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PETER ECKLUND, St aff

Representative Wlliam"Bill" Thomas, Jr.

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Present ed HB 344, on behal f of
Represent ati ve Thonas, prinme sponsor.

S. GREGORY FI SK, Representative

Bri stol Bay Econom c Devel opnment Cor porati on ( BBEDC)
Juneau, Al aska

POSI TI ON STATEMENT: Testified in support of HB 344.

TIM COTTONG M Fi sh Group Manager

Juneau O fice

Tax Division

Depart ment of Revenue (DOR)

Juneau, Al aska

PCSI TI ON STATEMENT: Responded to questions, during the hearing
on HB 344.

MARK PALMER, Presi dent
Ccean Beauty Seaf oods
(No address provi ded)
PCSI TI ON STATEMENT: Testified in support of HB 344.

MARY MCDOWELL, Vice President

Paci fi ¢ Seaf ood Processors Associ ati on

(No address provided)

PCSI TI ON STATEMENT: Testified in support of HB 344.

BOB WALDROP, Executive Director

Bristol Bay Seaf ood Devel opnent Associ ation

Anchor age, Al aska

PCOSI TI ON STATEMENT: Testified in support of HB 344.
ACTI ON NARRATI VE

10: 18: 08 AM

CHAIR BRYCE EDGVON called the House Special Comrittee on
Fisheries neeting to order at 10:18 a.m Represent ati ves
Edgrnon, Keller, Minoz, and Buch were present at the call to
order. Representative Kawasaki arrived while the neeting was in
pr ogr ess.

HB 344- SALMON PRODUCT DEVELOP. TAX CREDI T
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10:19:18 AM

CHAI R EDGMON announced that the only order of business would be
HOUSE BILL NO 344, "An Act relating to the salnon product
devel opment tax credit; and providing for an effective date by
anending an effective date in sec. 7, ch. 57, SLA 2003, as
amended by sec. 4, ch. 3, SLA 2006, and by sec. 4, ch. 8, SLA
2008. "

10: 19: 24 AM
PETER ECKLUND, Staff, Representative Wlliam"Bill" Thomas, Jr.,
Al aska State Legislature, presented HB 344, paraphrasing from
the sponsor st at enent which read [original punct uati on
provi ded] :

House Bill 344 extends the deadline for salnon

processors in Alaska to receive a salnmon product
devel opment tax credit. The program allows applicants
to claim a credit on their annual fisheries business
tax for 50% of +the purchase <costs of eligible
equi pnent . Credits received may not exceed 50% of a
taxpayer's annual tax liability. Under current | aw,
processors can claimthe credit for the property first
placed into service by Decenber 31, 2011. This bil
woul d extend the program's sunset date to Decenber 31,
2015, allow ng processors anple tine to continue their
| ong-range investnent planning.

The sal non product devel opnent tax credit was a key
recommendati on  of the Joint Legislative Sal non
| ndustry Task Force. First enacted in 2003, the
credit was part of an effort by Alaska s elected
| eaders and the fishing industry to develop innovative
val ue- added sal non products. Since then it has
stinul at ed some i nport ant changes in Al aska' s
comercial fishing industry. New processi ng equi pnent
eligible for the tax credit enables businesses to
offer a nore diverse conplenment of Alaska salnon

products which helps increase overall cust oner
accept ance. Modern equi prment also helps increase
efficiency of processing operations and inproves
output, resulting in inproved quality. | ncr eased

investnment in Al askan equipnent encourages in-state
processi ng of our salnon resource which is critical to
job creation and retention in fishing conmmunities.
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The House Fisheries and Finance Conmttees added ice
machines to the list of investnents that qualify for
the tax credit. Having a top quality base product
delivered to processors is a prerequisite to further
val ue addi ng processing of sal non.

Al aska's salnon industry is beginning to recover from
years of |ow values caused by conpetition from fish
farmng, the recent econom c depression, changes in
the marketplace, and increasing |abor and energy
costs. Extending the tax credit beyond its current
sunset date of Decenber 31, 2011 wll allow the
industry to continue the progress that is being nade
in devel oping and produci ng sal non products that wll
keep Alaska's fisheries conpetitive in world markets

The state should continue to support one of our nost
important basic industries by extending the sal non
product devel opment tax credit through passage of HB
344.

10: 22: 20 AM

MR. ECKLUND directed attention to the commttee packet, and the
Department of Revenue (DOR) handout titled: Alaska Tax Division
2009 Annual Report, Figure 3 - Revenue Collections Detail. The
fiscal year (FY) 2009 total receipts, collected from fisheries
busi ness tax, shows just over $42 mllion, up from $23 nillion
in 2003. He opined that a major reason for this increase is the
tax credit that the bill provides.

10: 23: 15 AM

CHAI R EDGVON acknow edged the intent to extend the sunset of the
tax credit, and noted that there may also be interest in adding
ot her conponents.

MR ECKLUND said the addition of ice nachines has been
requested, and is being considered by the sponsor.

10: 24: 11 AM

REPRESENTATI VE BUCH referred to the handout titled "Prepared by
Departnment of Revenue - Tax Division, Salnon Product Devel opnent
Credit Expenditures, Qualified Expenditures and Non-Qualified
Expendi t ur es, dat ed 2/ 17/ 2010, " and asked about t he
differentiation of the itens included, or excluded.
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MR. ECKLUND indicated that the legislation was first drafted in
2003, but has been nodified with two anmendnments, and extensions,
since enactnment of the original bill. He surm sed that the
parcels on the list were part of the initial commttee debates.

10: 25: 44 AM

CHAI R EDGVON said the question is pertinent, and a full response
will be requested for the conmttees benefit.

10: 26: 18 AM

S. CGREGORY  FI SK, Representati ve, Bri st ol Bay Econom ¢
Devel opnent Corporation (BBEDC), stated support for HB 344,
paraphrasing from a prepared statenment, which read [original
punct uati on provided]:

Bristol Bay Econonmi c Devel opnent Corporation (BBEDC)
supports passage of HB 344 and the renewal of the
Sal non Product Devel opnment Tax Credit.

The Tax Credit has helped stinulate investnment in new
val ue added processing equipnment across the State.
Probably nost inportant are the many salnon fillet
lines now operating. |In Bristol Bay increasing fillet
production is truly transformng the fishery.

Unfortunately, basic salnon quality issues continue to

[imt the full positive economc inpact of the
investnents in value added equipnent. This is
particularly acute in Bristol Bay, but is certainly
not limted to the Bay. It's an old problem- |ack of
fish chilling capacity. This results in a high

incidence of No. 2 fish that are unacceptable for
filleting. The big problens are gaping and brui sing.

I ncreasing the percentage of No. 1 grade fish is vital

to getting full benefit from other investnents under

the Salnon Product Devel opnent Tax Credit. Pr oper

chilling in slush ice has been denobnstrated to
increase the percentage of No. 1 fish from 45% 50%
range to 80% 85% i n Bristol Bay.

Accordingly, BBEDC would l|like to suggest that, as HB

344 works its way through the process, you consider
adding ice production and delivery equipnent to the
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list of qualified investnments eligible for the tax
credit. Doing so wll directly contribute to
achieving the original intent of the Salnmon Product
Devel opnent Tax Credit, by helping to ensure that we
have the quality salnmon needed for effective value
added processing in Al aska.

|ce Production and Delivery Equi pnment should include

t he act ual ice maker s t hensel ves, and t he
refrigeration systens required; ice storage systens -
conventional insulated ice houses, tanks for slurry
systens, etc.; delivery systens - ice rakes, augers

pneumati c systenms, chutes, etc.

10: 29: 15 AM

REPRESENTATI VE BUCH pondered why the request for having specific
equi pnent included has cone recently to the fore and late in the
session. He questioned whether it's a shift in needs.

MR. FI SK responded that what has changed is the enphasis for
val ue- added processing.

10: 31: 52 AM

TIM COTTONG M Fish Goup Mnager, Tax Division, Departnment of
Revenue (DOR), said that the list was generated by the |anguage
in statute, which describes the qualifying functions of
equi pnent allowed for credit under the program He referenced
AS 43.75.035(j)(3), used to generate the l|ist, and paraphrased
the statute, which read [original punctuation provided]:

(3) "qualified investnent" neans the investnent
cost in depreciable tangible personal property wth a

useful Ilife of three years or nore to be wused
predom nantly to perform a processing, packaging, or
product finishing function that 1is a significant
conmponent in producing value-added salnon products
beyond gutting of the salnon; in this paragraph,
"property"

(A) includes

(1) filleting, skinning, portioning, m ncing,
form ng, ext rudi ng, stuffing, i nj ecting, m Xi ng,

mar i nati ng, pr eservi ng, dryi ng, snoki ng, bri ni ng,
packagi ng, bl ast freezing, or pin bone renova
equi pnent ;
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(i1i) new parts to convert an existing can seaner
to pop-top can production; and

(ti1) conveyors used specifically in the act of
produci ng a val ue-added sal non product;

(B) does not include

(1) vehicles, forklifts, conveyors not used
specifically in the act of producing a value-added
sal mon product, cranes, punps, or other equipnment used
to transport salnon or salnon products, knives,
gl oves, tools, supplies and materials, equipnent that
is not processing, packaging, or product finishing
equi pnent, or other equipnment the wuse of which is
incidental to the production, packaging, or finishing
of val ue-added sal non products; or

(ii) the overhaul, retooling, or nodification of
new or existing property, except for new parts to
convert an existing <can seaner to pop-top can
producti on;

10: 32: 51 AM

REPRESENTATI VE MUNOZ  opined that the statute could Dbe
interpreted to permt icing.

MR. COITONG M highlighted the statutory |anguage "processing
function,” and said that this term does not include icing.
Because icing is considered a task that a fisherman can manage,
it is not considered a processing function.

REPRESENTATI VE MUNOZ di sagreed with that reasoning. She pointed
out that the inclusionary |anguage nanes blast freezing and

preservi ng. Icing, she opined, is a nethod of preserving. The
exclusionary |anguage identifies knives, tools, gloves, and
ancillary products. Al though she opined that the |[|anguage

allows for the ability to include ice nachines, she acknow edged
the departnent's very narrow interpretation of the statute.

10: 34: 39 AM

CHAI R EDGVON opened public testinony.

10: 34: 50 AM

MARK PALMER, President, Ocean Beauty Seafoods, stated support
for HB 344, namng the Bristol Bay fishery as an exanple of why
this bill is inportant, and an indicator for how well it has
wor ked. He described the processing operations that have
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i ncreased the val ue-added product coming out of the Bristol Bay
area. |If the freezing capacity is the limtation of a facility,
only a certain nunber of pounds can be handled, but filleting a
fish takes up less freezer space. The program has worked
exactly in the way that it was intended, he opined. Ccean
Beauty has invested in fillet and val ue-added capacity in four
of their seven Al askan |ocations. This has allowed increased
market prices and pronoted the addition of new product |ines.
He stressed that the bill has worked very well and fostered
i nvestnment in many areas of the industry.

10: 38: 55 AM

MARY MCDOWELL, Vice President, Pacific Seafood Processors
Associ ation, stated support for HB 344, and concurred with the
previ ous speakers statenments, regarding the benefits and need
for the legislation. She added that investing in the equi pnent

up front, pays for itself many tines over. The bill serves to
inprove the situation for the seafood industry, the coastal
communities, and the state revenues; it 1is an excellent
i nvest nment .
10:41: 19 AM

BOB WALDROP, Executive Director, Bristol Bay Seafood Devel opnent
Associ ati on (BBSDA), sated vigorous support for HB 344, and said
the bill represents a direct benefit to Bristol Bay fishernen.
He pointed out that in response to the tax credit, value-added
production in Bristol Bay is rising sharply: fillet production
continues to increase, and value-added products are in high

demand on the world market. The Bristol Bay fishery is fully
productive, while fish farns are in crisis. During the plight
of the farns, it is inportant for Alaska to fill the void and
mai ntain the |eadership position, as the farms work to regain
production |evels. I nvestnents in equipnent upgrades, made
possible by the tax credit, are investnents that will pay big
di vidends for the entire industry. Addi tionally, a higher tax
base will be gained and the state wll recoup costs of the

program t hrough the product and busi ness tax structure.

10:43:49 AM

CHAIR EDGMON stated that HB 344 would be held for continued
public testinmony and commttee consideration.

10:44:15 AM
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ADJ OURNVENT

There being no further business before the commttee, the House

Special Conmittee on Fisheries neeting was adjourned at 10:45
a.m
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