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REPRESENTATI VE BRYCE EDGVON
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Juneau, Al aska

PCSI TI ON STATEMENT: Testified in support of proposed Amendnent
1, during the hearing on HB 177, as sponsor of HB 177.

TI M CLARK, Staff

Representati ve Bryce Edgnon

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Presented proposed Anendnent 1, during the
hearing on HB 177, on behal f of Representative Edgnon, sponsor.
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Anchor age, Al aska

PCSI TI ON STATEMENT: Responded to questions, during the hearing
on HB 177.

BRUCE TANGEMAN, Deputy Comm ssi oner

Depart ment of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON STATEMENT: Presented the departnental overview of the
Sal non Product Devel opnment Tax Credit.
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Tax Divi sion

Departnent of Revenue (DOR)

Juneau, Al aska

POSI TI ON STATEMENT: Responded to questions during the overview
of the Sal non Product Devel opnent Tax Credit.

ACTI ON NARRATI VE

10: 02: 18 AM

CHAIR PAUL SEATON called the House Special Conmittee on
Fisheries neeting to order at 10:02 a.m Represent ati ves
Seat on, Johnson, dson, and Feige were present at the call to
order. Representatives Kreiss-Tonkins, Herron, and Gattis
arrived as the neeting was in progress.

HB 177- COVWWERCI AL FI SHI NG LOANS
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10: 02: 38 AM

CHAI R SEATON announced that the first order of business would be
HOUSE BILL NO 177, "An Act relating to interest rates on |oans
from the comercial fishing revolving loan fund and the
community quota entity revolving | oan fund; and providing for an
effective date.”

CHAIR SEATON identified the adopted working docunent as
commttee substitute (CS) for HB 177, |labeled Version 28-
LS0607\ O, Bul l ard, 3/26/13.

10: 03: 56 AM

REPRESENTATI VE JOHNSON noved to adopt Anmendnent 1, |abeled 28-
LS0607\ O. 2, Bullard, 1/30/14, which read as foll ows:

Page 1, line 13, through page 2, line 1:
Delete all material and insert:

"(B) [AT A RATE] of nore than 10 1/2
percent a year; [OR|

(O that is less than the prine rate, as
defined in AS 44.88.599, mnus three percentage
points; or

(D) [AT A RATE] that is less than three
percent a year [THE COST OF FUNDS TO THE STATE] ;"

10: 04: 10 AM

REPRESENTATI VE FEI GE obj ected for purposes of discussion.

10: 04: 15 AM

REPRESENTATI VE JOHNSON expl ained that the amendnent establishes
limts to the floor of the |oan program and provide security to
the fund; a policy procedure. He said that, with adoption of
t he amendnent, he could support HB 177.

REPRESENTATI VE BRYCE EDGMON, Alaska State Legislature, stated

support for the anmendnent, and said it is a positive addition to
the bill.

HOUSE FSH COW TTEE - 3- February 4, 2014



10: 05: 52 AM

TIM CLARK, Staff, Representative Bryce Edgnon, Al aska State
Legi slature, explained that Amendnent 1 wll be inserted in
Section 1 of the bill, and he paraphrased the new |anguage for
t he anended subsection (2), which read as foll ows:

“(2) may not bear interest at a rate

(A) exceeding the prinme rate, as defined by AS
44.88.599, plus two percentage points;

(B) [AT A RATE] of nore than 10 % percent a year;
[or]

(C that is less than the prine rate, as defined
by AS 44.88.599, m nus three percentage points; or

(D) [AT A RATE] that is less than three percent a
year [ THE COST OF FUNDS TO THE STATE];

MR. CLARK stressed that under the proposed CS, as anended, for
any |loan made from the Commercial Fisheries Revolving Loan Fund
(CFRLF), all of the above statenents nust be true. Further, the
subsection now provides a "floating" ceiling to the interest
rate tied to the prime rate, and a "fixed" ceiling of ten and
one-half percent, as well as a "floating" floor tied to the
prime rate, and a "fixed" floor of three percent. Wt hout the
proposed anendnent, he pointed out that HB 177 would allow a
loan to be offered for as nmuch as six percent below the prine
rate. Directing attention to the comittee handout, titled
"Amendnent to CSHB 177(FSH)", page 3, he paraphrased the
| anguage, which read as follows [original punctuation provided]:

Wthout the anendnent, if the prine rate were, for
exanple, 8 percent, it would be lawful to nake a | oan
at an interest rate as little as three percent.

In other words, the loan could be offered by as nuch
as 6 percent below prinme, since the only “floor” is a
m ni mum 3 percent a year.
Wth the anmendnment, if the Prinme Rate were 8 percent,
it would only be lawful to nake a loan at an interest
rate as low as 5 percent.

In other words, the loan could only be offered for as
much as 3 percent below prine, as defined by (2)(C.

Subsection (2):
“(2) may not bear interest at a rate
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(A) exceeding the prime rate, as defined by AS
44.88.599, plus two percentage points;

(B) [AT A RATE] of nore than 10 % percent a year; [or]

(C) that is less than the prinme rate, as defined by AS
44.88.599, mnus three percentage points; or

(D) [AT A RATE] that is less than three percent a year
[ THE COST OF FUNDS TO THE STATE];

MR CLARK finished with an exanple of a product quality
i nprovenent |oan offered at two percent below the prine rate,
under HB 177, paraphrasing from the conmittee handout, page 4,
whi ch read as follows [original punctuation provided]:

If the Prime Rate were at 8 percent, the interest rate
on the loan would be 6 percent a year, well within the
Subsection (2) paraneters.

Under Subsection (2), all these statenents are true:

(A) 6 percent does not exceed the Prinme Rate plus two
per cent .

(B) 6 percent a year is not nore than 10 % percent a
year .

(C 6 percent a year is not less than the Prine Rate
m nus 3 percent.

(D) 6 percent a year is not less than 3 percent a
year.

However, if the Prime Rate were at 3.25 percent, as it
is today, the interest rate on the loan would hit the
fixed 3 percent floor in (D), and so the rate would be
3 percent.

10: 09: 23 AM

REPRESENTATI VE FEI GE renpved his objection. There being no
further objection, Amendnent 1 was adopt ed.

10: 09: 47 AM
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CHAI R SEATON cl osed public testinony on HB 177.

10: 11: 09 AM

REPRESENTATI VE OLSON recalled that the original structure of
Comrercial Fishing and Agriculture Bank (CFAB) was to provide
| oan and operational funds to vessel owners who might not
ot herwi se obtain standard market | oans.

LEA  KLI NCGERT, President and CEQ, Commer ci al Fishing and
Agricul ture Bank (CFAB), agreed.

REPRESENTATI VE OLSON said that his review of the current vision
statenent appears to be different than what was originally
i ntended, and he paraphrased the statenent, which reads as
follows [original punctuation provided]:

To be the PREMER LENDER to the conmercial fishing,
agricul ture, timber, tourism and resource Dbased
i ndustries of Al aska.

To provide pronpt, courteous service and financing
customzed to neet the specific needs of our
borrowers.

REPRESENTATI VE OLSON expressed his understanding that CFAB
served clients who, due to a lack of or a questionable credit
hi story, would not qualify for a standard market |oan. Further,
he stated his belief that CFAB did not generally serve as a
primary underwiter.

M5. KLI NGERT stated her understanding that CFAB was created due
to requests from the fishing and agriculture industries, whose
needs were not being nmet through the commercial banks. She
sai d:

It is also ny understanding that we were created with
the idea that we would replace the state program at
sonme tinme. W were never the lender of last resort;

t he division was supposed to be the | ender of |ast
resort. The way |'ve always looked at it is that the
state departnent kind of gets it in the crawling, CFAB
does the walking, and then you hope that they're
running and they go off to the commercial, the |arger
institutions, at that point.
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REPRESENTATI VE OLSON enphasized that to be the prem er |ender
would place CFAB in direct conpetition with private sector
banki ng institutions.

V5. KLI NGCERT explained that CFAB is a private |ending
institution and does conpete with other entities but |oan size

is a limting factor. The agency provides a service as a
private, tax paying, agency.

REPRESENTATI VE OLSON st ated support for the bill

10: 15: 12 AM

REPRESENTATI VE HERRON noved to report CSHB 177, Version 28-
LSO607\ O, Bullard, 3/26/13, as anended, out of commttee wth
i ndi vi dual recomrendations and the acconpanying fiscal notes.
Wt hout objection, CSHB 177 (FSH was reported from the House
Speci al Commttee on Fisheries.

The commttee took a brief at-ease at 10: 16 a. m

OVERVI ENN  Departnent of Revenue Tax Division - Sal non Product
Devel opment Tax Credit

10:16: 03 AM

CHAI R SEATON announced that the next order of business would be
an overview from the Departnent of Revenue Tax Division
regardi ng the Sal non Product Devel opnent Tax Credit.

10: 16: 14 AM

BRUCE TANGEMAN, Deputy Conmm ssioner, Departnent of Revenue
(DOR), directed attention to the commttee handout titled "State
of Al aska Departnent of Revenue Sal non Product Devel opnent Tax
Credit Overview, A Presentation to the House Fisheries Conmttee
February 4, 2014," and said the tax credit was enacted in 2003,
with the passage of HB 90, to address downturns in the Al askan

sal non i ndustry. It was intended to encourage "new investnent
in new equi pnent for new products, not new investnent for old
equi pnent for the same products.” The original law granted

processors a credit against the fisheries business tax (FBT) for
expenditures pronoting the manufacture of a value-added sal non

product (SPD) credit. It also granted a credit against the FBT
for expenditures pronoting manufacture of marketable products
from salnon waste, known as a utilization credit. The

qualifying SPD credit expenditures covered equi pnent used for a
conprehensive list of activities including filleting, skinning
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portioning, mncing, formng, and extruding. He expl ai ned that
the qualifying wutilization «credit expenditures allowed for
equi pnent produci ng marketabl e products from waste. The credits
were limted to 50 percent of the expenditure with an annual
[imt set at 50 percent of tax on salnon. The credits were not
designed to reduce the nunicipal share, which he pointed out is
"carved off the gross and distributed to the comunities, then
any tax credits, which would reduce the revenues, are taken
agai nst the state share."™ A three year carryover is allowed for
conpanies to claim unused credits; the tax recaptured if
equi pnrent is sold, renoved from service or ceases to be
gqualified before the end of the third year. The date for
putting qualified property into service under the original
| egi sl ati on was 12/ 31/ 05.

10: 21: 35 AM

MR. TANGEMAN proceeded to describe the anendnents that have been
made since the inception of the original bill. The first was in
2006, under SB 164, which refined the definition of qualifying
expenditures, "nmaking it clear that processors should be
produci ng new, innovative salnmon products in order to benefit
from this program®™ The senate bill added to the list of
qual i fying expenditures the costs to convert traditional canning
equi pnent to include pop-top canning. In addition, SB 164
identified non-qualifying expenditures as well, and he

par aphrased from the list provided on page 7 of the conmttee
handout, which read as foll ows:

Vehicles, forklifts, conveyors, cranes, punps and
ot her transporting equi pnent

Kni ves, gloves, tools, supplies, materials and other
equi prent that is not processing, packaging or product
finishing equi pnment

O her equipnent which is incidental to production,
packagi ng or finishing of val ue-added sal non products

Over haul , retooling or nodi fication of exi sting
equi pnent; except pop-top canning conversion

MR. TANGEMAN paraphrased the definition for the term "val ue

added sal ron product, as provided under SB 164," which read as
follows [original punctuation provided]:

HOUSE FSH COW TTEE - 8- February 4, 2014



the product of a salnon that is processed beyond
headi ng, gutting, or separation in a mnner that
materially enhances the value of the sal non product,
such as shelf-stable, retort pouched, snoked, pickled,
or filleted salnon, ikura, |leather, or jerky ...

MR. TANGEMAN said that SB 164 also identified products that do
not qualify as value-added salnon products, a list which
i ncludes products subjected to only one or nore of heading,
gutting, freezing, packaging, quality assurance practices, or
value retention practices; salnon skeins or other unprocessed
sal non products whether fresh or frozen; canned sal non, except
for salnmon products in a pop-top can; and products produced out
of the state. The true goal, he said, was that only a value
added product would qualify for this state tax credit. The
amendnent al so extended the date for putting qualified property
into service through 12/31/08; however, the utilization credit
was not extended and subsequently experienced sunset on
12/ 31/ 05.

10: 24: 06 AM

MR. TANGEMAN explained that additional anendnents were nade in
2008 via HB 321, which served to expand the list of qualifying

equi pnment . He paraphrased the sponsor's intent for the
anmendnent , which read as follows [ origi nal punct uati on
provi ded] :

The Sal mon Product Devel opment Tax Credit encourages
and accelerates the developnent and production of
val ue- added sal non products in Al aska by providing an
econonm c incentive to nmake the necessary investnents
in new technol ogy and equi pnent.

MR.  TANGEMAN further noted that HB 321 added fillet [Iine
conveyor systens to the list of qualifying expenditures. A new
provi sion introduced under legislation required the Departnent
of Revenue (DOR) to provide a process for applicants to obtain
credit pre-approval of planned expenditures. Finally, HB 321
extended the date of putting qualified property into service
until 12/31/11.

10: 25: 21 AM

MR. TANGEMAN said the final anendnent was passed in 2010, under
HB 344, and added ice machines to the Ilist of qualifying
expenditures and extended the date for putting qualified
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property into service wuntil 12/31/15. He paraphrased the
sponsor's intent to be as follows [original punct uati on
provi ded] :

Extending the tax credit beyond its current sunset
date of Decenmber 31, 2011 wll allow the industry to
continue the progress that is being nade in devel oping
and producing salnmon products that wll keep Al aska's
fisheries conpetitive in world markets.

10: 26: 01 AM

MR.  TANGEMAN introduced two statistical charts. The first,
handout page 14, indicates the gross revenue and credits clai ned
agai nst that revenue, and shows significant sw ngs that have
occurred between FY 04 and FY 13. The second, handout page 15,
he pointed out, includes the pre-approval requests, which he
observed have not been fully utilized. Assistance is available
to help investors understand the paranmeters of the program

10: 27: 25 AM

CHAI R SEATON asked how the pre-approval process is handled; is
thee a letter stipulating "if you do this project, as designed,"”
or wording to that effect, to ensure qualification.

MR. TANGEMAN def err ed.

10: 27: 56 AM

TIM COTTONG M Fish Goup Mnager, Tax Division, Departnent of
Revenue (DOR), said there is a formon the departnent's web page
for processors to conplete and submt. This form requires
departnent approval or rejection and that action generates an
appropriate cover letter to acconpany the accepted or denied
request.

CHAI R SEATON underscored the inportance of this program which
is generally recognized as an integral nmeans for the industry to
improve and namintain product quality standards for worldw de
mar ket i ng pur poses.

10: 29: 33 AM

REPRESENTATI VE FEI GE ascertained that the current legislation is
functioning well, and asked if there was any reason to consider
changi ng t he nodel
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MR. TANGEMAN responded that unless the industry brings specifics
forward, DOR has no current reconmendati ons.

10: 30: 38 AM

CHAIR SEATON reported concern from the industry that the
departnment may alter the equipnment usage definitions, effecting
current processors abilities to qualify for the credit, and he
asked if the department has any intent to inplenent regulation
that would dramatically change the status quo. He provided the
exanple that an ice nachine could be intended for use on sal non
under the 50 percent requirenment, but in order to stinulate the
processors to operate on a 12 nonth basis, other products would
need to be handled and the equiprent utilized accordingly. | f
DOR has the intention of making regulation changes along these
lines, he opined, such action would prove restrictive to the
i ndustry.

MR. COITONG M responded that a draft regulation was issued for
public response, but, under review, resulted in the departnent
realizing the need to maintain the current practices.

10: 34: 05 AM

CHAI R SEATON observed that the popularity of the original pop-
top can is being surpassed by consunmer interest in an econom cal
can size. The legislation qualifies pop-top cans wthout
consideration of size, and he asked whether the departnent is
taki ng nmeasures to neet this innovative devel opnent; whether the
small size can is required to be a pop-top.

MR. TANGEMAN i ndicated that at this point the departnment has not
taken a stance and remains open to industry recomendati ons.

CHAI R SEATON underscored that it is inportant to be aware of the
changi ng market demands and to institute new innovations for
product inmprovenent in order to insure Alaska's position at the
forefront of the industry.

10: 37:17 AM

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

Special Conmittee on Fisheries neeting was adjourned at 10:37
a. m
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