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SUMVARY
HB 4003 MOTOR FUEL TAX

HB 4003 was HEARD and HELD in conmttee for
further consideration.

HB 4005 M NI NG LI CENSE, TAX, FEES, EXPLOR CREDI T

HB 4005 was HEARD and HELD in conmttee for
further consideration.

HB 4006 FI SHERI ES: TAXES;, PERM TS

HB 4006 was HEARD and HELD in conmttee for
further consideration.

Co- Chair Thonpson addressed the neeting agenda.

#hb4003
HOUSE BI LL NO. 4003

"An Act relating to the notor fuel tax; and providing
for an effective date."

3:13:56 PM

JERRY BURNETT, DEPUTY COWM SSIONER, TREASURY DI VI SION

DEPARTMENT OF REVENUE, explained that the provisions in HB
4003 were identical to provisions in HB 4001 pertaining to
notor fuel tax. He relayed the bill would increase current
tax rates for highway fuel from 8 cents to 16 cents; for
marine fuel fromb5 cents to 10 cents; for aviation gas from
4.7 cents to 7 cents; and for jet fuel 3.2 cents to 6.5
cents. He reviewed the sectional analysis (copy on file):

* Section 1: Anmends AS 43.40.010(a) Changing the tax
rate from eight cents to 16 cents per gallon for
hi ghway fuel, from four and seven tenths cents per
gallon to seven <cents per gallon for aviation
gasoline, from five cents to 10 cents per gallon for
fuel used in watercraft, and fromthree and two-tenths
cents per gallon to six and one-half cents per gallon
for aviation fuel other than gasoline.

e Section 2: Anmends AS 43.40.010(b) to conform wth
changes made in Section 1
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e Section 3: Increases the credit against the notor fuel
tax fromsix cents to 12 cents for fuel used for non-
hi ghway uses.

e Section 4: WMkes the change in sections 1, 2, and 3
applicable to fuel sold after the effective date of
t hose section.

e Section 5: Allows the Departnent of Revenue to adopt
regul ations to i nplenment the provisions of this Act.

e Section 6: Is an immrediate effective date for Section
5.

e Section 7: Provides for a July 1 effective date for
the changes to the notor fuel tax.

3:16: 08 PM

Representative WIson asked how the bill would inpact the
mning and fishing industries. She spoke to jet fuel and
relayed the international airports currently took over $32
mllion in excess, which would not be used in Anchorage or
Fai rbanks and went to smaller airports. She asked if there
had been any determination on why "this is better than
| anding fees on those snmall airports” versus increasing the
jet fuel tax.

M. Burnett responded that the aviation advisory commttee
had recommended (after the Departnent of Transportation and
Public Facilities' ( DaT) recommendation to inplenent
landing fees in airports other than Anchorage and
Fai rbanks) an increase in the aviation fuel tax rather than
| andi ng f ees.

Co-Chair Thonpson relayed that there were testifiers
avai |l abl e from DOT.

Representative WIlson noted that a group had gotten
together and had decided they still did not want |anding
fees; therefore, they recommended increasing jet fuel. She
expl ai ned increasing jet fuel [tax] increased cost at the
two airports that already had |anding fees [Anchorage and
Fai r banks]. She wondered how it was fair to put nore stress
on the international airports that were self-sustainable
versus inplenenting landing fees at snaller airports or
exenpting the international airports.
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JOHN Bl NDER, DEPUTY COW SSI ONER, DEPARTIVENT OF
TRANSPORTATI ON  AND PUBLIC FACILITIES (via tel econference),
clarified his understanding that the question was about why
DOT preferred a fuel tax over a |anding tax.

Representative WIlson asked if the departnent supported the
| egi sl ation.

M. Binder answered that the governor had tasked DOT with
investigating ways to reduce the anpunt of General Fund
(GF) subsidies to the rural airport system He detailed
that the rural airport system cost about $39 mllion to
operate annually and brought in $5 mllion in revenue. The
conversation had begun approximately 1.5 years ago when the
| egi slature had asked DOT to subsidize or fund personnel
increases (at the time operations had been increasing -
significant overtine had been occurring and carriers had
been requesting extended hours at the airports, which
required personnel) with landing fees. He furthered that
the aviation advisory board had asked the governor to
engage with DOT on other available options for generating
revenue. He detailed the conversation had built over the
past year about what options were avail able and what nmade
sense. He continued that board nenbers had raised concerns
about equitability and fairness across the state rather
than at a specific airport. The board felt that due to the
i npact on the state, since aviation fuel taxes were already
in place and were sonme of the lowest in the country, the
board believed it would be the best way to generate
addi tional revenue on the rural systemto close the subsidy
gap. The board recomended an increase up to 7 cents [note:
sonme audi o indecipherable], which was the foundation for
t he governor's inclusion of the tax increase in the current
bill.

Co- Chair Thonpson shared that about 2.5 years back he had
chaired the finance transportation subconmittee and had
requested the departnent conme back with some way to help
cover the exorbitant cost of keeping 249 airports open
wi t hout any noney to of fset.

Representative WIson relayed she had found it wupsetting
when she had called DOI to try to determine how much
general funds were used at every airport - she had been
unable to get an answer. For exanple, she had been told
that a lunp sum of nobney was sent to the northern region
and there was no way of tracking what went to the highway
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and the airports. She opined that it was pretty scary if
that was the way the state handl ed business. She asked if
the departnent would be in favor of excluding the
international airports from the tax, given they were
already self-sufficient. She did not have a problem wth
the option for other airports. She was concerned that the
bill would put nore stress on the larger airports to
subsi di ze the smaller airports.

M. Binder responded that donestic traffic would be
inpacted by the aviation fuel tax since the internationa
traffic was exenpt already - it was about three-fourths of

the total figure and inpacted the anobunt of revenue
generated [note: poor audio quality, sone testinony
i ndeci pherable]. He pointed out that the international
airports were directly benefiting from rural Al aska. He
stated that while the fuel tax was being collected in
Anchorage and Fairbanks and then flowing back to the rura
system t he i nternational airports wer e directly
benefitting from the operations even if +they did not
actually weigh in.

3:24: 01 PM

Representative WIson was concerned about actually | ooking
at the wusers being able to support the industry. She
clarified she was not speaking to the benefit. She noted
she would offer an anmendnent to exenpt the internationa

airports from the tax. She furthered that the |anding fee
paid for capital projects at pr esent on the two
international airports (the airports also operated donestic
flights). She asked if the departnent had nodeling to show
how the proposed increases would affect the average person
in the mning, fishing, and other related industries
t hroughout the state.

M. Burnett responded that the nodeling primarily | ooked at
t he anmobunt of revenue each of the particular tax increases
woul d raise (on the existing taxes). He explained that the
subject mtter experts and economists in DOR and other
departnments believed the increases would have mninal
i npact on the busi ness.

Co- Chair Thonpson remarked that sone nodeling had been done
pertaining to a commuter driving into Anchorage from the
val l ey. The scenario had assunmed a certain gas mleage and
a five-day per week comute. He did not renenber the
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preci se nunbers, but it had determ ned the notor fuel tax
i ncrease woul d cost soneone about $48 per year.

Representative Wl son stated that it was not just about the
tax. She stated the commttee had heard how low its taxes
were, but that Alaska paid some of the highest gas prices.
She continued there were inpacts to everyone and as
investors she believed they should know how the increases
woul d inpact individuals. She stated the addition may be
mnimal, but it was necessary to factor in the cost of gas,
the income people brought in, and what else wuld be
utilized.

3:26: 35 PM

Representative Gara referred to the conmttee's recent
debate about whether there should be a big bill that
i ncl uded numerous taxes or separate bills for each of the
taxes. He remarked that the admnistration had tried to
submt individual bills [during regular session], which had
not worked. Subsequently, the adm nistration had introduced
a large bill that included all of the taxes. He believed
the administration was just trying to get sonething done

He apol ogized to Comm ssioner Hoffbeck that he had becone
animated in the previous discussion. He enphasized he
nerely wanted to see a bill nove forward. He addressed the
fuel tax and relayed the conmmttee had been told that with
the increase in the legislation the state's fuel tax would
still be the lowest in the nation. He asked if the sane was
true for aviation fuel

M. Binder responded in the affirmative.

Representative Gara remarked that the high price of fuel in
Alaska had nore to do wth refineries; however, he
acknow edged it was not the appropriate tine to address
that issue. He added that he and others had introduced a
bill that would have dealt with refinery charges. He asked
for verification that the aviation fuel tax increase would
apply equally to all donestic flights including small plane
flights in rural Alaska or flights at |arger airports.

M. Binder replied in the affirmative. He detailed that
nost of the [air] traffic in Alaska used jet fuel [note:
poor audio quality, sone testinony indecipherable]. As
witten, the bill would apply to everyone in the state
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except for international traffic originating or ultimtely
landing in a foreign country.

3:30:17 PM

Representative Gara remarked that whether or not people
wanted to agree, the state needed to raise revenue. He
stated the question was about how to raise the revenue and
about how fair it was to everyone. He was |eaning in favor
of the legislation. He was concerned that a significant
portion of the burden was falling on individuals wth
little noney. He wanted to see wealthier individuals
contribute in a comensurate way. Overall he wanted to see
a package that was fair to everyone and nore bal anced.

Co-Chair Thonpson referred to a prior presentation on HB
4001, which had denonstrated how the proposed notor fuel

tax increase would inmpact Al askans. For exanple, a typica

person driving 12,000 mles per year in a vehicle getting
roughly 20 miles per gallon, would pay an additional $48
per year in taxes.

Representative Gara referred to a fiscal policy caucus that
had existed before he had served as a legislator. At the
time he had recommended that at high prices when there was
| ess of a need for noney and the price of gas was nmuch nore
expensive, the gas tax would roll back. He noted a fornmer
version of the bill had rolled back the gas tax. He wanted
the conmttee to spend some time considering whether the
approach was fair.

Co- Chair Thonpson noted the commttee would consider the
bill the follow ng day as well.

3:32:17 PM

Representative Quttenberg acknow edged the state's budget
crisis and noted that the price of nmotor and aviation fue

was fairly low. He recognized the bill's goal of increasing
revenue. He nentioned the estimted $48 per driver in
additional taxes per year for notor fuel. He spoke to a

time when the price of gas increased to over $4.00 per
gallon and was concerned the inpacts on individuals would
be significantly higher, but the state's needs for raising
revenue would be greatly dimnished. He asked if the
adm nistration had considered rolling back taxes at
different stages if the oil price increased to $80, $90, or
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$110. He had heard questions about how the state would
account for the price difference between Southcentral and
Nort hern Al aska regions. He contended it was not difficult
to draw a |ine around Paxson or Trapper Creek and Cantwel|l.
He detailed rural Al aska would be paying the same hit two
or three tines the anount inpacting the road system

M. Bur net t answer ed t hat t he House and Senat e
Transportation Conmttees had both included a price trigger
in the |egislation; however, the governor's |egislation had
never included a price trigger. He detailed that in 2008
when the price of oil hit its record high, the legislature
acted to suspend the gas tax for one year, which was al ways
an option in periods of excess prices. He relayed the issue
was not a concern included in DOR s 10-year revenue
forecast.

Representative GQuttenberg thought the best tine to do
sonmet hing was when there was no pressure on it. He would
| ook at bringing some of the things back.

3:35:13 PM

Representative WIson asked how the increase would inpact
the trucking industry in Al aska. She remarked that nost of
t he goods were trucked into Fairbanks.

M. Burnett responded that he did not have any estimtes on
hand related to shipping rates. The departnent had | ooked
at how nmuch fuel soneone may use and what that would
affect. He detailed the change in taxes was |ess than the
change in the last nonth in fuel prices in nost of the
state's comunities. He remarked there were not changes in
shipping rates every tinme gasoline or diesel increased or
decreased 8 cents. He stated it was very difficult to tel
what the inpact would be over tine. He continued it was
possible to identify the costs to a specific conmpany, but
it was not possible to know how it would inpact prices.

Representative WIson hoped to hear about the inpact from
the trucking industry, which had pulled its support from
the bill. She believed the admnistration was asking the
| egislature to mnmake a decision wthout all of the
information. She wanted to know how the notor fuel, jet

and other taxes would inpact her constituents. She remarked
that nmany goods were either flown or trucked in from
Anchorage. She opined the inpact would be very different in
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communities across the state. She believed the answers
shoul d be known.

Represent ati ve Edgnon spoke to the art of raising taxes. He
wondered if there was any way to quantify the cause and
effect of raising taxes on industry, private sector, and
consumer behavior. He assumed the answer was "no." He
surm sed there were ways for industry representatives to
provi de nunbers about what increases to their costs nean in
terms of their econom c behavior (their ability to invest
and to go forward to private sector entities). He was
frustrated that levying taxes was inevitable. Additionally,
he was frustrated that the cause and effect relationship
was indetermnate and that the legislature had to rely on
others to tell them He furthered that even DOR, with its
best quantitative tools, could only give some kind of
extrapolation or estimate about what the tax increases
woul d nmean. He asked if the departnment had been able to do
the analysis. Alternatively, he wondered if the |egislature
would have to rely on others to come forward to specify
what the increases would truly nean.

3:39:02 PM

M. Burnett replied that DOR could determ ne what the cost
woul d be to an individual or conpany for any of the taxes.
However, DOR could not determ ne how people woul d behave or
change their behavior as a result of the tax. He shared
that he had been a university business instructor in the
past. He relayed there were nunerous academ c studies on
the topic, but they were not conclusive and would not
provi de an answer about what would occur when taxes were
rai sed.

Representative GGattis referred to the study of Mat-Su
commuters driving an average of 12,000 per year who would
pay an average of $48 nore per year [under the proposed
notor fuel tax increase]. She shared that she lived in
downtown Wasilla, which was 55 mles from Anchorage. She
rounded the distance to 50 mles and stressed that a
commute to Anchorage five days per week was nore than
12,000. She stated the actual mleage would range between
27,000 and 30,000 not counting any other travel. She
enphasi zed that the increase would have a bigger inpact on
Mat - Su t han $48 per year
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Co- Chair Thonpson clarified that he had received a sheet
from a former presentation showing that a car driving
12,000 mles per year at 20 mles per gallon, would pay an
additional $48. He explained 12,000 per year was considered
to be the national average for mles put on a vehicle. He
shared that his vehicle was a 2001 and it only had 92, 000.

3:41: 14 PM

Representative CGattis replied that she had a 2003 vehicle
with over 150,000 mles. She stressed that nost of the
mles were not comuter mles. She detailed WMat-Su
residents spent a significant anmount of tine traveling back
and forth to Anchorage; therefore, there would be a big

i mpact .

Representati ve Guttenberg referred to hi s per sonal
vehi cl es. He bel i eved t he appropriate term was
"elasticity.” He relayed he had recently read an article on
the elasticity in the econony on nen's underwear. He
provi ded further detail about the article. He renarked that
el asticity was a comon economc concept. He did not
believe there was no way of neasuring the inpact of the
proposed tax increases on Alaska. He surmsed it was
possible to Google the question and cone up wth a
mul titude of papers. He asked about the effect of the taxes
on the econony. He surmsed that at present the inpact
woul d probably be mnimal, but if the price ever went to
$100, he believed it would be severe. He stated it was not
rocket science. He wunderscored that the commttee was
aski ng questions, but was not getting the answers. He was
disinclined to support the bill and had never been inclined
to support it.

M. Burnett responded that the elasticity of demand for
notor fuels was very, very low within any relevant range.
The change from 8 cents to 16 cents was unlikely to nake
any reasonable change in people's behavior. The price
change from $2.00 to $4.00 was a separate question
entirely. He enphasized the price change as a result of the
| egi sl ation woul d be very | ow.

Representative Quttenberg responded that he "certainly
recogni zed that, but you get to a dollar a lot faster and
that's the inpact.”" He furthered that when the price went
to $1.00 because of the increase in the legislation, it
woul d inpact "it faster than it would otherw se.” He stated

House Fi nance Conmmittee 10 05/ 27/ 16 3:12 P. M



it made a difference when fuel would be $4.00 or $5.00 per
gallon. He believed the increase in the bill would get to
t he higher price faster.

Co- Chair Thonpson summarized that the bill would increase
notor fuel tax from8 cents to 16 cents and the state would
still have the second lowest gas tax in the nation. He

shared he had recently been in California, which had a 52
cent tax; gas in California had been $3.15 per gallon when
it had been $2. 30 per gallon in Fairbanks.

HB 4003 was HEARD and HELD in committee for further
consi derati on.

#hb4005
HOUSE BI LL NO. 4005

"An Act relating to the mning license tax; relating
to the exploration incentive credit; relating to
mning license application, renewal, and fees; and
providing for an effective date."

3:46: 21 PM

M. Burnett explained HB 4005 was an increase in the mning
license tax rate. The bill would increase the top tax rate
on net profits greater than $100,000 per year from 7
percent to 9 percent. Additionally, the bill would reduce

the tax holiday for new mnes from 3.5 years to 2 years,
prevent the mining exploration incentive credits from being
used to reduce royalties (limting them to the tax), and
added a $50 annual license fee. He noted the I|icense fee
was reasonable because mners were exenpted from the
business license fee. He read the sectional analysis (copy
on file):

e Section 1: Elimnates the ability to take the mning
exploration tax credit against royalty paynents

e Section 2: Renbves references to royalties in the
mning exploration tax «credit provisions in AS
27.30.030(a)

e Section 3: Renobves references to royalties in the
mning exploration tax «credit provisions in AS
27.30. 040

e Section 4: Renobves references to royalties in the
mning exploration tax «credit provisions in AS
27. 30. 050.

House Fi nance Committee 11 05/ 27/ 16 3:12 P. M



e Section 5: Changes the existing tax holiday for new
m ning operations from three and one-half years to 2
years.

» Section 6: Changes the tax rate on mning incone in
excess of $100,000 from 7 percent to 9 percent.

e Section 7: Provides for a $50 annual mning |icense
f ee.

e Section 8: Provides that changes to the exploration
tax credit are applicable to royalty paynents after
the effective date of section 1. Provides that the two
year tax holiday applies to mning operations that
begin production after the effective date of section
6. Provides that the new tax rate begins the first tax
year after the effective date of section 6.

e Section 9: Provides the exploration tax credit
accounting in current Jlaw applies to a mning
operation which began mning production prior to the
effective date of this act.

e Section 10: Allows for the Departnent of Revenue to
adopt regulations to adm nister this act.

* Section 11: Provides for an imediate effective date
for section 10.

e Section 12: Provides that the rest of the bill is
effective July 1, 2016

M. Burnett elaborated that the new tax would go into
effect in January 1, 2017.

Representative Gara noted the bill had briefly been in
front of the commttee several weeks earlier. He had been
surprised to learn that a conpany would continue to receive
a tax holiday if they were naking profits (for 3.5 years
under current law and 2 years under the legislation). He
understood the justification of not having a profits based
tax if a conpany was not nmking profits; however, he
wonder ed about the justification for giving a conpany a tax
hol i day when it was making profits.

M. Burnett responded that m ning operations tended to have
very large capital costs prior to the start of operations
and the tax holiday allowed a conpany to recover sone of
those capital costs at the very beginning of production. He
detailed there was no cash out to the conpanies as a result
of the tax holiday. He furthered that conpanies tended to
not be as profitable in the first tw years of production
as they becane once production reached full sw ng.
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Co- Chair Thonpson referred to the International Tower Hill
M nes Livengood project that had 300 people working on it
two years back. He detailed the mne was still in the
permtting process and it had trenendous upfront costs
al ready. He reasoned the tax holiday would allow the m ne
to recover sone of the startup costs - it would take
several years before the conmpany would actually begin
m ni ng.

3:50: 55 PM

Representative Gara conjectured that two-year holiday made
nmore sense under some circunstances. He provided a
hypot hetical scenario where a conpany invested $10 million
to prepare a mne for operation and becane profitable in
year one. He asked if the conpany woul d deduct part of the
$10 mllion from year one so they were truly profitable.
Al ternatively, he wondered if a conpany was not allowed to
deduct the prior costs fromthe first year of profits.

M. Burnett responded that a conpany was not allowed to
directly deduct prior cost. There was an exploration tax
credit a conpany may be able to take part of. Additionally,
there was a depletion allowance, which allowed a conpany to
take a certain percentage of a prior cost. He explained a
conpany did not take a deduction for prior cost in one |unp
like with a cash flow tax (oil and gas was a cash flow tax
rather than a profits tax) where capital costs were taken
when they were spent and credits were taken.

Co-Chair Thonmpson infornmed the comrmittee that Brandon
Spanos the deputy director of the DOR Tax Division was on
the line for additional questions.

Representative Gara had heard conpanies were allowed to
deduct a certain percentage of pre-operations costs. He
referred to the carried forward tax credit and a portion of
costs a conpany could deduct in the first year. He asked
what portion could be deducted once a conpany becane
profitable.

3:53:21 PM

BRANDON  S. SPANGCS, DEPUTY DI RECTOR, TAX DI VI SI ON,
DEPARTMENT OF REVENUE (via teleconference), asked for
clarification.
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Representative Gara referred to a conpany's devel opnent
costs and asked for an estimate of what portion the conpany
was allowed to deduct once they becane profitable. He
referenced the concept that once a conpany Dbecane
profitable they would still not pay a tax for a few years.

M. Spanos replied [note: audio cut out during the
responsej .

Representative Gara referred to the depletion allowance and
asked for verification a conpany was allowed to deduct
devel opnment costs on a depreciation schedule (simlar to
federal law pertaining to federal taxes). He asked for
verification that a conpany received the noney back (the
deductions) over a period of tinmne.

M. Spanos replied in the affirmative. He detailed there
was a cost or percentage depletion allowance simlar to
federal depreciation or depletion.

3:55:39 PM

Representative Gara asked if the allowance pertained to al
of a conpany's devel opnent costs.

M. Spanos responded it pertained to a conmpany's own
capitalized devel opnment costs.

Representative Gara asked for verification the allowance
pertained to capital costs but not operations costs.

M. Spanos replied no, if there had been an expense in a
given year that would be capitalized. He detailed if a
conpany had a loss in the year a corporation my be able to
use it agai nst ot her i ncone. However , in general
devel opnent costs were capitalized.

Representative Gara relayed he was getting tripped up on
capitalized versus capital costs. He explained he was used
to oil production taxes and the terns capital costs versus
operations costs. He asked for a definition of capitalized
cost s.

M. Spanos replied a capitalized cost was an expense that
was not expensed in the current year. He furthered that it
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becanme part of the capital and was expensed through a
schedul e over the life of the m ne.

Representative Gara asked for verification that a
capitalized devel opnent cost could include operations and
capital costs. M. Spanos asked Representative Gara to
repeat the question.

Representative Gara conplied. He surmsed capitalized
devel opnment costs could include operations costs (e.g.
| abor) and capital costs (e.g. -equipnent). M. Spanos
agreed. He expounded that the |abor would be capitalized if
it was part of the devel opnent of a m ne.

Representative WIson asked how the mning and fuel tax
bills would economcally inpact the mning industry.

3:58:15 PM

FRED PARADY, DEPUTY COW SSI ONER, DEPARTMENT OF COMVERCE,
COVMUNI TY, AND ECONOM C DEVELOPMENT (DCCED), responded that
the mning tax itself was a net inconme tax, which was
somewhat unusual in his experience related to mning. He
shared he had spent 30 years in mning in Wonmng. The
taxes he was nost famliar with in Wom ng were severance-
based, not net inconme-based. The net inconme tax would not
occur unless a property had a net inconme. He stated "you
can debate the anmpbunt of the haircut, but at the end of the
day you're still growing hair, you weren't bald." He noted
he woul d | eave the specifics of the fuel tax to DOR, but he
believed there was an off-road tax credit against that
because it’s a fuel tax.

Representative WIson indicated that she had spoken wth
Fort Knox and she believed even with a credit the fuel tax
would be a huge anobunt of noney (excluding the mning
portion). She thought it was DCCED s responsibility to
consider how taxes would inpact business in Alaska. She
added if it was not the department's responsibility, she
want ed to know why

M. Parady that the task had not been given to DCCED in the
current timefranme. He suggested that as everyone | ooked at
the holistic picture of the situation Al aska found itself
in, of <course there were economc consequences to a
$400, 000 per hour deficit.
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Representative WIson stressed that HB 4005 was not her
| egi sl ation; however, if it was her bill she would cone up
with the information [she was currently asking for from
DCCED]. She did not understand why anyone woul d have to ask
the adm nistration to bring certain things up. She reasoned
there were departnents for specific reasons. She redirected
her question to the Departnent of Natural Resources (DNR)
She asked DNR if it had done any analysis on how the m ning
and fuel taxes would inpact the mning industry. She
wonder ed how nuch noney they were tal king about, especially
related to m nes naki ng over $100, 000.

BRENT GOODRUM DIRECTOR, DIVISION OF MN NG LAND AND
WATER, DEPARTIVENT OF NATURAL RESOQURCES (via
tel econference), replied that the departnment had not been
able to conduct an economc analysis at the present tine
regarding the bill proposals.

Co- Chair Thonpson asked how many mines in Al aska nmade over
$100, 000 per year in taxable profits.

M. Goodrum responded that about six mnes fell into the
category [note: due to poor audio quality some testinony
i ndeci pher abl e] .

Representative WIson stated she was not asking trick
guestions. She reasoned the adm nistration was asking the

| egislature to increase taxes on industry as well as on
i ndi viduals without the information she believed should be
required. She wanted to know the overall inpact of the

proposed taxes on each industry. She noted the bills would
add an incredible cost to Fort Knox (the estimate did not
i nclude property taxes, which Pogo Mne did not have). She
stated each mne was different and although there were not
a significant nunber, certain boroughs had different
responsibilities and costs. She thought the information
shoul d have been avail able either from DOR or DCCED.

4:03: 05 PM

Co- Chair Neuman asked if there was a methodol ogy that could
predi ct the econom c inpacts of an increased tax.

M. Parady replied that in a m ne managenent scenario wth
an investnent property such as Fort Knox (i.e. an operating
mne) at the tine of determning the capital investnment a
conpany woul d have run best, worst, and probable scenari os;
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the internal rate of return; and hurdle rate related to the
range of risk for the investnent. He stated the factors

cane from all directions including permtting tineline,
scale of investnment, rate of return, comodity price
volatility, and other. Across the range of factors a
conpany was reachi ng an i nvest nment deci si on. He

acknowl edged that uncertainty was the eneny of investnent,
which was the reason the tax holiday (at the tinme the
investment was nmade) was a fairly significant benefit
because it occurred right at the point where cash was
flowing out the door, but not in. The bill would shorten,
but not elimnate the w ndow He continued that once a
conpany began operation, its cost structure was predicated
on all of the variable costs (i.e. labor contracts, fuel
and other) and commodity price variability. He explained
that m nes were driven by economes of scale. He detailed a
conpany could respond to market volatility by running its
equi pnent around the clock, year round to spread out fixed
cost and | ower per unit cost.

M. Parady addressed the particular tax and its inpact on
an operating environnment. He agreed the change from 7 to 9
percent was not a 2 percent change, it was a two-sevenths
change or 28 percent, which constituted a substantive tax
change. However, it was a tax change occurring on net
income; at that point, it may lessen a mne's ability to
reinvest or hire additional workforce, but it was not
shifting from a profitable to a non-profitable enterprise
on the basis of the tax. He did not have the ability to
nodel Fort Knox's cost structure; each of the existing
m nes knew exactly where their cost structure was against
the current price of gold. He agreed the tax increase would
have an inpact, but because it was a net incone, it would
tighten their operating margins, but would not position the
m nes for failure.

4:06: 30 PM

Co-Chair Neuman knew that different mnes had internal
information that he surmsed the departnent did not have
access to. He thought the state would have a $3 billion
deficit for sone tinme; he did not anticipate the price of
oil to increase any tine soon. He wondered how to neasure
that against trying to ~cover the state's debt. He
questioned whether the noney should be taken from the
state's dividend. He was trying to think of some way the
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department could nodel the economic inpacts of all the
various information.

M. Burnett responded that it was not a sinple nodel. He
specified that each of the mnes were different. He
clarified that DOR did receive the mnes' cost information.
The |argest taxpayers in the group had about $451 nillion
in profits in 2014 and the tax would take an additional $7
mllion in taxes per year out of that type of profit
structure. He corrected that prices would be | ower based on
commodity prices - the profit was in the hundreds of
mllions and the state would take a few mllion. He
el aborated that the state's tax would reduce the federa
tax. He continued it was not a deduction from the state
incone tax, but it was a deduction from the federal incone
tax, which was a 35 percent tax. The inpact on the
conpanies was not as great as the dollar amount in the
fiscal note. The 4 cents in additional fuel tax the m nes
would pay (he clarified the nunber was determned by
subtracting 12 cents from 16 cents) was lost in the
volatility of fuel ©prices. He acknow edged the dollar
anount was significant, but commodity prices also tended to
nove together in nmany cases. He continued that oil prices
and gold prices could nove in the opposite directions, but
it was only possible to make predictions or guesses. He
underscored the increase would nean a snall dollar inpact

relative to the total investnent. The bill would not nean
the state would take noney before it becane profit; the
bill would only take profits with the mning tax.

Co-Chair Neunman requested a conparison of the mning, gas,
notor fuel, and fisheries taxes conpared to the taxes in
ot her states.

M. Burnett replied that the departnent had previously
provided the information to the conmmttee. He noted the
department could locate the information

Vice-Chair Saddler echoed the coments by Representative
Wlson. He expressed enbarrassment on behalf of the
adm nistration that the taxes had been considered for five
or six nonths, but he did not see any analysis or
consideration of the potential inpact of the taxes. He
understood the tax would only be on the profit, but he
wondered if the profit margin could be reduced to a point
where it was not sufficiently profitable. He wondered about
the potential inpact on enploynent, exploration, and future
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i nvestnments. He assuned there nust be a general nodel that
applied. He believed the admnistration had been given
sufficient time to cone up with sone specifics. He was
concerned the admnistration appeared not to have
consi dered the inpact of the bills.

M. Parady assured the conmmttee the adm nistration had not
approached the tax bills with a cavalier attitude. He
explained that mning was a cyclical business. In the past
several years the price of gold had varied between $950 or
$1,000 to $1,400 or $1,500. He detailed the specific
cormmodity price spread far exceeded any inpact in the
suggested tax rate. He agreed that taxes had an effect on
the bottomline of a business and a conpany would deal with
the bottom line the sane way the state was approaching the
current deficit - a business could freeze travel, overtine,
and hiring, and could layoff contractors. He acknow edged
there was an inpact when noney was pulled out of a
busi ness. However, he spoke to the perspective of the scale
of a change from 7 to 9 percent, which was only on a net
i ncone basis. He underscored the increase was not on a cost
basis. He explained the effect was difficult to quantify
and was | ess than the effect of the cost variability in the
comodities cycle.

M. Parady continued that in his know edge of taxes in
general, Alaska's mning tax structure, which dated to the
1950s and was based on net inconme was different than in
other major mning states; the nost direct conparison to
Al aska was probably Nevada because it was a hard rock gold
mning state, whereas Womng was primarily a coal,
uranium and trona mning state (albeit trona mning
occurred underground and there were sone simlarities). He
el ucidated that nost tax structures were typically based on
a percentage of cost, in Wonng it was a severance tax
basis. The fact that Alaska's tax structure was on a net
incone basis noderated some of the effect. He believed
DCCED had a state-by-state conparison and he woul d provide
it to the commttee.

Co-Chair Thonpson noted the conmittee had received the
conparison in the past.

4:14: 00 PM

Representative Gattis discussed that she could not conpare
her farns to those in the Lower 48. She detailed that the
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cost of fuel and fertilizer was significantly higher.
Additionally, she had to haul in all of her equipnment from
the Lower 48. She rem nded commttee nenbers and others
that Alaska was wunlike other states as it related to
| ogistics. She did not believe it was possible to conpare
appl es-t o- appl es.

Representative Gara thought additional discussion was
necessary. He recalled oil tax debates in the past when
there had been a gross tax. He asked whether in low profits
years a mning conpany would prefer a profits based tax or
a gross tax (like in Wom ng).

M. Parady clarified the Womng tax was severance tax
based. He detailed the tax was based on the value of the
mneral at the time it was severed from the ground. He
explained it was not a gross on the cost as the value of
the cycle was conpleted when fed to a refinery or power
plant. He believed a mning conpany would want the | owest
tax possible at any given point in tine.

Representative Gara thought there had to be an answer to
his question. He wondered if a conpany would prefer a
severance based tax or a tax based on profits during a tine
when profits were low or a conpany was | osi ng noney.

M. Parady conmented on the conplexity of the question. He
expl ained when Russia inploded and Russian yellowake
fl ooded the world nmarket and depressed uranium pricing, "we
went to a graduated severance tax." He detailed the tax was
zero percent at $12 per pound of yellowake and down (1
percent to $14, 2 percent to $16, and back to the origina
rate of 4 percent at $18). The point was an effort to
salvage the industry through the |ow spot caused by the
spi ke. There had been zero taxes at the low end and an
increase back to the normal taxing rate as the market
returned. He concluded "there's a lot of ways to skin this
cat."

4:17:16 PM

M. Burnett responded to Representative Gara's question and
explained that a net incone based tax at a zero profit
would be a zero tax; therefore, anytinme a conpany was
| osing noney or profits were low, the tax would be |ower -
unless it was structured as M. Parady had di scussed.
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4:17:43 PM

Representative Gara had been surprised to learn that the
state's royalty was profits based as opposed to based on
the value of the comobdity. He asked what the royalty was
on m ni ng.

M. Burnett deferred the question to M. Goodrum He agreed
it was a net tax based on the sanme cal cul ations as the net
mning |license tax. He did not have the rate on hand.

M. Goodrum answered the rate was 3 percent net profit.

Representative Gara was not interested in raising the tax
on struggling mnes (conpanies that were not naking noney
or were meking very little noney). He pointed out that the
bill applied to mning conpanies nmaking over $100,000 in
profit. He was curious what the fiscal inpact would be if
there were a slightly higher tax for conpanies nmaking
$250,000 per year in profits. He asked about the fiscal
i npact of an 11 percent tax on those comnpanies.

M. Burnett replied he had answered the question in a
previous conmittee. Cenerally speaking, nearly all of the
income above $100,000 was incone above $250,000. He
clarified it was nearly all above $1 million. The inpact of
2 additional percent on mnes earning over $250,000 would
nmean a doubling of the fiscal note at about $14 million per
year as opposed to the $7 mllion.

4:20: 08 PM

Representative Kawasaki asked for verification that gas
prices and notor fuel would be rolled into the net incone
tax. He surm sed conpanies would have the ability to wite
the increase off. M. Bur nett responded that any
expenditure for operating the mne could be taken as a tax
deduction against profits.

Representative Kawasaki recalled a previous discussion
related to when mning taxes had |ast been changed (in
1955). He asked if the brackets in Section 6 had been set
at the time. He outlined the brackets as $40,000 to $50, 000
at 3 percent, $50,000 to $100,000 was 5 percent, plus
$1, 500.
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M. Burnett replied that the brackets had been set in 1955.
He reminded the conmttee that there had been no |arge
m nes operating in Alaska at the tine. There were nunerous
|arge operating mnes in Alaska prior to WANI and nearly
all of the current operating mnes had been started in the
1980s, 1990s, and 2000s.

Representati ve Kawasaki requested additional information on
why the discussions about the brackets had not been
changed. He referred to a Fairbanks resident working in the
sunmer as a placer miner who made $40,000 to $50,000 per
year and paid 3 percent of net. He continued that the
| argest scale mnes paid 7 percent (or 9 percent under the
proposed legislation). He thought the "nom and pop" m nes
were getting hit disproportionately conpared to the |arger
m nes.

Co- Chair Thonpson relayed that in a prior presentation for
HB 4001, a statenent had been nade that the tax increase
woul d not inpact nom and pop mners at all other than the
$50 annual license fee. He asked if the sanme applied to the
current |egislation.

M. Burnett replied in the affirmative; the increase in the
legislation only applied to mnes making over $100, 000;
t herefore, nom and pop organi zati ons woul d not be i npact ed.
He addressed Representative Kawasaki's question and rel ayed
it had been discussed in the House Resources Commttee. He
el aborated there had been discussions about expanding the
brackets, which would have very little inpact in terns of
how nuch noney the state received. He continued it would be
a policy decision to opt not to tax people at |ower |evels.
The primary inconme to the state from the mners was from
the 14 to 20 taxpayers making nore than $100,000 in profits
on an annual basis (primarily from the 6 large mnes). He
referred to a spreadsheet the departnent had created for
Representative Kawasaki, which had been shared with the
committee in 2014. He detailed the net profits of the
t axpayers nmaking under $100,000 totaled approximtely $1
mllion.

4:23:57 PM

Representative Kawasaki referred to the discussion about
whether it was possible to nmake an apples-to-apples
conparison of the mning industry in Alaska and other
states. He believed it was fair to ask the questions. He

House Fi nance Committee 22 05/ 27/ 16 3:12 P. M



wondered if any analysis had been done on what other
countries did. He reasoned Alaska was an international
m ning destination and was ranked nunber 6 worldw de for
i nvestnment attractiveness (just behind Wstern Australi a,
Saskat chewan, Nevada, Ireland, and Finland) in a Frasier
report. He noted the conmttee was famliar with Frasier
pertaining to oil and gas. He continued that Frasier listed
Al aska as nunber 2 worldw de for best practices, nunber 11
wor |l dwi de for best mineral extraction potential, and other.
He asked if the admnistration had considered the report
when anal yzing the mning |icense tax.

M. Burnett replied that the issues were considered by DOR
DNR, and probably by DCCED. He affirmed the adm nistration
had | ooked at taxes in other jurisdictions besides the
United States.

Vice-Chair Saddler comented that the nost recent |arge
mne to open in Alaska had taken a significant anount of
time and had required a Suprenme Court decision. He
guestioned how many new nmines were opening in Alaska. He
referred to page 3 of the bill and asked for verification
the m ning tax was on net incone, not net profits.

M. Burnett replied that net income and profit were
general ly considered the sane thing.

Vice-Chair Saddler asked for verification the current
mning royalty was 3 percent of net profit. M. Burnett
answered in the affirmative.

Vi ce-Chair Saddl er had heard in previous presentations that
the $50 mining tax was in lieu of a royalty. He referred to
the 3 percent net profit royalty and a mning tax royalty.

M. Burnett responded that the $50 mining license fee was a
recognition that all other businesses in Alaska paid for a
busi ness |icense. He continued that conpanies with a mning
license were exenpt from regular business |icensing
requirenents.

HB 4005 was HEARD and HELD in commttee for further
consi derati on.

4:26:48 PM

#hb4006
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HOUSE BI LL NO. 4006

"An Act relating to the fisheries business tax and
fishery resource |landing tax; renoving the mninum and
maxi mum restrictions on the annual base fee for the
rei ssuance or renewal of an entry permt or an
interimuse permt; relating to refunds of the
fisheries business tax and the fishery resource
| anding tax to |local governnents; and providing for an
effective date.”

M. Burnett detailed the bill would increase the tax rates
by 1 percentage point. The entire tax increase was exenpted
from nunicipal revenue sharing. He explained the current
tax was still shared 50/50 between the state and | ocal
governnents. The bill would renove the $3,000 cap on annual
Commercial Fisheries Entry Comm ssion (CFEC) entry permt
fees and would exenpt developing fisheries from the
increase. He clarified that developing fisheries taxes
would not change wunder the legislation. He read the
sectional analysis (copy on file):

e Section 1: Elimnates the cap of $3,000 on the base
fee for Comercial Fisheries Limted Entry Permts and
Interimpermts.

e Section 2: Changes the tax rates for the fisheries
business tax from four and one-half to five percent
for salnmon canned in a shore based business, from
three to four percent for other fish processed in a
shore based business and from five percent to six
percent for fish processed by a floating business.

e Section 3: Changes the tax on fish for a direct
mar ket i ng business fromthree to four percent.

e Section 4. |Is a technical change elimnating the
requi renent to submt tax returns to Juneau.

e Section 5: Provides that one percent of the value of
each fishery under the fisheries business tax will be
deposited in the general fund and not be subject to
sharing with [ ocal governments.

e Section 6: Changes the landing tax from three to four

per cent .
e Section 7: Provides that one percent of the value of
each fishery under the fisheries landing tax wll be

deposited in the general fund and not be subject to
sharing with | ocal governnents.
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e Section 8: Provides that one percent of the value of
each fishery under the fisheries tax wll be deposited
in the general fund and not be subject to sharing with
| ocal governnents.

e Section 9: Provides that the tax changes in sections
2, 3 and 6 are applicable after the effective dates of
t hose sections.

e Section 10: Allows for the Departnent of Revenue to
adopt regulations to adm nister this act.

e Section 11: Provides for an effective date for section
1 (CFEC) of January 1, 2017.

» Section 12: Provides and i mediate effective date for
section 10.

e Section 13: Provides that the rest of the bill is
effective July 1, 2016

4:29:56 PM

Co-Chair Neuman was unfamliar with the governor's version
of the bill. He requested a sectional analysis show ng the
changes from the governor's woriginal bill, the House

Resources Committee version, and the current version of the
bill.

M. Burnett was happy to provide the docunent and offered
to speak to the changes. He explained that Section 1, which
elimnated the cap on CFEC permits had been added in the
current bill.

Co-Chair Neuman asked for an estimate on the economc
i mpact. He wondered if there was an econom c inpact of $2
mllion plus or mnus state revenue.

M. Burnett answered the projection related to the change
in Section 1 of the legislation was plus or mnus $2
mllion. The remaining tax changes in the bill equated to
about $18 mllion. He addressed the other change from the
original bill and explained the original bill had increased
the rate for one of the developing fisheries from 3 percent
to 4 percent; however, the current bill did not nake any
changes to the tax rate for developing fisheries. He added
that the previous year the total tax on devel oping
fisheries had brought in less than $50,000. He estinated
the anbunt may have been around $17,000. He concluded the
dol | ar anmount was not huge; therefore, the change made very
little difference to the bill. He summrized that the
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changes to the bill were the additional $2 mllion and a
few thousand in taxes related to a devel oping fishery.

4:32: 04 PM

Represent ati ve Edgnon asked how DOR woul d characterize the
fishery taxes. He referred to previous discussion about
m ni ng taxes and net inconme based.

M. Burnett responded that the fisheries business and
| anding taxes were both gross taxes on the value of the
fishery. He detailed the taxes were nodeled after a
severance-type tax where people were taxed based on a
common property resource owed by the people of the State
of Al aska, which could be harvested by a few people. The
i ndi viduals were paying sonmething to Alaska residents for
the privilege of harvesting the fish and to represent a
value for the fish that were being harvested. He reiterated
the tax was based on the value of the fish and not the
profitability of the industry.

Representative Edgnon asked how nuch of the annual $18
mllion in revenue generated by the taxes came from shore-
side activities.

FORREST BOWERS, DEPUTY DI RECTOR, DIVISION OF COMVERCI AL
FI SHERI ES, DEPARTMENT OF FISH AND GAME (DFG, replied the
$18 mllion was the increase in tax revenue that would
result from the legislation. He believed the shore-side
component of the ~current tax revenue was roughly 75
per cent .

Co- Chair Thonpson requested the information from DFG for
the following day. M. Bowers answered in the affirmative.

Representative Edgnon commented that the issue denonstrated
the "throwing of the dart process we're engaged in wth
these taxes.” He clarified he did not intend his remarks to
be disparaging towards the efforts of the departnents and
adm nistration for bringing the bill forward. He could not
recall when the fisheries tax had |ast been analyzed or
revised (he nentioned the 1960s as a potential tinefrane),
but he surmised it had been a long tine. He asked if the
taxes had been revisited in the 1960s or 1970s.

M. Burnett answered he did not recall the last tinme the
fisheries tax changed, but it had been a nunber of vyears
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back. He noted there had been sonme changes to the
nmet hodol ogy of sharing taxes and devel oping fisheries taxes
over tinme. He clarified he was not referring to changes to
t he tax anounts.

Representati ve Edgnon relayed many smaller fisheries (e.g.
salnon fisheries in Bristol Bay) received bonuses in a good
year. He furthered in a perfect world the bonuses were
di stributed anongst the owners, skippers, crew nenbers, and
everyone who took part in operations. He asked if any of
the proposed taxes would reduce sone of those extra
ear ni ngs.

M. Burnett responded that to the extent the fish were
taxed by the legislation, if paynent was due to the val ue
of the fish, it should be taxed. He detailed it was not
unusual for fish to be purchased at a specific price during
season and for a price adjustnment to be nmade later. The
price adjustnment was subject to the tax just the sane as
the original price paid.

Co-Chair Thonpson asked if that meant up and down. M.
Burnett answered in the affirmative.

4:37:07 PM

Representati ve Edgnon asked for verification DOR s annual
assessnment period occurred in the spring. He surmsed the
spring of 2015 reached back into cal endar year 2014. M
Burnett responded in the affirmative.

Representative WIson asked whether the bill addressed
bycatch. She remarked on bigger boats taking in a
significant anount of fish.

M. Burnett answered in the negative. To the extent that
the fish were sold, they were taxed; if they were not sold
there was nothing to tax.

M. Bowers added there were certain bycatch species that
may be legally retained and sold, which had a value and
were taxed. There were other bycatch species discarded at
sea, which were not taxed because there was no associ ated
val ue.

4:38:35 PM
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Representative WIson disputed the statenment that discarded
bycatch had no value. She reasoned that just because the
fish went back overboard did nean the fish had no val ue

She understood that the industry also gave a significant
amount to Seattle, Washington. She detailed that sonething
had al so been worked out wth the Food Bank in Fairbanks.
However, a large portion of the bycatch was thrown away.
She stressed it was a resource that was being discarded.
She referred to the legislation and Dbelieved the
opportunity should be taken to penalize the boats. She
understood there were ways to substantially reduce bycatch.
She conceded it was nore expensive for the boats, but she
wondered why the legislation wuld not deal wth the
overal | issue.

M. Bowers responded that many  of the fisheries
Representative WIlson was referring to occurred in federa
waters and were federally nanaged. He was unsure what
authority the legislature would have to regulate the
activities in federal waters.

Representative WIson asked for verification that none of
the bycatch was caught in state waters and that everything
caught in state waters were counted and brought in noney.

M. Bowers responded in the negative. He elaborated that
bycatch was brought in by fisheries in state waters. The
tax was assessed when the fish were caught or brought into
state waters. He believed many of the larger fisheries
menti oned by Representative WIson occurred in federal
waters. He elucidated that the |egislature could inplenent
sonething related to bycatch caught by small boat fisheries
in state waters. However, he did not know what could be
done for larger offshore vessels fishing in federal waters.

Representative WIson remarked that Al aska fishernen nade
sure to operate cleanly. She stated there were people doing
the right thing and people doing the wong thing. She
stressed the fish were an Al askan resource. She did not
understand why the admi nistration and |egislature would not
take the opportunity to stop sonme of the bycatch problem
whether it was related to bigger or smaller boats. She
underscored the resources were all valuable. She hoped the
departnment could provide an estimate related to the val ue
t he di scarded fish

4:41: 25 PM
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Representati ve Gara shar ed Representati ve Wl son's
concerns. He discussed fish caught inside and outside of
state waters. He noted there were fish caught outside state
waters that were processed in the state. He asked how to
di vide between the fish the state was allowed to tax and
those it was not allowed to tax.

M. Bowers replied the tax was assessed when the fish were
br ought into state waters. There was a conmmerci al
operators' annual report that every licensed processor had
to conplete. He detailed the annual report described a
processor's production and purchasing history, which was
the basis for calculating the price used to determne the
value of the fish. He believed the processors indicated on
their tax forms where the fish were purchased.

M. Burnett elaborated there was one exception. He detailed
that under the Magnuson Stevens Act, the state was all owed
to tax pollock, which was | anded outside state waters.

M. Bowers corrected it was the Anerican Fisheries Act.

M. Burnett agreed. He expounded the state was allowed to
tax pollock that landed in Seattle, but it was not able to
tax other fish that were not either caught, processed in,
or brought into state waters.

4:43: 11 PM

Co-Chair Neuman referred to floating processors that
operated outside Alaska's waters. He believed M. Bowers
had testified that the state did not tax fisheries unti
they reached Alaskan waters. He asked about floating
processors.

M. Bowers replied that if the processors brought processed
fish into Alaska (e.qg. to offload the fish for
t ransshi pnent, which was common practice) they were
responsi ble for the tax at that point.

Co-Chair Neuman asked for verification that floating
pol |l ock processors operating outside of state waters and
selling the fish in Seattle, were not included in the
state's fish processing tax.
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M. Bowers answered the Anmerican Fisheries Act regulated
the pollock fishery in the Bering Sea. He detailed that
because the state's late U S. Senator Ted Stevens was aware
of the potential, he had included a provision in the act
requiring any pollock caught between 3 and 200 mles
of fshore was subject to the state's taxes.

Co-Chair Neuman concluded there was a tax. M. Burnett
replied in the affirmative.

Representative Gara spoke about king salnon bycatch and
explained that many of the fish were not worth very nuch
because they were one to two-year-old fish that got crushed
and pulverized in the nets. He asked for the accuracy of
hi s statenent.

M. Bowers responded that salnon were deened prohibited
species on groundfish vessels; therefore, when they were
caught as bycatch they could not be legally sold. He
explained the fish were not retained for use as a food
product and were not handled the sane as fish bound to
becone food products.

Representative Gara remarked he had heard reports that when
some of the younger fish ended up in the huge nets were
pul verized by the time sonmeone reached them He noted the
issue was for another day. He asked which of the taxes
effected factory traw ers.

M. Burnett replied the landing tax [applied to factory
traw ers].

Representative Gara asked what type of operations were
subject to the landing tax (e.g. factory traw ers).

M. Burnett replied the tax applied to any fish that were
| anded regardless of the type of fishing operation. He
deferred to M. Bowers for further detail

M. Bowers expounded the tax applied to any fish processed
three mles offshore. He detailed it could include factory
trawl ers, |oading processors taking deliveries from catcher
vessels, freezer longliners (a nunber of large longliners
operated in the Gulf of Al aska and Bering Sea that catch
and process onboard), scallop catcher/processors, crab
catcher/processors, and any other vessel processing in
waters greater than three mles offshore.
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Representative Gara surnmised the vessels were large. M.
Bowers responded the smallest vessel in the category would
be around 58 feet. He expounded on his earlier answer and
relayed there were sone salnon trollers that catch and
process. He detailed sone of those boats were under 58
feet, but nost of the boats inpacted by the tax were |arger
vessels due to space requirenents for the processing
equi pnent, freezers, and crew si ze.

4:48: 27 PM

Representative Gara asked why the state was allowed to tax
vessels if they processed their catch beyond the three-mle
of fshore boundary. M. Bowers explained that the vessels
becanme subject to the tax when they noved into state waters
to offload fish. He detailed it was a common practice for
the vessels to offload fish to freighters or cold storage
facilities onshore because the boats were limted in their
freezer size.

Representative Gara asked about the current cost of running
the Division of Commercial Fisheries. He believed the cost
was between $25 million to $35 million. Additionally, he
asked for the current revenue and the bill's projected
revenue to the state for the conbined fisheries taxes. He
was interested in revenue brought in conpared to the cost
required to operate the Division of Commercial Fisheries.

M. Bowers responded that the current General Fund budget
for the Division of Comrercial Fisheries was about $35
milion to $36 mllion.

\V/ g Bur net t expounded that taxes generated by the
legislation would be fairly close to that anount [$35
mllion to $36 mllion] and potentially slightly higher. He
noted the revenue depended on the price of fish in the
current year and other things. The revenue conmng to the
state was currently less than the amount required to
operate the division.

Co-Chair Thonpson nentioned he had chaired the House
Fisheries Conmittee in previous years. He recalled that
vessels in the Bering Sea had to pay for observers to be
onboard the vessels. He detailed the vessels had been
allowed a certain anount of bycatch; once the vessels
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reached the limt they were required to quit fishing. He
asked for comment.

M. Bowers agreed that nost fisheries in Al aska had bycatch
caps. The nost common tool to assess those caps, especially
for vessels processing at sea, were onboard observers. He
detail ed observer costs were $300 to $400 per day, which
were typically borne by the vessels.

Vi ce-Chair Saddler encouraged comrittee nenbers to give
some deference to the House Fisheries Commttee, which had
some special expertise. He recommended against using the
bill as a way to fix any issues regarding allocation,
bycatch, or international issues. He reasoned the House
Finance Commttee's responsibility was net profits and not
| ongl i ne nets.

HB 4006 was HEARD and HELD in committee for further
consi derati on.

Co-Chair Thonpson relayed the agenda for the follow ng
nmeeting. He recessed the neeting to a call of the chair
[ note: the neeting never reconvened].

#
ADJ OURNVENT

4:53: 53 PM

The neeting was adjourned at 4:53 p.m
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