state is just now scratching the
surface of what tourism can do to stabilize Al aska s econony.
Tourismoffers a |lot of potential, he opined.

8:36: 06 AM

MR. AUSTERMAN, in response to Representative Cissna, explained
that the DART program offers workshops to help people flesh out
their business plan. Since it’s difficult to cover all the
scenarios with a staff of +three, [OED] addresses that by
produci ng publications, such as how to run a bed and breakfast
in Alaska, to provide assistance in entering the tourism
busi ness.

8:38: 04 AM

REPRESENTATI VE GARDNER related her understanding that ATIA
|argely focuses on reaching independent travelers, which she
opined is to the benefit of |ocal Al askan-owned busi nesses.

MR. AUSTERMAN said he believes that’s correct. He related that
i ndependent travelers drop nore noney in the state than al nost
any other traveler.

8:39:23 AM

MR. AUSTERMAN, returning to his presentation, inforned the
conmmttee that [ast week COED staff was in Nonme providing a DART
wor kshop, which was very well-attended. He reiterated that
tourismis one of the nost underdevel oped aspects of the state’s
econony. M. Austerman then noved on to forestry devel opnent
for which OED has one industry expert who has been around for
sone tine. After working with a very large value-added
har dwoods manufacturer in the Lower 48, CED staff introduced
birch as a replacenent hardwood for veneers and the IiKke. The
manuf acturer has recently commtted a sizable anpunt of noney in
Petersville to develop a hardwoods plant, prinmarily to provide
feedstock to its Lower 48 operation.

8:42: 09 AM
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MR. AUSTERMAN, in response to Representative Gardner, confirned
that the initial intent was to take the raw resource to the
Lower 48. However, now this Lower 48 manufacturer has
[coordinated] with a m |l that has val ue-added potential. There
is the prospect of developing a nore efficient business nodel in
whi ch the val ue-added portion could occur in Al aska. There is
the possibility of wood floor plank and veneer com ng out of
this arrangenent, he rel ayed.

8:43:18 AM

COCHAIR MJUNOZ asked if OED works with small businesses to
obtain capital.

MR. AUSTERMAN replied yes, adding that OED works closely wth
agencies such as the Alaska Industrial Development and Export
Aut hority (Al DEA). In fact, CED staff is evaluating Seward s
pell et proposal in ternms of whether Seward s reliance on Chugach
Electric and Matanuska Light & Power (M.&P) for power could be
augnented by pellets. The two agencies that nmay be involved in
the aforenmentioned are AIDEA and the Division of Investnents.
The Division of Investnments provides |ow incone |oans for snal
busi ness devel opnent, especially with a rural enphasis. I n
fact, OED steers a lot of its tourism business people that need
capital to start a project to the Division of |Investnents.

CO- CHAIR MUNCZ recal led neeting with a Ketchi kan resident who is
devel oping a wood chip product to use as an alternative heating
sour ce.

MR. AUSTERMAN said that OED has know edge of that project and
has offered its resources. He explained that CED through its
industry experts and its econom st offers its econom c analysis
to the public and steers those interested in starting a business
to avail abl e resources.

COCHAIR MUNOZ pointed out that the Alaska Energy Authority
(AEA) energy funding criteria is narromy focused to just
government and governnent-supported enterprises, which |eaves
out busi nesses. She requested comment on that and asked if CED
has a position regarding expanding the eligibility criteria to
pronote entrepreneurs making significant inpacts on energy.

MR. AUSTERVMAN said that although OED sees opportunity for
private involvenent in addressing sone of the energy issues
t hroughout the state, the criteria, or program guidelines of the
renewabl e energy fund is a question for AEA staff. He offered
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to obtain that answer [from AEA] for the conmmittee. He then
coomented that OED believes the private sector can be nore
efficient in solving sone of these problens than the public
sector, and therefore [the state] should be aggressive in
hel ping those wth ideas that would address sone of the
chal l enges to energy in rural Al aska.

8:47:14 AM

MR. AUSTERMAN, continuing his presentation, noved on to mnerals
devel opment, which has a staff of two. He enphasized that OED
is an industry advocate to the extent that it’s good for
Al askans. The OED offers it’s expertise to industry with regard
to developing a certain deposit in a particular area, to the
permtting process, to the licensing process, to the
envi ronment al process, and the tax nodel.

8:48: 05 AM

REPRESENTATI VE GARDNER inquired as to what tax l|loading is as
referenced on the docunent in M. Austerman’s presentation
entitled “Mnerals.”

MR. AUSTERVMAN related that currently there’s a community
evaluating an extraction tax and OED staff is evaluating the

i mpact such may have on industry and its decisions. The
eval uation also takes into account what it will really take to
admnister the tax as well as what it wll bring to the
comunity. In further response, boroughs have severance tax

ability and thus can add a tax on top of the state tax if the
land is in the borough.

8:49: 26 AM

MR.  AUSTERMAN, continuing his presentation, said that OED
performs a lot of outreach regarding mnerals in order to

encourage Alaska as a favorable location for investnent. M.
Austerman opined that there’s a fine line between advocating for
i ndustry and ensuring [developnment] is good for Al askans. He
noted that OED strongly encourages local hire. He then
suggested that one way to address local hire and obtain
information would be the inposition of a small incone tax tied

to the permanent fund dividend (PFD) such that those who qualify
for the PFD get the tax back while those who don’t won't.
Al aska is essentially a reverse tax state as people are paid to
live here, he pointed out. The PFD application should be used

HOUSE CRA COWM TTEE - 9- February 5, 2009



as a tool to gather better information about the state’s
econony.

8:51:28 AM

MR. AUSTERMAN noved on to fisheries devel opnent, and pointed out
that OED works a lot with the Al aska Seafood Marketing Institute
(ASM) . Al though there are lots of areas of concern in
fisheries, it continues to have nuch potential as well. The COED
attenpts to help with policy so that local fishing conmunities
can keep nore of the fishing dollars at home. The OED staff has
been working on the Regional Seafood Devel opment Associations
(RSDAs), which bring fishermen together to tax thenselves and
allow the state the ability to re-appropriate the tax back to
the region so that it can use it as it sees fit. He pointed to
t he Copper River Seafoods region as an exanple of good pronotion
of regional advantages of seafood. For exanple, Bristol Bay is
looking at nore icing and cooling capability wth the
aforenmenti oned self-assessed tax. Cook Inlet is just [|ooking
into becom ng an RSDA while Aleutia is a new RSDA.

8:54:30 AM

REPRESENTATI VE Cl SSNA recal l ed that the fishing industry was the
second hi ghest enployer in the state. She then inquired as to
whet her there’s a ranking of the state’s industries.

MR. AUSTERVAN expl ained that wthout admnistrative nechanisns
that other states have, OED has to rely on surveys. He pointed
out that often these surveys are industry centric. He then
reiterated that the PFD provides a nechanism that the state
coul d use.

8: 56: 38 AM

REPRESENTATI VE M LLETT congratulated COCED on sone of the
expansion in the tourismindustry.

8:56: 57 AM

REPRESENTATI VE GARDNER rel ated that she has received a flurry of
e-mails regarding farmed salnon in Alaska. She then highlighted
the wild and free marketing of Alaska' s salnon, which she
suggested woul d be inpacted by farned sal non.

MR. AUSTERVAN inforned the conmttee that CED has been involved
in evaluating the potential of shellfish aquaculture in Al aska
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Wth regard to fish farmng versus wild stocks, M. Austerman
deferred to the ASM representati ve.

8:58:28 AM

COCHAIR MUNOZ related that she has recently been asked to
i ntervene and advocate on behalf of residents from other nations
who want to establish a business. She encouraged sone thought
in regard to whether OED <could play a role 1in helping
individuals with comunication difficulties in establishing a
busi ness.

MR. AUSTERMAN acknow edged that OED does have a Snall Business
Assi stance Center web site and perhaps there could be review of
how to address those wth cultural challenges in navigating
busi ness devel opnent in Al aska.

9:00: 31 AM

MR. AUSTERVAN, cont i nui ng hi s present ati on, turned the
committee’s attention to film developnent, which is a new
initiative. He opined that the film industry seens to respond
to incentives. The regulations to support this new program are

just being rolled out. He noted that the intent was to ensure
[the program] is Alaska centric and good for Al aska. In doing
so, the regulations were crafted tightly. He explained that CED
will issue tax credits for 30 percent to 44 percent of the

qual i fyi ng expenditures. The intent with the tax credit is to
ensure that Al aska receives twice the anmount of the tax credit
in new noney. Al though the regulations are in the public
coment process, the effective date of the initiative was | ast
Sept enber . A prequalifying process was established and four
production conpanies have [qualified]. In fact, Disney has
already done work in Sitka and about $5 mllion will be com ng
to Alaska. The estimated tax credit for the aforenentioned four
productions is about $1.5-%$2 million, but the exact anmount won’t

be known until the productions are conplete. Di sney has
conpleted its production and is waiting for CED to finalize its
regul ation process to further define what will qualify for a tax
credit.

9:04: 05 AM

CO-CHAIR MUNOZ inquired as to what kind of tax credit, in the
absence of a sales tax or incone tax, it is.
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MR. AUSTERMAN, using Disney as an exanple, explained that OED
woul d issue a certificate to Disney with a value of $150,000 and
Disney would broker those funds to entities that have a
corporate tax obligation and sell it at a discounted rate. He
characterized the aforenentioned as a wn-win situation and
acknowl edged that nost of the production conpanies won’'t have a
tax obligation as their taxes are realized in California.

9: 05: 04 AM

REPRESENTATI VE GARDNER surm sed then that basically it doesn't
cost the state dollar-for-dollar in terns of |oss from corporate
i ncome tax because the funds spent benefit the local comunity.
Therefore, she characterized the tax credit as the state
subsidizing the benefits to whatever community the [production
conpany] i s worKking.

MR. AUSTERMAN replied yes. He explained that the Departnent of
Revenue (DOR) will administer this tax credit in the sane way as
oil tax credits for exploration. He noted that there are also
comer ci al fisheries tax credits for equipnent upgrades.
Al though this program is developed in a manner to hopefully
broaden Al aska’s econony, it’'s a net cost to the general fund.

9:06: 14 AM

MR.  AUSTERMAN, continuing his presentation, noved on to the
Al aska Regi onal Devel opnent Organization (ARDOR) program He
expl ai ned that the ARDOR program provides econom ¢ devel opnent
outreach opportunities to the various regional conmunities
t hroughout the state. Therefore, [those communities] would
benefit from OED s industry expertise in identifying resources
that could be developed in the area. There is also the Small
Busi ness Assistance Center (SBAC), which serves as a great
resource for those interested in doing business in A aska. The
CED also adm nisters the Made in Al aska program In fact, the
Made in Al aska | ogo was just legally trademarked, which provides
sone legal teeth to enforce its use as there’s a lot pirating of
the logo. A recent survey of those who pay the fee to use the
Made in Alaska logo related that they definitely see the val ue
in that |ogo. He noted that the Al aska Product Preference
Programis an inportant program

9:07:26 AM

CO- CHAIR HERRON then requested that M. Austernman provide the
commttee with any legislation that's of interest to CED as wel |l
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as some of CED s budget observations. He noted that he would
ask M. Austerman back for a future neeting to fully flesh out
[ CED and what it offers].

9:07:56 AM

REPRESENTATI VE Cl SSNA expressed interest in regard to the cost
of fuel and how AIDEA provides assistance. She further
expressed interest in ensuring a conpetitive or equalizing
advantage since the costs are often so nuch higher in rural
Al aska, although the products of rural Alaska are what those in
urban Al aska live off of.

Al aska Seafood Marketing Institute

9:10: 32 AM

CO- CHAI R HERRON announced that the final order of business would
be an overview from the Alaska Seafood Marketing Institute
(ASM) .

9:11: 31 AM

RAY RI UTTA, Executive Director, Al aska Seafood Marketing
Institute (ASM ), Departnment of Commerce, Community, & Economc
Devel opnent, began by informng the conmittee that ASM is a
public private partnership simlar to the Alaska Railroad
Corporation. He explained that ASM is guided by a seven-nenber
board of directors who are appointed by the governor. The ASM

is affiliated wth DCCED. He noted that one of the ex-officio
menbers of the ASM board is the conm ssioner of DCCED. By
statute, ASM is the official seafood pronotional arm for the
state. The current mssion of ASM is to increase the economc
value of the Alaska seafood resource and ASM has been
relatively successful wth that m ssion. M. Rutta related
that ASM’'s role is to reposition the [seafood] industry as a
conpetitive and market driven organization. The increase in
seaf ood products produced in Al aska was made possible through an
infusion of funds and tax incentives fromthe state and federa

gover nment . The aforenmentioned has dramatically inproved the
mar ket position of the Al aska seafood industry over the |ast
four to five years. |In 2002 salnmon was in deep trouble, but now

it’s in a better position.

9:14:51 AM

HOUSE CRA COWM TTEE -13- February 5, 2009



MR. RIUTTA, referring to a chart |abeled “Funding,” pointed out
that ASM has experienced sonme erratic funding from Qutside,
mai nly federal, sources. He highlighted the [dark] blue bar on
the chart that illustrates the large anmount of federal funding
that was received in 2005, which was parsed out over numerous
years in order to have a nulti-year marketing canpaign. He then
hi ghlighted the red bar on the chart that illustrates what the
industry has provided. As the value of the harvest has
increased and the industry has increased its self-assessnent,
the industry contribution has steadily grown. Addi tionally,
because of the additional funds from the industry and recently
from the state, ASM has been able to attract federal Market
Access Program funds. The federal Market Access Program is how
the overseas marketing for seafood is funded. He explained that
for every $1 [ASM] provides, the federal government provides
$2. Therefore, ASM is buying noney fromthe federal governnent
in order to performthe federal overseas nmarketing activity. He
expl ained that ASM’'s budget line is flat because it has nanaged

to utilize sonme of the funding. However, in fiscal year (FY)
2010 the federal funding, save the Market Access Program
funding, wll be gone. Therefore, ASM is asking for sone

general funds (GF) to offset some of those |ost federal funds.

MR RIUTA then referred to a recent report from Northern
Economi cs, which specifies that Alaska s seafood industry is
worth $5.8 billion in direct and indirect induced economc
output to the state. That $5.8 billion worth of output includes
$84 mllion in tax revenues, which includes a nunber of self-
assessnments. Sonme of the self-assessnments that are included are
ASM , hatchery enhancenent, and RSDA funds. This direct revenue
to the state goes into the treasury to be dispersed as the
| egi slature sees fit. The armount of revenue going to the
boroughs and nunicipalities is in the $14 nmllion range. M .
Riutta enphasized the inportance of wunderstanding that the
af orenenti oned anmount of funds is left to the discretion of the
boroughs and the nunicipalities to spend on whatever it deens
necessary. According to the Northern Economics report, the
seaf ood industry is the nunber one enployer in the state, which
enpl oys 54,000. He indicated that [the seafood industry] is the
nunber three industry in overall econom c val ue.

9:19:12 AM
MR. RIUTTA then turned attention to the salnmon fishing sector
which is the |argest sector that enploys Al askans, although it’s

not the nost valuable part of the industry in ternms of dollars.
In fact, nearly three-quarters of all active salnmon fishernen
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are Al aska residents. The ex-vessel value, the price fishernen

receive at the dock, was $1.6 billion in 2007 of which salnon is
about a quarter of that total while pollock and Pacific cod
account for about 37 percent. He noted that the aforenentioned

is by value not volume, but the volune of the ground fishery
represents about three-quarters of the total.

9:20: 41 AM

REPRESENTATI VE ClI SSNA expressed interest in having the data
avail able over tinme in order to review the changes in the
fisheries growth and production.

MR RIUTTA offered to nake that information avail abl e.
9:21: 28 AM

VR. RIUTTA nmoved on to slide entitled "Alaska Seafood
Acconpl i shments", and opined that although the seafood industry
has sone good news, it faces sone challenges in the com ng year.
M. Rutta then highlighted that the wholesale value for
seaf ood, the value when the seafood |eaves the state, is $3.6
billion. That whol esale value is calculated after the harvest
and with the in-state value added prior to further processing or
distribution outside of the state. He then turned the
committee’s attention to the chart that illustrates the price
paid to fishermen for Alaska s seafood harvest, the ex-vessel
value, has risen from $1.2 billion in 2003 to $1.6 mllion in
2007. Although there have been sone very l|large harvests during
that tine, the value has increased nore than the increase in the
har vest . He then turned to the graph entitled “Alaska Sal non
Val ue Growm h: Ex-Vessel and First Wholesale,” which illustrates
t hat the higher the whol esal e value of the product, particularly
with salnon, the nore the fishernen can keep. 1In fact, when the
first wholesale was around $900 million for salnon, nearly 46
percent of that went to the fishernmen thenselves. Therefore, if
the price can be kept up, nore noney goes to the fishernen and
increases the ex-vessel value, which also increases the tax
return to the state. M. Rutta highlighted that [ASM] is
active in the US as well as the overseas market. He rel ated
that the growth in overseas sales has been about 34 percent in
val ue from 2003-2007. The aforenentioned is inportant since a
little over half of Alaska s products go to the overseas narket.

9:24: 50 AM
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MR. RIUTTA opined that ASM has been successful in making the
Al aska brand well known. He infornmed the commttee that ASM
has been in business for well over 25 years and serve as the
brand nanagers for the state’s seafood. The ASM, he further
opi ned, has placed Al aska seafood on the nenus of nost of the
restaurants in the U S In fact, Al aska seafood is the nunber
two nost nenued brand anong the top U S. restaurant chains.

9: 25: 38 AM

MR. RIUITA, in response to Co-Chair Herron, specified that
Al aska’s seafood is in [conpetition] wth beef, pork, and
chi cken. However, Al aska' s seafood is also in conpetition with
Oreo cookies, Haagen Dazs ice cream and other such popul ar
branded itens found on nenus. He noted that sone recent surveys
of restaurants found that 77 percent of those surveyed who see
the Al aska seafood brands in restaurants have a very positive
i npression. A recent survey regarding farmed versus wild sal non
revealed that 84 percent will choose wild Al aska sal non over
farmed Atlantic salnon fromthe nenu of U. S. restaurants.

9:27: 24 AM

CO CHAI R HERRON asked if Al aska seafood is conpeting well in the
foreign markets.

MR. RIUTTA replied yes, but he highlighted that Al aska conpetes
as a state against countries. Therefore, Alaska is conpeting
agai nst the Norwegi an Seafood Export Council that has a $40-$50
mllion budget and has fewer products to market than Al aska.
Alaska is also conpeting with the Chileans, the Spaniards, the
Canadi ans, and any ot her country who sells seafood overseas.

9:28:19 AM

REPRESENTATI VE GARDNER surm sed then that if Alaska was to break
its owm farmed salnmon rules, there would be a few who would
benefit while the salnon industry as a whole would take a huge
hit.

MR. RIUTTA confirnmed that such would undercut ASM’'s marketing
message, which is based upon salnon from Al aska being wild and
never farned. If farnmed salnmon were allowed in Alaska, the
entire marketing programwould have to be changed.

9:28:58 AM
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REPRESENTATI VE CI SSNA remarked that responsibilities come wth

popul arity, in ternms of making a nane for a product. She then
recalled being in Paris in the 1970s and seeing beautiful
Norwegian fish in the nmarkets and nessy Alaska fish. She

inquired as to what is being done to help fishernen maintain the
val ue that has been assured.

MR, RIUTTA informed the conmttee that quite a few years ago
ASM started a quality program that provides tools, training,
and information from the point of harvest through to the point

of sale. Moreover, ASM has devel oped the seafood university
that evolved from a seafood training program with Kroger’'s, a
grocery store chain on the East Coast. The aforenentioned was
such a success that it evolved into an on-line training program
for counter staff. He noted that there is a simlar program for
wait staff. Wiile there are still cases of mshandling of

Al aska’s seafood, he opined that the presentation of Alaska's
seafood in the market place has vastly inproved.

9:33:47 AM

CO CHAIR MUNOZ asked if ASM has considered marketing |ow val ue
good quality Al aska salnmon, such as pink salnbn, to countries
with a major consunption of seafood.

MR. RIUTTA informed the commttee that in the last three-four
years industry has decreased production of pink salnmon in a can
from 70 percent to about 50 percent wth the remainder produced

as frozen filets. The industry itself has changed the product
form of pink salnon and raised its value, although the val ue of
pink salnmon still isn’'t as high as sockeye. There is also a

U S. Departnent of Agriculture food aid program that ASM t ook
over. The aforenmentioned program | ooks for opportunities in the
U S food aid program to provide canned salnon, and other |ess
sal eabl e products, to various countries in order to provide nore
protein in those nmarkets. Through this program private
vol unteer organizations can place orders wth the US.
Department of Agriculture which then go out to the industries

for bids. In answer to Co-Chair Minoz, M. Rutta confirned
that ASM has explored nmarketing |ow value good quality Al aska
sal non, but t he af orenent i oned avenue has been f ound.

Furthernore, the industry itself has also taken on the role of
trying to raise the value of pink sal non through new val ue- added
products.

9:36: 59 AM
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MR. RIUTTA, continuing his presentation, turned the commttee’s
attention to the "Cook it Frozen" program which has dispelled
the nyth that frozen seafood is bad. Much work has been done
with chefs in order to show them how good Al aska's frozen
seafood products can be through the Culinary Institute of
Arerica and other culinary schools. In fact, ASM has a
curriculum that it provides to culinary schools throughout the
u. S M. Rutta opined that the Cook it Frozen program is one
of best programs in ternms of changing attitudes and allow ng
Al aska’s frozen products to demand a higher price because nopst
of the seafood |leaving the state does so in frozen form

MR. RIUTTA then showed a slide from the Brussels Seafood Show,
which is the |argest seafood show in the world. In Brussels,
Al aska conpetes agai nst countries. However, the Al aska pavilion
has the sanme footprint as the rest of the U S pavilion. The
af orenenti oned stand to reason since Alaska produces over half
of the seafood in the US. Most of the major conpanies in
Al aska are present at the show as are many of the state's
smal | er seaf ood conpani es. The result of the investnent in the

three-day show in Brussels was $31 nillion in on-site sales and
$125 nmllion in followon sales. He then highlighted the
various tactics wused to work wth consuners, including a

t remendous anount of pronotional materials
9:40: 19 AM

CO CHAIR HERRON inquired as to what ASM has found to be the
nost favored advertisenment by those in the business.

MR. RIUTTA answered that the nost popul ar advertisenent was an
insert in various cooking nagazines that had facts about Al aska
seafood as well as a simlar advertisenment wth chefs. Although
there was a popular television advertisenent with Ben Stein, it
didn't receive nearly the positive feedback as the one-page
inserts. In further response to Co-Chair Herron, M. Rutta
related that the wild Al aska salnon inmage and wild Al aska i mage
is huge in the marketplace. He pointed out that the reasons
people want to visit Al aska are the same reasons people want to
eat Al aska seafood, which is because it’'s a pristine
envi ronment .

9:43: 21 AM

MR. Rl UTTA, returning to his presentation, informed the
committee that ASM works with alnost every retail chain, food
service distributor, and restaurant chain in the country. He
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then presented a slide illustrating the advertisenment with Jack
in the Box in which pollock is pronoted. This past sumer a
sustainability forum was held in Anchorage; all of Al aska's
fisheries nmmnagers were brought together to talk with ASM’s
maj or custoners. He noted that although there’s a grow ng
interest in the market place about sustainability, there's also
some confusion with regard to third party certifiers who have
begun to espouse what is and isn't sustainable. Wrk began | ast
year to clarify sustainability. He explained that ASM wants to
ensure that everyone understands that seafood from Al aska cones

from a sustainably nmanaged resource. Sustainability, he
enphasi zed, is specified in the Alaska State Constitution and is
fundamental to the way business is done in Al aska. Still

organi zations such as Geen Peace have said that all Al aska
pollock should be taken off the shelf because it isn't
sustainable by its criteria. However, ASM doesn’t believe

t hat, he opi ned.
9:45: 42 AM

CO- CHAIR HERRON characterized [what some non-gover nnent al
organi zations (NGOs) are saying in relation to sustainability]
as a form of outside of Alaska influence that sends the wong
nmessage about Al aska.

9:46: 49 AM

REPRESENTATI VE Cl SSNA opined that quality is a hard standard to
mai ntain and the best thing to do with critics is to listen to
ensure that nothing is being mssed. She then highlighted that
in tourism marketing there are different niches. She suggested
that there should be a gourmet fish tourism niche in which
peopl e | earn how to cook Al aska’s seaf ood.

MR RIUTA informed the commttee that the aforenentioned
al ready exists. The ASM has worked with Holland Anerica, which
has an onboard Iron Chef-type of cooking denonstration. I n
Juneau, there is a conpany that does celebrity chef cooking
events with Al aska seaf ood. M. Rutta related his agreenent
with Representative Cissna regarding taking criticism and
realizing that quality is key to the narketplace. The probl em
is that the prem se of sone of the nongovernnental organizations
(NGCs) is that government can’t be trusted, and thus the NGO has
to be hired to ensure governnment is doing its job. The
af orenenti oned i s objectionable, he said.

9:50: 02 AM
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CO CHAI R HERRON requested that M. R utta share his observations
with regard to the follow ng: the recent community devel opnment
guota (CDQ groups with tax consequences on unrel ated busi nesses
[realized] with the profits of fishing; the Yukon king run that
| ooks to be in trouble next year; and the new rural advisor who
has strong ties to the fishing industry.

9: 50: 55 AM

MR. RIUTTA, continuing his presentation, pointed out that ASM
works a lot with celebrity chefs. For exanple, ASM has been
working with Alton Brown who has becone a chanpion of Al aska
seaf ood and sustainability. He then presented a slide that
shows ASM doi ng cooking frozen denonstrations, which generates
much interest. He informed the commttee that ASM works with
the university system In fact, ASM'’'s food service director
and technical director gave presentations to University of
Massachusetts students and food service staff. In terms of the
nunmber of neals served annually, the University of Massachusetts
is one of the |argest canpuses. At this point, wild Al aska week
is part of the aforenentioned university' s nenu. Most recently,

ASM has reached out to Stanford. He nmentioned the Al aska
seaf ood university that’s |located on ASM’'s web site. He then
reviewed the national canpaigns, which were discussed earlier in
regard to nmgazi ne inserts. However, in order to fit into the

2009 budget, ASM noved away from the $3-$4 nillion donestic
[ ragazi ne] canpaign to about a $1 mllion public relations

campai gn. Gven last year’s nunmbers wth public relations
marketing, this vyear’s budget, a no-growth budget, seeks to
mai ntai n that marketing. M. Rutta said, “But we think that
we're really at bare bones level with our budget to naintain our
brand position.” The rule of thunb in advertising is that for
every year a brand isn't in the market, 25 percent of that brand
power is |ost each year. M. Rutta then turned to the
i nt ernati onal program which he characterized as a big
conmponent. He reviewed the overseas contract offices, and added
that ASM actively markets in all of the overseas markets.

Al t hough Japan continues to be the |argest custoner of Alaska's
seafood, it has decreased dramatically over the last four to
five years. The markets in Europe and China are grow ng. In
fact, China is the |argest seafood consum ng and producing
nati on. He highlighted that ASM translates its materials. He
al so highlighted the M. Fish canmpaign in Japan. Moreover, ASM
does nedia tours both donestically and internationally. He
pointed out ASM'’'s overseas efforts to educate and attend trade
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shows. He noted that ASM has discovered an energi ng roe market
i n Russi a.

9:57: 53 AM

MR. RIUTTA opined that ASM has built up a very powerful brand
and enviable position in the market over the last few years

One of the largest threats facing [Al aska's seafood industry] is
the credit crunch. He explained that many who want to purchase
Al aska’s seafood products need lines of credit to do so. Since
there’s not nuch that can be done about that, hopefully it wll

resolve itself. The <credit <crunch is resulting in sone
stagnation and price pressure. He said that ASM wll try to
work with the industry to danpen that in the nonths and years
ahead. M. Rutta said that since [Al aska s seafood industry]

is facing uncertain and challenging tinmes, he encouraged keeping
Al aska’s nane out there to encourage purchase of the state’s
seaf ood products at a hi gher price.

10: 00: 18 AM

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

Community and Regional Affairs Standing Commttee neeting was
adj ourned at 10: 00 a. m
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