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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 commttee for
further consideration.

HB 4006 FI SHERI ES: TAXES; PERM TS

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

Co- Chair Thonpson indicated that anmendnments would be taken
up in the current neeting. If it was the wll of the
commttee he intended to nove the bills out. He stated//

3:09: 26 PM

#hb4003
HOUSE BI LL NO. 4003

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

Representative WIlson MOVED to ADOPT Amendnent 1, 29-
GH2458\ A. 1 (Shutts/ Nauman, 5/28/16) (copy on file):

Page 1, lines 11 - 12:

Delete all material and insert:

"(3) the tax on all aviation fuel other than gasoline
sold or otherw se transferred

(A) on the premises of an airport within the Al aska
international airport system as that term is defined
in AS 44.42.290, is 3.2 cents a gallon;

(B) outside the premises of an airport wthin the
Al aska international airport system as that termis
defined in AS 44.42.290, is 6.5 [IS THREE AND TWO
TENTHS] cents a gallon; and"

Co- Chair Thonpson OBJECTED for di scussion.
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Representative WIson explained the anendnent would exenpt
international airports [from the notor fuel tax]. She
detailed international airports were currently self-
sustai nable and actually gave nore noney than necessary.
She furthered that with the 6.5 cent tax, there would be 31
states |l ower than Al aska when it cane to jet fuel tax. She
continued the airports paid |leases and |anding fees. She
expl ai ned there had been other increases at the airports as
well. She stressed the airports paid for nore than just jet
fuel. She noted the admnistration had not provided
information on the inpact of a 1 cent or 2 cent tax. She
reasoned the state could continue to raise the tax all it
want ed, but she wondered what woul d have been acconpli shed
if conpanies and jobs left. The anmendnent would help
smaller airports to be a bit nore self-sustainable - she
believed they would never be conpletely self-sustainable.
She rem nded commttee nmenbers a neeting had been held the
prior sumer regarding landing fees for snaller airports
where it was decided to increase taxes on fuel instead.
Unfortunately, the nethod taxed |arger airports, which were
al ready paying much nore. She expressed concern about the
negative inpacts the tax could have on international
airports, which included Fairbanks and Anchorage (the
Juneau airport was nunicipal and was therefore not
i ncl uded) .

3:11:18 PM

Co-Chair Thonpson relayed that Representative Gara had
joined the neeting. He asked if the governor's original
bill had proposed a 10 cent jet fuel tax.

Representative Wlson replied in the affirmative.

Co- Chair Thonpson stated the current bill included a 6.5
cent tax. Representative WIlson affirned.

Representative Gattis relayed she had not participated in
the commttee neeting when landing fees in smaller airports
had been decided against. She recognized a fuel tax was
probably nore advantageous than trying to nonitor runway
| andi ngs. She believed it was not reasonable to hire a
person to collect landing fees at every airport. She shared
that she was a private pilot and was not certain how the
fee was paid with the exception of a box used to nonitor
| andi ngs.
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3:12: 23 PM

Vice-Chair Saddler shared that he was a private pilot and
nationally the decision had been made to pay for many of
the services provided to the aviating public through fuel
because all planes required fuel.

Representati ve Kawasaki shared that his nom drove from one
side of towm to the other to purchase gasoline that was 1
cent cheaper. He understood it did not logically make sense
to drive that far. He reasoned it was sort of an
international market and individuals gas up where they felt
they could get the "best bang for their buck." He continued
that sonetinmes planes had to gas up in Alaska before flying
internationally. He wondered about gas prices conpared to
ot her nearby airport jurisdictions.

Co-Chair Thonpson shared he had done a tour of the
Anchorage International A rport with its airport manager.
He relayed that no one knew how nuch each of the airlines
paid for their fuel. He elaborated fuel arrived at the port
and was delivered via pipe to large fuel tanks. The
information was proprietary - each of the air carriers had
made a deal with different conpanies to purchase fuel

Co-Chair Neuman indicate he had also spoken wth the
ai rport manager . He detailed the airlines had an
associ ation where they bought their fuel. He furthered the
C-plan [contingency plan] had to be redone for Cook Inlet a
couple of years back when tanks had been expanded. He
bel i eved the governor had an equitably crafted plan. He had
heard fromindustry on all three proposed taxes that it was
necessary to tax all three industries instead of one or
two. It was his understanding the governor had spoken wth
the airline industry and had addressed |anding taxes. He
shared that he had brought up landing tax as an issue when
he chaired the House Transportation Commttee due to the
cost to airports. He nentioned people did not believe it
was appropriate to have extra |anding fees for bypass mail.
He referred to the state-owned airport in Prudhoe Bay that
had no landing fees and costs were conpletely covered by
the state. He asked whether that was appropriate. He
rel ayed that noney collected by the Anchorage and Fairbanks
International Airports stayed wthin their own units;
however, the two airports still had sone | arge expenses. He
believed there were probably still state matches on federa
funding received by the airports for inprovenents. He
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bel i eved the governor had tried his best to craft a plan on
the taxes. He would not be supporting the anendnent because
he did not know how it would affect the whole budget
proposal. He did have sone issues with the notor fuel tax
related to how it would inpact drivers.

3:17: 04 PM

Vice-Chair Saddler clarified that notor fuel referred to
gasoline and diesel used on the road for cars and trucks.
Alternatively, aviation gasoline was wused in aviation
aircrafts other than jets (i.e. 80 |eaded or 100 | ow I ead).
Avi ation fuel other than gasoline was kerosene jet fuel
(i1.e. JP-6 and JP-4). He assuned notor fuel used in and on
wat er crafts was gasoline and diesel.

Representative Gara remarked on the |ong distance between
pl aces |ike Alaska and New York, New York and California
and Hawaii and Florida. He did not believe the change in
jet fuel taxes would have an effect on the industry - when
the state had the |lowest fuel taxes in the country. He
continued that jets flew | ong distances to places with nuch
hi gher fuel taxes. He conmented on the state's $4 billion
budget deficit. He did not believe the tax would inpact
busi ness and had not heard any evidence to the contrary. He
remarked that no one liked taxes, but he challenged others

to come up with an alternative plan to fill the budget
deficit.
Representative Quttenberg wunderstood that internationa

flights did not pay taxes at airports.

Co- Chair Thonpson replied in the affirmative.

Representative Quttenberg wondered if an analysis had been
done breaking out the detail on cost burden to various

types of aircrafts at different airports.

Co- Chair Thonpson answered there had been discussions on
the topic throughout the comm ttee process.

Representative GQuttenberg surmsed the burden fell on
aircrafts besides those on international flights in regards
to how much fuel was used.

3:19:56 PM
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Representative Pruitt spoke in favor of the amendnent. He
rel ayed he also had amendnents in case the conmttee felt
the tax was higher than it should be. He discussed that
one-eighth of the Anchorage popul ation was enployed at its
international airport. He referred to a recent report
listing Providence Hospital as the state's |argest
enpl oyer, but it had been the airport the previous year. He
di sclosed he had previously worked for FedEx and was a
sharehol der. He received the conpany's reports and rel ayed
it was buying 777 aircrafts, which would overfly Anchorage.
He provided a scenario of a flight plan with a departure
from Menphis where the air carrier paid the donestic tax.
Wen the carrier filled up in Anchorage it did not pay a
t ax on its way to an I nt ernati onal desti nati on.
Al ternatively, when the carrier flew from an internationa
| ocation to Anchorage it would pay the tax on its way to
anot her donestic city. He was concerned about the conpany
buying 777 aircrafts intentionally to fly from a |ocation
like China directly to Menphis. He reasoned at that point
it would inpact jobs in Anchorage. He asked if the state
was nore concerned about meking a bit nore noney in taxes
over the potenti al job opportunities available in
Anchorage. He was concerned about increasing taxes too
much, too quickly. He continued Anchorage was constantly in
conpetition wth other airports such as Vancouver,
Portland, and Seattle. He had spoken with the comm ssioner
of the Departnment of Administration under a previous
admnistration and they had agreed it was necessary to
mar ket the Anchorage airport appropriately to maintain the
job opportunities. He believed it was inportant to be
cautious about the effect the tax would have on jobs at one
of the state's |argest enployers.

Vice-Chair Saddler comented that it would be helpful to
have better analysis about the potential effects of the
taxes. He stated the commttee had only heard from the
adm nistration that there was a big deficit and the
proposed taxes were the needed amount. He did not believe
the information provided by the admnistration was
conpel ling enough when considering the points nmade by
Representative Pruitt. He stressed that taxes did influence
corporations and business decisions. He could have
considered the proposal nmore with additional information
about the "sweet spot" that would not cause danage to the
private sector.

3:23:58 PM
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Co- Chair Thonpson asked the Departnment of Revenue (DOR) to
address the conmttee. He asked for clarification on
Representative Pruitt's points. He wondered if air carriers
were charged tax when comng from a foreign country on
their way through Anchorage to another U S. city.

3:24:18 PM

JERRY BURNETT, DEPUTY COW SSIONER, TREASURY DI VI SION,
DEPARTMENT OF REVENUE (DOR), relayed intent to provide the
statutory | anguage.

KEN ALPER, DI RECTOR, TAX DI VISION, DEPARTVMENT OF REVENUE,
stated the topic was awkwardly within the definition of
nmotor fuel as it was an older law. He read from st atute:

Fuel sold in a jet propulsion aircraft, either A two
foreign countries or that <continue from foreign
countries.

M. Al per detailed if the sanme flight was traveling from
Chi na through Anchorage to Menphis it would not be taxable
fuel. He expected for the nost part the fuel would not be
taxable in the scenario. He elaborated that roughly 80
percent of the jet fuel sold in Al aska was not taxable. He
specified that roughly 400 mllion gallons per year of non-
taxed jet fuel was sold in Al aska versus slightly over 100
mllion gallons of tax-on fuel.

3:25:32 PM

Vice-Chair Saddler asked if +the same exenptions from
foreign flights applied to federal fuel taxes.

M. Al per responded that he did not know the nature of the
f eder al t axati on. The state governnent had certain
restrictions (federal constitutional issues) from taxing
international trade. He did not know if the U S. governnment
had a simlar restriction.

Vice-Chair Saddler added that the issue was npbot at the
current point.

3:26:16 PM
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Representative Gattis shared that her husband was a retired
FedEx captain. She remarked on knowing how nuch fuel a
FedEx flight used on trips from Asia through Anchorage and
ot her locations. She thought the issue nmay play into the
reason FedEx had not been involved. She surm sed that maybe
the conpany knew it was not paying - she had not been able
to get the conpany involved and had not received any
response. She added that it was not the first tinme the
conversation had occurred. She had not received contact
from anyone with FedEx. She had been a proponent of the
amendnent, but thought it rmay be noot after |earning nore.

Representative Pruitt renmarked that the commttee had heard
concerns from UPS. He surmsed the bill would adversely
i npact the conpany in sone capacity. He discussed in the
past there had been a flight from Taiwan to Anchorage to
New York. He detailed that when UPS and FedEx flights
|anded in Anchorage there was a conplete turnover that
occurred. He continued that UPS and FedEx were under
totally separate rules in certain instances. He el aborated
that UPS was under the Railroad Act, but it did not apply
to FedEx, which was largely a union issue.

Co- Chair Thonpson added that UPS flew partial plane |oads
from Seattle to Fairbanks to Seattle. He surmsed the
conpany would pay the tax under that situation because the
flights were not international.

Representative Gattis suspected that FedEx and UPS had
flights from Seattle to Anchorage and back. She thought it
may be the 20 percent or smaller portion.

Representative WIlson stated the anendnent related to that
two airports [ Fai r banks and  Anchor age i nt ernati onal
airports] that already paid their way. She did not support
doubling the fuel tax on the specific airports. She read
froma prepared statemnent.

It is reported by several air carriers that jet fuel
at Anchorage is already five to ten cents nore
expensive on average than our Wst Coast conpetitors.
O her airports conpete for Al aska's business but they
have only been successful when offering strong
i ncentive packages. These incentives have a limted
duration and have had a relatively mnor effect on
drawi ng busi ness away from Al aska.
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Representative Wlson referred to a question about taxes in
other locations. She shared that the tax in the State of
Washi ngton was 0.04 - the proposed tax woul d exceed the tax
in Washington. She stressed they were not talking about
California or New York and noted Washington was not far
away. She referenced the state's deficit. She enphasized
the two airports were paying their way. She did not support
asking them for nore noney when the increase did not focus
on looking at the fact that other airports were not paying
their way. She was fine the airports were not paying
landing fees and she thought it was great they wanted
hi gher jet fuel. However, the bill would hit the state's
international airports with an increase to 6.5 cents. She
detailed to fill a 747 in Anchorage would cost $1,584 [in
taxes], which was twice the current amount. She stressed
the bill would double the costs for airports that were
paying their way. She remarked she may be off on her math
and noted shaking heads in the room She had verified that
no state funding was provided to the internationa
airports. She remarked on fees, |eases, and taxes on
airports. She did not support increasing costs for the two
airports to pick up the slack for other airports.

Co- Chair Thonpson recognized Representatives Liz Vazquez,
Sam Kito, and Louise Stutes in the commttee room

Representative WIlson clarified the $1,584 she had

menti oned was how nuch the tax on fuel [for a 747] would be
under the |egislation.

Co- Chai r Thonpson MAI NTAI NED hi s OBJECTI ON.
Aroll call vote was taken on the noti on.

IN FAVOR. Gattis, Muinoz, Pruitt, Saddler, WIson, Neuman
OPPCSED: Edgnon, Gara, CGuttenberg, Kawasaki, Thonpson

The MOTION to Adopt Amendnent 1 PASSED (6/5). There being
NO further OBJECTI ON, Anmendnent 1 was ADOPTED

Representative Pruitt W THDREW Anendnents 2 and Amendnent 3
(copy on file).

3:34: 23 PM
AT EASE

3:37:41 PM
RECONVENED
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Representative Quttenberg WTHDREW Anendnment 4 (copy on
file).

3:38:14 PM

Representative Gara MOVED to ADOPT Anmendnent 5 (copy on
file). [Note: due to the length of the anmendnent it is not
included in the mnutes. See copy on file for detail.]

Co- Chair Thonpson OBJECTED for di scussion.

Representative Gara explained that the anmendnent was simlar
to anmendnents discussed in other commttees. Under the
amendnent when the price of oil was low the price of fuel
woul d be | ower; when the price of oil was high the price of
fuel would be higher. He elaborated that the fuel tax
addition in the bill started to disappear when oil prices
were high and the price of fuel was high for consuners and
the state no | onger needed the revenue as nuch. The fuel tax
would remain the sane up to $100 per barrel (a price that
high was not included in any near-term forecasts). He
continued that when the state started receiving real oil
revenue, but when consuners started paying very high prices
at the punp, the fuel tax increase of 8 cents would be cut
in half to 4 cents. Wen the price was above $120 per
barrel, the additional 8 <cents would disappear. The
amendnent reflected what the state needed in revenue and
what the costs of consunmers woul d be at high prices.

Co- Chair Thonpson asked DOR about how it woul d handl e maki ng
adj ustnments whenever the oil price changed. He did not
believe prices would be as high as those the anendnent
addressed for a long tinme. He remarked that the current
| egislators may not have to deal with the issue, but he
surm sed soneone would have to deal with it in the future
He asked if the anmendnent would be workable for the state's
RIS [Integrated Resource Information Systeni.

Representative Gara stated what he tried to nmake the issue
wor kabl e. The anendnent provided a two-nonth lag for the
departnment to adjust the tax. For exanple, if the price of
fuel hit $121 in January the tax could not be changed
because it had already happened; therefore, the fue
appropriate fuel tax would occur in March.

3:41:50 PM

RANDALL HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE
agreed the anmendnent was doable, but it would not be easy.
The practicality of having to do the programm ng necessary
to coordinate two different taxes with a lag of about one
month in which to flip the fuel price on or off when the
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price points was possible, but it was outside the scope of
the departnent’'s current work.

Co-Chair Thonpson spoke to the practicality of the
amendnent .

Comm ssioner Hoffbeck remarked the changes wunder the
amendnent were not practical.

M. Alper elaborated that both taxes would have to be
programmed into the system The cal cul ati on woul d have to be
done by a certain date. He stated that all the notor fue
tax payers woul d receive a nonth-to-nonth notice show ng the
rate; it would be a new system DOR would need to establish
He stated the work would not be inpossible, but it added a
conplexity to the current system

Comm ssi oner Hof fbeck added the departnment would al so have
to notify entities collecting notor fuel tax to flip the
rate back and forth.

Co- Chair Thonpson asked if the gasoline stations would have
to send several different returns to the departnent for
di fferent anounts.

M. Alper answered that the distributors filling tanks at
gas stations were generally the taxpayers (not gas stations
directly). Wien a load was delivered the tax was built in.
Part of the problem was the tax was paid at the end of the
followi ng nonth after delivery of the gas; therefore, it may
be hard for them to keep their information straight. For
exanple, a distributor did not know what the price would be
when they delivered a | oad at the beginning of March and the
tax was paid at the end of April.

Co- Chair Thonpson was worried about potential confusion.

3:43: 57 PM

Representative Minoz asked if the tax would be remtted
monthly. M. Alper replied in the affirmative. The tax was
generally paid at the end of the nonth for the prior
month's sales. He referred to his previous exanple.

Representative Gara stated the tax was paid at the end of
the nonth and the anmendnent gave the departnent an extra 30
days to let taxpayers know what the tax would be. He
provi ded a hypothetical scenario - if the average price of
oil was determned in January, the departnent had until the
end of February to |et payers know what the tax would be
He wondered why it would be difficult.
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M. Al per explained the departnent would have to determ ne
the actual average price for the nmonth of January and |et
taxpayers know by the end of February so that any
deliveries on March 1 would be recalibrated for the higher
or lower tax. Additionally, it would require time to
communicate with the tax payers. Wth the new system
communi cations with the taxpayers were nostly electronic
and could be instantaneous. He stated anything could be
done, but anything that added winkles or conplexity gave
the departnent a bit of anxiety.

3:45:35 PM

Representative Gattis relayed that she had many comuters
in her district. She believed the issue was inportant and
she understood what Representative Gara was trying to do.
She spoke to supporting nmaking the price of fuel |ess
expensive [for consuners]. She wondered how the departnent
woul d suggest setting the structure up. She appreciated the
anendnent , but she wondered how the goal could be
acconpl i shed w thout adding conplexity to the system She
asked if the departnent would | ook at the issue quarterly,
every six nonths, or other. She asked for the departnent's
recomrendati on.

M. Alper suggested that quarterly taxes would be nore
manageabl e. The departnent currently adjusted the interest
rate on taxes every quarter and sent out notices. The
department did not forget there was no |egal requirenent
for the price of fuel to nove up and down with the tax
rate. He furthered just because soneone nay get 8 cents cut
off the tax rate did not nean they would inmediately pass
it on to their consuners. He surm sed the tendency may be
to leave the rate higher, which would nean a windfall for
the distributor in the nonths the rates went down. The
custonmer woul d not know whether the tax went up or down and
woul d therefore not be looking for the price of fuel to
i ncrease or decrease.

3:47:23 PM

Representative Gattis believed in the free mnmarket. She
remar ked sone conpani es woul d not reduce the price of fuel;
however, she recognized the ones that did reduce the prices
woul d probably have nore custoners. She stated every penny
added up after a while. She surmsed nmaking a change
quarterly woul d be nore workable than nonthly.
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Co-Chair Thonmpson noted Representatives Andy Josephson,
Paul Seaton, and Gabriele LeDoux were in the audience.

Representative Gara disagreed that if the consuners did not
know the price that it did not matter. He explained there
woul d be conpetition between suppliers. He asked if a
three-nonth | ag woul d be better.

M. Al per stated that it was not the lag that was the
issue. He explained the anendnent could still nean the
potential for 12 adjustnments over the course of a year,
whi ch was where a significant portion of the workload would
cone from He deferred the question to a colleague for
further detail.

3:49: 23 PM

BRANDON  S. SPANGCS, DEPUTY DI RECTOR, TAX DI VI SI ON,
DEPARTMENT OF REVENUE, restated his understanding of the
guestion. He stated that the first concern was about naking
changes to the form system and online system He
di scussed changes that would be necessary to the form if
there were two different rates. He explained the departnent
would need to tinme to notify the public [Note: audio
gquality poor]. He stated that quarterly adjustnments would

be easier from an admnistrative standpoint; it would
provide nore tinme to notify the public. He commented on the
ability for people to fill out the forns correctly.

Representative Gara would be happy to work wth the
adm nistration to get the anmendnment | anguage right.

Co-Chair Thonpson asked if Representative Gara wanted to
make a conceptual anmendnent.

Representative Gara was not sure how to make changes to the
anendnent to adjust taxes quarterly because it would nean
bul ki ng four nonths together. He did understand providing a
| onger |ag-tinme.

M. Alper referred to page 4, lines 3 and 20 of Amendnent
5. He suggested the changi ng the | anguage "the second nonth
following a nmonth" to "following a quarter.” He believed
t he change woul d be sufficient.
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Co- Chair Thonpson believed the change would apply on page
2, line 4 as well.

Representative Gara agreed.

M. Alper reiterated the change would need to be applied to
page 2, lines 4 and 21; and page 4, lines 3 and 20.

Representative Gara MOVED to AMEND proposed Anendnent 5.
The conceptual anmendnent would change the |anguage "the
second nonth followng a nonth" to "the second nonth
following a quarter.” The change would be applied to page
2, lines 4 and 21; and page 4, lines 3 and 20. The
amendnent to Amendnment 5 would include any conform ng
| anguage necessary.

Representative WIson OBJECTED

3:53: 36 PM
AT EASE

3:54: 08 PM
RECONVENED

Representative WIlson wanted to know how the anendnent
woul d affect the taxpayer. She relayed she had just filed
her sales tax online for her small business. She noted she
collected the tax all nonth; therefore, the calculations
were not that difficult. She wondered how the change woul d
work for a gas station with automated systens. She asked if
the change would inpact the quarter after it occurred. She
remarked that some places had sophisticated systens and
ot hers did not.

M. Al per stated that the taxpayer was the distributor that
brought gas to stations. He provided a scenario of how the
system would work: for the first quarter the calcul ation
woul d be done sonetine during the nonth of April. The
second nonth nmeant that on May 1 the gas station would
receive a delivery at the new tax rate (the distributor was
responsi ble for paying the tax). He furthered the new tax
would be built into the price the gas station was paying.
He understood the gas station business adjusted its rates
whenever receiving a new delivery. The change in the market
price and tax for the fuel would be baked into the delivery
price.
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Co- Chair Thonpson asked for verification the gas station
did not pay the tax to the state and that the distributor
was responsi ble for paying the tax. M. Al per agreed.

Representative Wl son W THREW her OBJECTI O\.

Vi ce-Chair Saddl er OBJECTED for discussion. He referred to
page 2, line 21. He wondered if the proposed anendnent to
Amendnment 5 would properly indicate the tax would proceed
indefinitely after the conditions were net or only for the
one 30 or 31-day period after the quarter.

M. Al per stated that it was an awkwardness that would
hopefully be resolved through conform ng anendnents. He
detailed the intent that the tax rate would change
quarterly and remain in effect until the next change was
triggered, was on the record. The departnent would nake
adjustments in the regulatory process if the actual bill
| anguage did not properly clarify the issue.

3:57:43 PM

Vice-Chair Saddler added that the anendnent sponsor had
i ndi cated any necessary conform ng |anguage could be made
at a later tine. He WTHDREW hi s OBJECTI ON.

There being NO OBJECTI ON, conceptual anendnent to Anendnent
5 was ADOPTED.

Co-Chair Neuman referred to lines 14 through 20 on page 2
of Amendnment 5 related to alcohol and blended fuels. He
asked if the |l anguage was included in the original bill.

Co- Chair Thonpson believed it was page 3, |line 4.
Representative Gara relayed he had asked Legislative Legal
Services to change only the notor fuel tax and not the
aviation, marine, or fuel blended w th al cohol tax.

Co-Chair Neunan asked for verification that all the other
taxes would renmai n the sane.

Representative Gara answered the anendnent did not intend
to effect any of the other forns of fuel.
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Co- Chair Thonmpson W THDREW his OBJECTION to the anended
Amendnent 5. There being NO further OBJECTIQN, Anmendnent 5
as anmended was ADOPTED

Representative Gara remarked that the notor fuel tax issue
had been addressed the last time a major fiscal crisis
occurred (before he was in the legislature). He had
conceived the idea for the anendnment at that tinme. He
appreci ated nenbers' support.

Co- Chair Thonpson planned to bring the bills before the
conmmittee the following day to try to report them out of
conmittee.

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."

4:00: 27 PM

Co-Chair Thonpson noted there had initially been an
Amendrent 1, but he had determned it to be out of order
due to ongoing litigation.

Representative WIlson MOWED to ADOPT Amendnent 2, 29-
GH2457\ A. 5 (d over/ Nauman, 5/28/16) (copy on file):

Page 4, line 1:
Del ete "2"
| nsert "8"
Co- Chair Thonpson OBJECTED for discussion.

4:01:16 PM
AT EASE

4:01:51 PM
RECONVENED

Representative WIson explained Amendnent 2. She discussed
the commttee had heard plenty of testinony fromthe m ning
community, which was wlling to do its part, but felt a 29
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percent increase in taxes was too high. The anmendnent would
decrease the 9 percent back to the 8 percent multiple
comm ttees had discussed. She remarked the increase would
still not be a good thing and its inpact was unknown. She
hoped reduci ng the nunber to 8 percent would have a reduced
impact on the community. She believed everyone needed to
take part in making sure they were paying for what was goi ng
forward

Co- Chair Thonpson remarked that "dueling anendnents" had
been submtted - one would increase the tax and the other
woul d reduce it.

Vice-Chair Saddler relayed that he had previously chaired
the House Resources Committee. He knew mning provided
numer ous benefits to rural Al aska including |obs,
infrastructure, incone, tax-base, a way to keep people
anchored to their lands, and other. He was concerned he had
not seen analysis of what the governor's proposed 9 percent
tax would do to the benefits of mning in rural Al aska. In
absence of the analysis he could not help but be cautious,
whi ch meant supporting the amendnent.

Representative Gara spoke in opposition to the anendnment. He
stated that at sone none of the bills under discussion would
be worth passing. Currently there was a profits-based m ning
tax that had not been changed in approximately 60 years

Conmpani es were given exploration credits to help develop a
mne. Additionally, taxes only came in when profits were
made. Lastly, the tax only applied to incone |evels above
$100,000 per year. He discussed that at profits above
$100,000 to roll back $3.5 nmillion in tax revenue that was
needed in a state with a $3.2 billion to $3.7 billion
deficit. He continued that every tine soneone said no to a
tax on a profitable industry the noney would have to cone
from somewhere el se. He reasoned if it was in the budget the
noney had to conme from sonewhere - at tines it had cone from
school s, the university, municipal revenue sharing, seniors,
or other. He stated the noney would have to conme from
somewhere if it they did not determne a way to raise it.
Al ternatively, there were other revenue raising options,
whi ch would need to be increased (e.g. a larger Permanent
Fund Di vidend cut or a larger inconme tax). At higher profits
he believed it was fair to adjust the tax. He furthered that
conpanies were comng to Alaska for its valuable ore. He
reiterated the tax only applied if a business was nmaking
over $100,000 in profits.

4:06:45 PM

Co-Chair Neuman did not believe the state paid mning
conpanies. He detailed there was a "tax holiday" for the
first two or three years on new m nes.
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Vi ce-Chair Saddler stated that in the mning industry he did
not believe $100,000 in profits was substantial relative to
the investnent. He referenced various types of capital
investnment mning conpanies nmade in order to operate. He
referred to nuch discussion about the need to diversify the
state's econony away from m ning and gas. He reasoned m ni ng
was a way to increase diversification. He believed the state
needed to do what it could to support the mning industry in
Al aska and not use it as a "cash cow." He el aborated m ning
al ready provided benefits to the state well in excess of the
anount the state spent to regulate it. He did not believe it
was the proper place to try to get revenue.

4:08: 07 PM

Represent ati ve Edgnon spoke agai nst the anmendnent. He stated
that if there was ad hoc feel to all of the taxes, all of
the criticismthe legislature directed at the adm nistration
for bringing themforward with not enough analysis, he could
equal ly say there was an ad hoc feel to the anmendnents being
of fered. He discussed the net taxable inconme in 2014 for the
six major mnes paying 95 percent of the mning taxes was
$570 mllion in total. He reasoned the proposed 9 percent
tax would be $7 mllion - when divided anbngst 6 nmgjor
mul ti-national conpanies was not a significant anount of
noney. Additionally, the conpanies were able to deduct the
state taxes fromfederal taxes; therefore, they were able to
further reduce the $7 mllion. He addressed the anmendnent
which would reduce the tax from 9 percent to 8 percent,
which left him questioning why the commttee was "nessing
around with the tax in the first place.”" He stated if every
tax the state levied was going to be counter to industry
investing in Alaska, it should not be |evying any increases
on the resource-based conpanies. He reiterated many of the
conpani es were very large. He furthered that as nmuch as his
enthusiasm for the previous version of taxes had been
danpened (if it ever had been called enthusiasn), he was
uncertain he could support the neasures if the commttee
kept chipping away at all of +the proposed taxes. He
expl ained the inpact of the proposed taxes would go from
margi nal to negligible. He wondered what the commttee was
doing nessing around with the taxes for the anount of
political dust the issues were kicking up. He referred to
di scussi on about the cause and effect relationship between
the original taxes the governor had proposed. Wen the
commttee decided whether it would report the bills out of
commttee he would have to look at the issue froman equity
standpoint. He currently did not see it. He did not believe
there was an analysis to support the anendnent, which he
bel i eved underm ned the whole intentions in the first place.

4:11:20 PM
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Representative Minoz supported the anendnent for a nunber
of reasons. One  of her concerns that during the
adm nistration's presentation on the bill conparisons had
been made with other states, but the states did not have
simlar hard rock m ning operations. She detailed Arizona,
Nevada, and Al aska, had simlar operations and Al aska was
the highest taxing jurisdiction. She discussed that Juneau
had two of Alaska's large nmnes - the Kensington Mne had
taken over 20 years to begin operation. She continued that
mning was a capital intensive industry and added hundreds
of jobs to the state's econony. She believed additional
anal ysis was necessary on what a tax increase from?7 percent
to 9 percent would do.

4:12: 43 PM

Representative Quttenberg spoke in opposition to the
amendnent. He reported that based on information in the
commttee packet, the tax had not changed since 1955. He
stated it was possible to say it was a 25 percent increase,
but it was also a 2 percent increase. In 2014 there were
only 14 taxpayers in the bracket (5 of which were the very
large mnes and the remaining 9 were small and very
profitable). He reasoned the tax was profit-based, which
conpanies only paid when profitable. He furthered "nom and
pop" conpanies would only pay an annual |icense fee if their
conpany earned | ess than $100, 000. He thought increasing the
tax by 1 percent after 55 years would do nothing at all. He
reasoned that some of the mnes were very profitable and he
believed it was conpletely appropriate to inplement a 2
percent increase.

Representative WIson countered that it was not a 2 percent
tax, but a 29 percent increase. She addressed the state cut.
She had asked the Fort Knox mne (in her district) what it
paid; the mne had paid $7.6 nmillion to the borough and over
$47 mllion in revenue over the past 10 years - it was the
| argest property tax payer in the borough. Additionally, the
m ne had paid $17.1 mllion in taxes and fees to the state
in 2014; $7.3 nmllion in mning license taxes (which
accounted for 31 percent of the mning |icense tax revenue
collected by the state); $9.8 nillion in paynents to Al aska
Ment al Health  Trust Aut hority, t he Depar t ment of
Envi ronnent al Conservation, and others; and in 2016 it woul d
pay $8.4 mllion to the borough. She stressed the ampunts
were not even part of the discussion.

Co- Chair Thonpson asked how nmuch the increase would be if
the bill was inplenented.
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Representative WIson answered there would be a 29 percent
increase in taxes if the tax was increased from?7 percent to
9 percent. She read froma prepared statenent:

We've heard from the mning industry this increase
woul d result in deterring new investnent in Al aska and
will shorten the lives of existing m nes.

Representative WIson continued that the 8 percent tax
proposal had been vetted in another committee with all the
m nes participating. She discussed the legislation would
i npact the industry, but the inpact was not known because
the legislature had not received a conplete analysis. She
stressed that any tax increase would have a detrinental
inmpact on the mning industry and would place future
i nvestnent, jobs, and significant |ocal econom c inpacts at
risk. She enphasized the issue was about nore than the
state, it was about the state's comunities. She was
frustrated the commttee had not received information about
how much state resources were put in. She believed they were
nmerely trying to fill the state's coffers with profits nade
by the various industries.

Co- Chair Thonpson W THDREW hi s OBJECTI ON

Vi ce-Chair Saddler asked to be a cosponsor of Anendnent 2
and Anendnment 3.

4:17:16 PM
AT EASE

4:17:38 PM
RECONVENED

Representati ve GQuttenberg OBJECTED.

Aroll call vote was taken on the notion.

IN FAVOR Gattis, Munoz, Pruitt, Saddler, WIson

OPPOSED: Gara, (Quttenberg, Kawasaki, Edgnon, Thonpson
Neuman

The MOTI ON to adopt Anendnent 2 FAILED (5/6).

4:18: 30 PM

Representative WIson MOWED to ADOPT Amendnent 3, 29-
GH2457\ A. 6 (G over/ Nauman, 5/28/16) (copy on file):

Page 3, lines 19 - 23:
Delete all materi al.
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Renunber the follow ng bill sections accordingly.

Page 4, lines 13 - 14:
Delete all materi al.

Rel etter the follow ng subsection accordingly.

Page 4, line 15:
Del ete "sec. 6"
| nsert "sec. 5"

Page 4, line 17:
Del ete "sec. 6"
| nsert "sec. 5"

Page 4, line 30:
Del ete "Section 10"
| nsert "Section 9"

Page 4, line 31:
Delete "sec. 11"
| nsert "sec. 10"

Co- Chair Thonmpson OBJECTED for discussion.

Representative W/Ison addressed the anendnent. She noted a
significant anmpunt had been heard related to the issue. She
read froma prepared statenent:

The exenption for new mnes is critical as projects
| ook to recoup their investnents as quickly as possible
and work towards positive cash flow. The nore mnes
that we have open, the faster it will fill our deficit.

Representative Gara asked if the amendnent gave conpanies a
3.5-year tax holiday as opposed to the 2-year tax holiday in
the bill.

Co- Chair Thonpson and Representative WIson answered in the
affirmati ve.

Representative Gara opposed the amendnent. He stressed the
mning tax only applied when profits were nmade.
Additionally, the state offered tax credits to help
conpani es pay for exploration and devel opnent (operating and
capital costs). Conpanies received the benefit of state help
during developnent. He added it was not one of the nore
outrageous tax credits the state had on its books.

Co- Chair Thonpson asked Representative Gara to clarify what
he neant by state help. He explained it had taken Kensington
M ne 20 years [to begin operations]. He asked if the state
had funded the mne during the entire 20-year period.
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Representative Gara answered the state paid an exploration
credit up to $20 nmillion conpanies could deduct after they
becane profitable. The credits could be deducted as |ong as
it took to earn enough profits to the deductions (conpanies
coul d deduct up to half their profits). After the m ne began
operations conpanies were allowed to deduct the costs.

4:21: 08 PM

Co- Chair Neuman requested to hear from DOR
M. Burnett deferred the question to M. Spanos.
M. Spanos asked Co-Chair Neuman to repeat his question.

Co- Chair Neuman asked M. Spanos to explain the mning tax
credits. M . Spanos answered that mnes were given
exploration tax credits of up to $20 mllion. He detailed
that expenses incurred during exploration could be taken
over a 15 year-period after a m ne began production.

Co- Chair Neuman provided a hypothetical situation in which a
mne took 10 years to becone operational. He asked for
verification the mne could deduct up to $20 mllion over
the first 15 years.

M. Spanos answered that no matter how | ong a conpany took
to incur the costs (such as 20 years) it had 15 years after
production began to take the credit.

Co- Chair Thonpson asked how the 2-year or 3.5-year tax
holiday fit into the 15-year credit deduction process.

M. Spanos explained that the 3.5-year exenption was
currently in statute. He asked if the question pertained to
how the tax holiday fit with the 15-year credit deduction
period as well.

Co-Chair Thonpson replied in the affirmative.

M . Spanos believed conpanies had 15 years of taxes due. He
woul d have to follow up on the question

Co- Chair Thonpson surm sed conpanies would receive a 3-year
tax holiday followed by a 15-year period during which they
could use their credit deductions. He asked for verification
it was a total of 18 years.

M. Spanos replied that he believed it was how the system

wor ked. He would have to double check, but he believed it
included the first 3.5 years.
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Representative CGara asked for verification that currently
larger mnes received a 3.5-year tax holiday even if they
were maeking profits. The amendnent would maintain the 3.5-
year tax holiday, whereas the bill would decrease the tax
holiday to a 2-year period. He observed it would not be
possible for a company to deduct credits when it was not
asked to pay a profits tax. He provided an exanple where a
conpany started paying for profits in its fourth year of
operation and nmade $40 mllion. He asked for verification
the conpany could take all $20 mllion in credits in the
first year.

M. Spanos replied that the credit was limted to one half
of a conpany's net incone. He referred to the gross profits
tax [Note: audio quality poor].

4:25:57 PM

Representative Gara asked for verification that a conpany
could use the entire $20 mllion in deductions during its
first taxable year if it made $40 million in profits. M.
Spanos answered in the affirmative.

Representative Gara spoke to his opposition to the
anendnent. He stressed that the tax was profits-based;
conpanies that were not making profits were not taxed.
Addi tionally, under the |legislation the state gave conpanies
a 2-year tax holiday even when profitable. He believed it
made sense to not tax conpanies when they were not
profitable. He did not support extending the tax holiday to
3.5 years, which he believed was excessive. He w shed he
received the tax holiday on his incone taxes. He thought the
2-year period seened fair to generous. He stated that the
bill raised $7 million and he did not support continuing to
whittle away at the anount. He believed the public would
have a hard tine swallow ng that individual Al askans had to
pay for the deficit, while conpanies received tax holidays.

Vi ce-Chair Saddler spoke in support of the anmendnent. He
reasoned that in order to becone profitable, it sonetines
took a m neral devel opnent conpany 20 to 30 years. He stated
the presunption a conpany could open up a mne and begin
making profits within a year was false. He stated it took
many years and significant expense for a conpany to reach
profitability. He stressed that Al aska was built on mning
and he believed the l|land underneath the building my be
built on mne tailings [Bill Ray Center, Juneau, Alaska]. He
underscored a mne could last for decades when properly
built with infrastructure investnment. He referred to mnes
that triggered infrastructure like airports, mlls, and
other facilities. He believed it was cost-effective to make
the investnent to find nore ore (e.g. Red Dog Mne and
others). He opined that shortening the tax holiday was
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nonsensi cal. He furthered that shortening the tax holiday to
a 2-year period would be like penalizing "a child for not
being able to do the work of a grown man." He believed
restoring the tax holiday to the 3.5-year period was
appropri ate.

4:30: 20 PM

Representative WIson provided closing remarks on Amendnent
3. She read froma prepared statenent:

The State of Al aska has very few incentives to track
mning investnent to the state and doing away with this
one would tell the industry that we are not open for

busi ness. Investnent capital 1is globally in short
supply and retaining this exenption will help us remain
conpetitive. If we kill our industry or we have

i nvestors go sonewhere el se, what truly have we gai ned?

Representative WIson wondered what would happen with every
investor who chose to invest in another |ocation besides
Al aska. She referred to questions about why the state did
not |ower sone costs because investors were going other
pl aces. She stressed the state was rich in resources. She
reasoned that it was necessary to ask why investors were not
comng. She believed the state should be incentivizing
investnment. She underscored that the issue was about the
state's long-term future. She believed the discussion should
be about what the state would look like if industry decided
to invest elsewhere. She concluded the state would still
receive profits by maintaining the current 3.5-year tax
hol i day. She hoped the state would stay open for business
and woul d not discourage industry frominvesting in Al aska.

Co- Chair Thonpson MAI NTAI NED hi s OBJECTI ON.

A roll call vote was taken on the notion to adopt Amendnent
3.

I N FAVOR: Munoz, Saddler, WIson
OPPCSED: Gara, Guttenberg, Kawasaki, Edgnon, Thonpson
Neuman, Pruitt

Representative Gattis was absent fromthe vote.

The MOTION to adopt Amendnent 3 FAILED (3/7). [Note: The
conmittee later rescinded action on Amendnent 3 and re-
voted; the anendnent passed at that time. See approximately
5:14 p.m for detail.]

4:33:17 PM
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AT EASE

4:46: 05 PM
RECONVENED

Representative Gara MOWED to ADOPT Anendnent 4, 29-
GH2457\ Al (Martin/ Nauman, 5/27/16) (copy on file):

Page 3, lines 21 - 23:

Delete "All new mning operations are exenpt from the
tax levied by this chapter for two [ THREE AND ONE- HALF]
years after production begins"

Insert "A new mning operation with a net inconme under
(c) of this section of
(1) not nore than $100,000 is exenpt from the tax
levied by this chapter for tw years after
producti on begins;
(2) nmore than $100,000 shall pay half of the
license tax on mning provided in (c) of this
section for two [ALL NEW M N NG OPERATI ONS ARE
EXEMPT FROM THE TAX LEVIED BY TH S CHAPTER FOR
THREE and ONE- HALF] years after production begins”

Co- Chair Thonmpson OBJECTED for discussion.

Representative Gara explained the amendnent. He addressed
that the mning tax was profits-based. He did not believe
anyone wanted to increase taxes on small "nom and pop"
m ning operations. The anendnent would maintain the 2-year
tax holiday for businesses naking less than $100,000 in
profits per vyear. While businesses naking over $100, 000
woul d only pay half the tax rate during the first two years.
He thought the state should receive sone revenue when
conpani es were profitable. He believed the proposed tax rate
in the bill was around 9 percent; the anmendnment woul d reduce
the tax to around 4.5 percent for profitable conpanies
earni ng over $100, 000 per year.

4:49: 02 PM

Co- Chair Thonpson MAI NTAI NED his OBJECTI ON

Aroll call vote was taken on the notion.

I N FAVOR: CGuttenberg, Kawasaki, Gara

OPPCSED: Munoz, Pruitt, Saddler, WIson, Edgnon, Gattis,
Neuman, Thonpson

The MOTI ON to adopt Anendnent 4 FAILED (3/8).
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4:49:52 PM

Representati ve Kawasaki MOVED to ADOPT Anmendnent 5, 29-
GH2457\ A. 3 (Martin/ Nauman, 5/27/16) (copy on file):

Page 3, line 24, through page 4, line 1

Delete all material and insert:

"*Sec. 6. AS 43.65.01Qc) is repealed and reenacted to
read:

(c) The license tax on mning is inposed on the net
incone of the taxpayer fromthe property in the state,
conputed wth allowable depletion, plus royalty
received in connection with mning property in the
state. The tax rates applicable to the anount of a
taxpayer's net incone are as foll ows:

e« over $100,000 and not over $250,000: five percent

e over $250,000 and not over $500,000: $7,500 plus
seven percent of the excess over $250, 000

« over $500,000 and not over $1,000,000: $25,000
pl us nine percent of the excess over $500, 000

e over $1,000,000: $70,000 plus 11 percent of the
excess over $1, 000, 000."

Page 4, line 15:
Del et e "anended"
I nsert "repeal ed and reenact ed"

Co- Chair Thonpson OBJECTED for di scussion.

Represent ati ve Kawasaki explained that the anendnent sought
to change the brackets [related to the tax rates applicable
to the amount of a taxpayer's net incone]. He detailed the
brackets had been established during territorial days (prior
to statehood) in 1955 as a way to fairly distribute the
burden on mning operations wthin Al aska. He referenced
Section 6, page 3 of the legislation, which showed the
original brackets still in statute. He specified that m ning
conpani es earning | ess than $40,000 in profits did not pay a
license tax. M nes making between $50, 000 and $100, 000 paid
an assessnent of 5 percent and $1,500. He noted the next
bracket was for conpanies earning over $100, 000. He
reiterated that the brackets had been in place for 60 years.

Representati ve Kawasaki furthered anmendnent was an attenpt
to make the brackets fair by adjusting for inflation. The
amendnent woul d exenpt small m ning conpani es earning bel ow
$100, 000. The first bracket would apply to conpani es earning
bet ween $100, 000 and $250, 000; the second bracket applied to
conpani es earning over $250,000 to $500,000; the third
bracket applied to conpanies earning over $500,000 to
$1,000,000; and the fourth bracket applied to conpanies
earning $1,000,000 and above. There were roughly two or
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three mnes within each of the first three brackets (the
exact nunber was unknown due to taxpayer confidentiality)
and there were 5 mines making over $1,000,000. He believed
the anmendnent was very fair; it renoved the unfair burden
off small mners and addressed the issue of inflation.

4:52:42 PM

Co- Chair Thonpson MAI NTAI NED his OBJECTI ON to Anmendnent 5.

Aroll call vote was taken on the noti on.

IN FAVOR. Gara, CQuttenberg, Kawasaki
OPPOSED: Munoz, Pruitt, Saddler, WIson, Edgnon, Gattis,
Thonpson, Neuman

The MOTI ON to adopt Anendnent 5 FAILED (3/8).

Representative Gara MOWED to ADOPT Anendnent 6, 29-
GH2457\ A. 2 (Martin/ Nauman, 5/27/16) (copy on file):

Page 3, line 31, follow ng "$100, 000":
| nsert "and not over $250, 000"

Page 4, line 1, follow ng "$100, 000":
I nsert new material to read:
« over $250,000: $6,000 plus 11 percent of the
excess over $250, 000

Co- Chair Thonpson OBJECTED for di scussion.

Representative Gara explained the anmendnent that applied to
conpani es earning over $250,000 per year. He stated it was
the kind of noney nost Al askans woul d never see in any year
of their lives. The anendnent would increase the profits tax
rate from9 percent to 11 percent for conpanies earning over
$250,000. He detailed that the $7 mllion in projected
revenue in DOR s fiscal note prinmarily came from the | arge
m nes maki ng above $250,000 per year. The anmendnent was
likely to raise around $7 mllion. He noted his business tax
for the restaurant he owned appeared in his incone tax; he
paid a 25 percent tax. He continued a conpany comng to
Alaska to explore for mnerals would do so wth the
exploration credit provided by the state. He did not believe
i ncreasing the nunber to 11 percent would change a conpany's
decision to invest in Alaska if they were profitable. He
reasoned the conpany would get to keep the remaining 89 to
91 percent of their profits. He understood the conpanies
woul d pay ot her taxes. He believed the amendnent was fair in
the time of a fiscal crisis and also when conpanies paid
taxes based on profits. He added he would not propose the
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amendnent on a mning tax if the tax was not profits-based
and was inposed on conpani es | 0osing noney.

4:56:42 PM

Co- Chair Thonpson had heard significant discussion during
the current neeting that the mning tax was profits-based.
He had heard statenments that it was a gross tax and other
statenents that it was a net t ax. He asked for
clarification.

M. Burnett answered that the mning tax was a tax on the
margin created by a mning operation, which contributed to
the profits of a conpany. The conpanies may have other
operations; therefore, the tax was not based on the net
i nconme of the conpany, but on the net margin remaining after
deducting the costs of mning operation. The tax was based
on the margin because it was not profit until other itens
such as corporate overhead were included.

Co- Chair Thonpson expressed confusion about the issue. He
el aborated that his business of 35 years paid tax on the net
profit, which deducted his expenses.

M. Burnett clarified that the mning tax was based on
profit from m ning operations after deducting costs of the
mning operation. He detailed it was different than the
total business profit because a conpany may have other
busi nesses; it was a subset of a conpany's business. He
explained oil and gas taxes were based on cash flow (noney
going into and out of a conpany on an annual basis).

Co- Chair Thonpson asked what the tax would be called if a
conpany had only one mne. M. Burnett answered that it
would be a net profits tax. He added the conpany woul d pay
ot her local and corporate incone taxes.

M. Al per elaborated that if the conpany that owned the m ne
was a corporate tax payer, the state's mning |license tax
was a deduction from the fornula that went into the state
corporate inconme tax. He specified the mning license tax
was consi dered an expense.

4:59:42 PM

Representative Gara asked for clarification on the
departnment's testinony. He asked for wverification the
profits were the profits of an operation, but if parts of
the conpany related to other business aspects (e.g. a second
mne in U ah) those pieces of the business were not included
in the tax. He surmised the tax ainmed to contain the
profitability at the specific mne site in Al aska.
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M. Burnett answered in the affirmati ve.

Vi ce-Chair Saddler asked if the anmendnment sponsor had any
anal ysis show ng the higher tax bracket would not harm the
mnes in that bracket.

Representative Gara replied that logic was the answer. The
anmendnent only applied to conpani es naking profits exceedi ng
$250, 000 per year. He did not believe a conpany woul d | eave
Al aska when meking over $250,000 because of a 2 percent
change in a profits tax. He believed a conmpany woul d not go
to the expense of investing in Al aska unless it found the
ore val uabl e.

Vi ce-Chair Saddl er wondered if there was an analysis on the
percentage of the net proceeds would anobunt to. He asked if
the logic was based on the idea that it was appropriate to
begin taxing a conpany when it earned profits slightly over
t he breakeven point. He asked whether $250,000 was a |arge
or small profit for a m ning conpany.

Representative Gara answered that he was trying to avoid
i mpacting small mning operations on the margins that may go
out of business if taxes were increased. He believed profits
of $250,000 or nore represented a significant anmount of
noney. He thought if a conpany was meki ng over $250, 000 per
year it had the nmeans to contribute to the state's budget
deficit with a slight increase in the tax. OQherw se, the
revenue would have to cone from people with |ess noney,
whi ch he was not in favor of.

Vice-Chair Saddler remarked that the scale of costs and
investments required for a large mne in Al aska was
significantly Jlarger than costs for a restaurant in
Anchor age.

5:04: 03 PM
AT EASE

5:04:28 PM
RECONVENED

Representative Gara countered that restaurants required a
significant anmount of noney to run.

Co- Chair Thonmpson MAI NTAI NED his OBJECTION to Amendnent 6.

Aroll call vote was taken on the notion.

I N FAVOR: Kawasaki, Guttenberg, Gara
OPPCSED: Munoz, Pruitt, Saddler, WIson, Edgnon, Gattis,
Neurman, Thonpson
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The MOTI ON to adopt Anendnent 6 FAILED (3/8).

5:05:25 PM

Co-Chair

Thonpson MOVED to ADOPT Anmendnent 7 29- GH2457\ A 4

(Martin/ Nauman, 5/28/16) (copy on file):

Page 1, line 1, following "credit":
I nsert "and royalty paynents”

Page 3, following line 18:

Insert a new bill section to read:

"*Sec. 5. AS 38.05.150(d) is anended to read:

(d) For the privilege of mning or extracting the coal
in the land covered by the | ease, the | essee

(1) shall pay to the state the royalties specified
in the lease; the royalties shall be fixed before
offering the |lease, and shall be effective for a
period of not nore than 20 years; the royalties
shall be not less than five cents a ton of 2,000
pounds; |[THE ROYALTY PAYMENT |S SUBJECT TO THE
EXPLORATI ON I NCENTIVE CREDIT AUTHORIZED BY AS
27.30;]

(2) shall also pay an annual rental, payable at
the date of the |lease and annually thereafter, on
the land or coal deposits covered by the | ease, at
a rate fixed by the conmm ssioner before offering
the |ease; the annual rental shall be effective
for a period of not nore than 20 years; the annual
rental shall be not |less than 25 cents an acre for
the first year of the l|lease, not |ess than 50
cents an acre for the second year, third year,
fourth year and fifth year, and not |ess than $1
an acre for each vyear thereafter during the
continuance of the |ease; the rental for each year
shall be credited against the royalties as they
accrue for that year; each |ease shall provide
that the annual rental paynment is subject to
adjustnment at intervals of not [NOQ nore than 20
years and adjustnments shall be based on the
current rates for properties simlarly situated."”

Renunber the followi ng bill sections accordingly.

Page 4, following line 5:

Insert a new bill section to read:

"*Sec. 9. AS 27.30.080 and AS 38.05.212(b)(2) are
repeal ed. "

Renunber the followi ng bill sections accordingly.

Page 4, line 10:
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Del ete "and"

Page 4, line 11, following "Act,":

Insert "AS 38.05.150(d), as anmended by sec. 5 of this
Act , and the repeal of AS 27.30.080 and AS
28.05.212(b)(2) by sec. 9 of this Act,"

Page 4, line 13:
Del ete "sec. 5"
| nsert "sec. 6"

Page 4, line 14:
Del ete "sec. 5"
| nsert "sec. 6"

Page 4, line 15:
Del ete "sec. 6"
| nsert "sec. 7"

Page 4, line 17:
Del ete "sec. 6"
| nsert "sec. 7"

Page 4, line 30:
Del ete "Section 10"
| nsert "Section 12"

Page 4, line 31:
Delete "sec. 11"
| nsert "sec. 13"

Representati ve Gara OBJECTED.

Co- Chair Thonpson explained that the anendnment included
necessary conformng changes identified by the Departnent
of Labor and Wbrkforce Developnent. He detailed that AS
27.30.080 should have been repealed because the statute
provided that the anount due to the Permanent Fund was to
be calculated prior to the application of the credit. The
changes in the commttee substitute (CS) provided that the
credit was no |onger applicable against royalty paynents.
He continued the statute was now inapplicable that the
credit could only be applied to tax since only royalty
paynents went to the Permanent Fund. He continued that the
royalty paynent subject to the exploration incentive credit
aut horized under AS 27.30 needed to be deleted from AS
38.05.150(d)(1). Lastly, AS 38.05.212(b)(2) needed to be
repeal ed. He asked nenbers if they wanted to hear from the
adm ni stration.
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Representati ve Gara request ed to hear from the
adm ni stration.

M. Al per affirnmed that Co-Chair Thonpson's explanati on was
accurate. He discussed that the exploration credits could
be used to offset the tax, but wunder current |aw the
credits could also be wused to offset royalties. He
specified nost mnes did not pay royalties to the state -
mnes only paid royalties to the state if they were
operating on state land (just |like with oil and gas). Under
the specific circunstance a mne could use any of the
exploration credits to offset their royalties as well.
During the regular legislative session there had been an
amendnent in the House Resources Committee that made the
change. He explained the change had been in a standal one
bill - the idea the tax credit could no |onger be used
agai nst royal ties. He explained DOR s attorneys had
realized there were a couple of |oose ends, which were
addressed in the anendnent. The anendnent cleaned up
statutory references to the credits and how they interacted
with royalties, which naintained the underlying idea that
it should not be possible to use the credits against
royalty.

Representative WIlson pointed to AS 27.30.080, which
addressed that anmounts due to the Permanent Fund under AS
37.13.010 were to be calculated before the application of a
credit extended. She wondered what the anendnent had to do
with the Permanent Fund.

M. Al per answered that the Permanent Fund received 25
percent of the royalties for all mnerals. He provided a
scenari o where the state received a royalty froma mne. He
explained that if the mne used a credit it needed to be
subtracted prior to the calculation of the share that would
go to the Permanent Fund. He clarified the section was no
| onger necessary because the credit was being elim nated.

Representative WIson asked how the anmendnent woul d i npact
t he Permanent Fund.

M. A per replied with an exanple. He hypothesized if the
state was receiving $1,000 in royalties from a small mne
on state land, $250 would go to the Permanent Fund. If the
conpany used an exploration credit that was used to offset
its taxes and half its royalty (bringing the royalty down
to $500), under current statute the conpany could pay one-

House Fi nance Conmmittee 32 06/01/16 3:08 P. M



guarter of the $500, which would nean only $125 would go to
the Permanent Fund [Note: M. Al per subsequently clarified
hi s explanation was incorrect]. The anmendnent would nean a
conpany would no longer have the ability to subtract a
credit fromthe royalty and would therefore have to pay the
percentage of the full $1,000; therefore, the Permanent
Fund woul d receive the full $250. He added if anything, the
change would slightly increase the nobney going into the
Per manent Fund principal, but in many circunstances there
woul d be no i npact.

Co- Chair Neuman asked for verification the Pernmanent Fund
woul d receive paynents before credits were taken off of any
t axes due.

M. Al per asked Representative WIson to reread the
statutory reference she had provided.

Representative WIlson read from st at ut e:
AS 27.30.080. Relationship to O her Funds.

Amounts due the permanent fund under AS 37.13.010
shall be cal culated before the application of a credit
ext ended under this chapter.

M. Alper replied to the question by Co-Chair Neunman. He
expl ai ned the Permanent Fund received its noney first. He
detailed that under current law, the Permanent Fund
received the 25 percent of the total regardless. He noted
his prior exanple was incorrect. The anmendnent nmade a
conformng change because there was no | onger a
circunstance in which there would be a credit to subtract
fromthe royalty.

5:11: 52 PM

Co- Chair Neuman recapped that the Permanent Fund received
its share of the royalty first under current statute. He
asked for verification that any credits were applied after
t he Permanent Fund received its share.

M. Al per answered in the affirmative.

Representative Gara W THDREW his OBJECTI ON. There being NO
further OBJECTI ON, Anendnent 7 was ADOPTED
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Representative Pruitt MOWED to RESCIND the comrttee's
action on Amendnent 3. He requested a revote. He relayed he
had been absent for the discussion on the anendnent and had
been confused about which anendnment the committee was
addr essi ng when he voted earlier.

Co-Chair Neuman asked nenbers to be present during the
neeting. He stated that if a person mssed the vote they
m ssed the vote.

Co- Chair Thonpson addressed Anmendnent 3 that would renove
t he governor's proposal to reduce the existing 3.5-year tax
holiday to 2 years.

Aroll call vote was taken on the noti on.

I N FAVOR: Munoz, Pruitt, Saddler, WIlson, Gattis, Thonpson
OPPCSED: Edgnon, Gara, Guttenberg, Kawasaki, Neurman

The MOTION to adopt Anmendnent 3 PASSED (6/5). There being
NO further OBJECTI ON, Anendnent 3 was ADOPTED

Representative WIson understood that Amendnment 1 had not
been heard because it had been deenmed out of place. She
understood there was currently a lawsuit related to
severance tax, but she hoped that the issue could be
considered at another time. She believed it was a major
i ssue that could inpact mnes throughout the state.

Co- Chair Thonpson hoped the issue would be settled in the
comng year so the commttee could address it during the
next session.

Representative Gara remarked that one commttee nenber had
been m ssing and upon his return the vote had changed by
two votes. He was [sonewhat facetiously] tenpted to ask for
a revote on his anmendnments

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

#hb4006
HOUSE BI LL NO. 4006

"An Act relating to the fisheries business tax and
fishery resource |landing tax; renoving the m ninum and
maxi mum restrictions on the annual base fee for the
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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.”

5:16: 30 PM

Representative WIlson MONWED to ADOPT Anmendnent 1, 29-
GH2460\ A. 3 (d over/ Nauman, 5/28/16) (copy on file):

Page |, lines 1 - 2:
Delete "renoving the mninmum and nmaxi num restrictions
on"

Insert "relating to the cal cul ation of’

Page 1, line 7, through page 2, line 3:

Delete all material and insert:

"*Section 1. AS 16.43.160(c) is anmended to read:

(c) The annual base fee for issuance or renewal of an
entry permt or an interimuse permt shall be
establ i shed wunder this subsection [MAY NOTI BE LESS
THAN $30 OR MORE THAN $3, 000. THE ANNUAL BASE FEE MJUST
REASONABLY REFLECT THE DI FFERENT RA TES OF ECONOM C
RETURN FOR DI FFERENT FISHERIES]. In addition to the
annual base fee established by the conm ssion under
this subsection, a nonresident shall pay an annual
nonresi dent surcharge for the issuance or renewal of
one or nore entry permts or interimuse permts. The
commi ssion shall annually determ ne the annual fee for
the issuance or renewal of an entry permt or interim
use permt as follows:

(1) the annual base fee for the issuance or renewal of
an entry permt or interimuse permt in a limted
entry fishery is 0.4 percent of the estimated val ue of
the entry permt, subject to adjustnent under (3) of
this subsection; if insufficient data is available to
determ ne the estimted value of an entry permt or if
no permt sale values have been recorded for the nopst
recent three years, the calculation of an annual fee
inalimted entry fishery may be calculated as if the
l[imted entry fishery were an unlinmted entry fishery
under (2) of this subsection, subject to adjustnents
under (3) of this subsection;
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(2) the annual base fee for the issuance or renewal of
an interimuse permt in an unlimted entry fishery is
0.4 percent of the estimted average gross earnings
for each permt in the npbst recent three years for
whi ch data are avail abl e;

(3) the conm ssion may nmake an adjustnment to an annua

base fee if
(A)ynore than one permt type allows the directed
harvest of the sanme species with the sanme gear in
the same area or if one permt allows the
directed harvest of the sane species by a
conbi nation of gear in the sane area; or
(B) the ampunts determ ned under (1) and (2) of
this subsection would result in an annual base
fee that is not proportional to the rate of
econom c return for the fisheries covered by that
permt [THE COW SSI ON SHALL ESTABLI SH THE ANNUAL
NONRESI DENT SURCHARGE BY REGULATI ON AT AN AMOUNT
THAT IS AS CLCSE AS IS PRACTI CABLE TO THE MAXI MUM
ALLOAED BYLAW . "

Co- Chair Thonpson OBJECTED for discussion.

Representative Wl son read froma prepared statenent:
The fisheries business tax is paid by Al aska's snall
boat fleet -those who wrk and Ilive 1in Alaska
comunities. The fisheries landing tax is paid by the

Seattl e-based traw fl eet.

Representative WIson believed she was referring to the
incorrect talking points and requested an "at ease.”

5:17:11 PM
AT EASE

5:17:29 PM
RECONVENED

Representative WIson explained Amendnent 1. She noted
t here had been a $3,000 cap, which had been renoved [in the
CS]. However, there was an existing regulation that would
mai ntai n fairness. She asked to hear from the
adm ni stration about the difference between the regulation
and the cap. She believed the snmaller boats were paying the
full anpbunt because they were underneath the $3,000 cap
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when the calculation was done. She furthered the |I|arger
boats were capped at $3,000 and woul d be paying nore. She
remarked it nmeant the possibility of "mllions of dollars
currently not going." She wanted to ensure it was the right
nove to nmake versus an overhaul of the regulations and the
particul ar section of the fishing tax.

Representati ve Edgnon asked if the departnent woul d address
the commtt ee.

BENJAM N BROW, COW SSI ONER, ALASKA COMVERCI AL FI SHERI ES
ENTRY COW SSION (CFEC), DEPARTMENT OF FISH AND GAME,
answered the item wunder discussion was not strictly
speaking a tax; it was a permt renewal fee collected by
CFEC. The fee ampunt was not set in statute. The statute
required the fee to proportionately reflect the economc
value of the fishery. A regulation adopted by CFEC set the
formula at four-tenths of one percent of either the average
value of a permt or in the case of all interimuse permts
not in limted entry fisheries, four-tenths of one percent
of the average gross earnings in the fishery for the three
years before the fee category was set. The fee cap had been
put into statute (with SB 93 sponsored by former | egislator
Senator Ben Stevens) in 2005 when the cap was raised from
$300. At the tine, there had been testinony by Cheryl
Sutton that the $300 cap was artificial because the statute
stated the base fee needed to reasonably reflect the
different rates of economc return for different fisheries.
He elaborated the cap resulted in fisheries with a very
high economic return being charged fees that were
di sproportionately low. He believed it was fair to say the
statenent would apply to the current circunstance related
to the $3,000 cap. He explained it resulted in sone
fi shermen not paying $7,000 they woul d ot herw se pay.

M. Brown elucidated the other side of the argunent. He
explained that nerely looking at the gross earnings for
three years before did not paint a full picture of how the
fishermen were doing in whether or not they can easily
absorb a $7,000 increase in fees. The current bill dealt
with a permt increase and two different kinds of taxes.
The itens were all pieces of a puzzle that inform whether
or not renoving the cap would be the fair and equitable
thing to do. The comm ssion would do whatever the w sdom of
the |egislature designated. He furthered if the $3,000 cap
was renoved the CFEC would charge fishernen nore in
accordance with the four-tenths of one percent fornula.
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Alternatively, if the cap was not renoved, CFEC could | ook
at some of the nore nuanced el ements of whether or not the
fees were fair and if there was a superior way to cal cul ate
them so it did not unfairly benefit or hinder one category
of fishernen.

BRUCE TWOMLEY, CHAI RVAN, ALASKA COWMERCI AL FI SHERI ES ENTRY
COW SSI ON, DEPARTMENT OF FISH AND GAME, added that there
was a formula for interimuse permts (IUP) in fisheries
not limted by the state. He el aborated they were the only
permts that would be inpacted by the renoval of the cap.
The function of Section 1 was to ensure all captains were
subj ect to the sanme fornul a.

5:22:16 PM

Representative Gara deduced if four-tenths of one percent
of the value of for a small fishing operation equaled
$3,000, the fisherman would be paying a higher percentage
than soneone with a large factory trawl er, which also paid
the $3,000 fee. He asked for verification that the factory
trawmler would be paying a much snaller percentage of the
val ue of its vessel than a smaller vessel paying $2, 800.

M. Twom ey answered in the affirmative.

Representative Gara surmsed in that instance a person with
a small vessel paid a higher percentage of the value of
their operation. M. Twom ey replied in the affirmative.

Representative Gara asked for verification that the bill as
witten was trying to make the situation equitable so
everyone paid the same percentage.

M. Twomey replied the bill would subject all captains in
fisheries not limted by the state to the sanme fornul a.

Representative Miunoz asked for verification that within a
certain class of boat and fisheries (e.g. vessels between
60 and 90 feet), one vessel could catch significantly nore
t han anot her vessel but pay the sane fee.

M. Twonml ey answered that the formula was only reflective
of average earnings by permt in the fishery; it did not
at t enpt to measure capacity. Representative Mnoz's
scenario was a possibility, which would require an
analysis. He detailed it was possible sonme vessels wth
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lighter capacity paid nore in fees than sonme vessels wth
| ess capacity.

Representative Minoz provided an exanple of a 55-foot
vessel with a greater capacity than a larger boat in the 60
to 90-foot category. She asked if the change would make it
possible for the smaller boat to pay |ess than anot her boat
with a smaller catch.

M. Twom ey answered that it was possible or the fees nmay
cone out the sane depending on the application of the
formul a.

Representative Minoz stated that the fee was associated
with the captain. She reasoned sone boats had nore than one
ski pper. She wondered if the fee would be assessed nultiple
times for the sane operation [if a boat had nore than one
capt ai n].

M. Twomey answered that the fee applied to captains;
t herefore, each captain would pay for the needed | UP

5:26:16 PM

Representative Edgnon was concerned that the proposed
change would put into statute what CFEC did by regulation

He worried that it would hinder the commission's ability to
make changes to the regulatory process in the future.

M. Twoml ey replied that it was a fair assessnent.

Vice-Chair Saddler summarized his wunderstanding of the
amendnent. He believed the anendnent would elimnate the
$3,000 cap on the entry permt fee.

Representative WIlson interjected that the cap had already
been renoved. The concern was the regulation could be
easily changed w thout going before the |egislature because
the cap had been renoved. She agreed the anendnent woul d
tie the conm ssion's hands, which was the purpose.

Co-Chair Thonpson confirmed that the CS reflected the
elimnation of the $3,000 cap. The amendnent would put the
formula in statute.

Representative Edgnon stated that it captured his concern
He believed the commttee was doing things on an ad hoc
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basis related to the bills. He had spoken with M. Twoml ey
and he wanted to ensure the commttee was taking action
with the proper anount of analysis and foresight. He was
uncertain he could "get there" on the amendnent.

Vice-Chair Saddler believed the primary purpose of the
anendnent was to set the fornula for the fee in statute. He
pointed to page 2, line 6, paragraph 3, which gave CFEC the
ability to adjust the fee under certain circunstances. He
asked for an explanation of the conditions.

M. Twonml ey provided an exanple related to Southeast crab
fisheries CFEC had limted (i.e. red king, brown king, and
tanner), nore often than not in the recent past, the red
king crab fishery had not opened. Under the circunstances,
when a fishery did not open, the permt holder was entitled
to a refund if they had paid the fee. The authority
provi ded under the aforenentioned section would allow the
conmm ssion to value the permt at zero during a year in
which the fishery would not open. The ability would avoid
the refund procedure and neant CFEC could yield a fairer
evaluation of the value of a permt conmbining king and
tanner crab fisheries.

M. Brown elaborated that in his 6 years of work with CFEC

the research staff annually prepared and provided the gross
earnings and average permt values, provided comm ssioners
with detail on the fee class would be according to the
formula, and pointed out potential anomalies such as the
Sout heast king crab fishery. Alnpost all of the fees were
deci ded according to the formula - CFEC only deviated from
the fornmula when there was clear evidence it was necessary.

Based on his experience, any deviation fromthe fornula was
always in the interest of ensuring fishermen were not
unduly burdened by a fee they would not be able to pay.

Vice-Chair Saddler asked if the anendnent would make it
nore difficult, inpossible, or have little inpact on the
comm ssion's ability to operate.

M. Twom ey answered that the anendnent accurately captured
the forrmula portion of CFEC s regulations. As long as the
remai nder of the regulations remained in place CFEC could
function.

M. Brown referred to consultation wth Representative
W1l son when she had prepared the amendnent. He shared she
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had been concerned about wunduly tying the commission's
hands. He explained the comm ssion was already generating
mllions of dollars in excess of its operating costs.
Additionally, CFEC had taken a "sizeable hit" in the
current year and was also downsizing. He believed the
concern would cone into play if a commssion were in a
position to change a regulation and had an incentive to
dramatically increase the revenues. He did not believed
CFEC s structure gave incentive to do that, but he did not
know what the future would hold.

5:32:12 PM

Co- Chair Neuman disputed a statenment that regul ations could
be easily renoved. He stated regulations were hard to
change and required 30 days of public comment. He furthered
that statutes were very difficult to change because it
required going through the legislature. He surmsed the
| egi slature did not know how fees changed and did not know
what was coming in the future. He opposed the anmendnent
because of that issue. He reasoned every tinme sonething was
put in statute it made it nuch nore difficult to make
adjustnments. He referred to M. Brown's testinony that CFEC
did not expect to have to change regulations for quite sone
time and the conmm ssion would try to ensure any change did
not unduly burden anyone within the fishing industry. He
asked what process the conmmission took to change
regul ati ons.

M. Twomley answered that CFEC went through a fairly
rigorous process dictated by the Admnistrative Procedure
Act. The process required notification, public hearings
(sonme near the Board of Fish) and other. The conmm ssion
took the public comment period very seriously and revi ewed
it prior to taking action.

Representative Gara thought the naker of the amendnent was
trying to reestablish the $3,000 cap; however, he believed
t he anendnent renoved the cap.

Co- Chair Thonpson clarified that the cap had been renoved
in the CS. The anendnent addressed "how to do the brackets"”
in statute.

Representative Gara thought the anendnent sinply renoved

the cap, but it actually related to the brackets. He asked
t he conm ssi on how t he anendnment woul d change the bill.
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M. Brown answered that in addition to renoving the $3,000
cap [the CS renoved the cap], if the anmendnent were adopted
it would put the four-tenths of one percent fornula into
statute (it was currently only in +the departnent's
regul ations); t heref ore, it would require a future
| egi sl ative action to change the fornmula. The fornmula could
currently be changed by CFEC at its own discretion in
conpliance with the Adm nistrative Procedures Act.

Representative Gara asked for verification the anendnent in
no way inplenented the cap. He asked for confirmation the
cap had been renoved in the bill.

M. Brown answered in the affirmati ve.

Representative Gara asked for a recap of what the amendnent
woul d do.

Representative WIson explained that when the cap had been
renoved there had been concern from fishermen who were fine
with the fornmula. The commission currently had regul ations
in place. Although regulations were not easy to change,
they were easier to change than statute. The fishernen she
had heard from felt nore confortable wuplifting the
regulations in place of the cap so the small and |arge
fishermen would be treated equitably because the fornula
would be equal. Currently with the cap renoved, it would
still be equal, but would take a different process to
change the fornul a.

5:37: 05 PM

Representative Gara asked if the anendnent had any fisca
i npact .

M. Brown answered in the negative. The conm ssion would be
able to inplement its fee structure with no additional
staff or fiscal inpact.

Representative Gara wondered if the anendnent would have
any inpact on revenue to the state.

M. Brown answered that the renoval of the fee cap could
yield approximately $2.1 mllion. Putting the formula in
statute would in theory nmean revenue would renain the sane
going forward if average gross earnings and permt values
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remai ned the same. |If those itens changed dramatically and
it becane necessary to change the four-tenths of one
percent forrmula it would have to be done I|egislatively and
not by regulation. The anmendnent would not have a big
fiscal inpact. The renoval of the cap was the item that
would result in a $2.1 million positive fiscal inpact.

Representative Gara understood that the formula was based
on the average earnings of a vessel. He asked for detail

M. Twom ey answered that it was the average earnings of
the permit in the fishery, which was neasured over the nost
recent 3-year period. The fornula applied to I1UPs in
fisheries not limted by the state. The earnings were
averaged, which provided a figure to plug into fee cl asses.

Representative Gattis asked if the fishernen Representative
Wl son had heard from were fromthe Bristol Bay region. She
asked if it was a region-specific fishery issue or
enconpassed all fisheries.

Representative WIlson replied the concern related to al
fi shermen. The anmendnment was in response to a concern that
once the cap was renoved, the amunts nmay be changed
arbitrarily. She believed sone of the fishernen she had
spoken with probably did not know what it took to change a
regul ati on.

Representative Mnoz asked for clarification on fees
associated with permt classes. She asked for verification
that the fee pertained to an entire popul ation of fishermn
in a particular class. Alternatively, she wondered if the
fee was directed to a specific boat operation.

M. Twom ey answered that the fee was derived from all of
the permts fishing in a given fishery. In sone fisheries
the 1TUPs were sold based on vessel length (there was a
cutoff point). Fees could be different but it was still
traceabl e in the average.

Representative Muinoz stated that her concern about renoving
the cap was within the class of fishery a vessel was paying
the same fee, but may have a different total catch, which
varied a great deal in the fee class.

M. Twonmley answered that the fee was traceable to the
average of all participants.
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M. Brown elaborated that the way to solve Representative
Munoz's concern was to redefine the interi muse open access
fisheries where sone of the vessel |ength designations that
were part of the gear definition may not reflect current
practices in the fishery. He stated it was a separate issue
from whether or not the fee cap should remain in place. He
understood from the perspective of a fisherman who believed
soneone else's fee was going to increase but theirs would
not or vice versa. He reasoned sone fishermen would be
happy while others would not be. He agreed the policy
guestion was inportant, but it was separate from the fee
cap.

5:42: 00 PM

Representative Pruitt relayed he had spoken with several of
his coll eagues from coastal communities who had different
t houghts about the issue. He was concerned the anendnent
would potentially limt the ability of young people to
captain boats if every captain would have to pay the fee
He asked if the anendnent would prevent CFEC from being
able to address the concern if the bill renoved the cap. He
asked what the departnment had the ability to do under the
current regulation that had not been done and potentially
needed to be done and how the amendnent could potentially
CFEC s hands to be able to address the concerns.

M. Twoml ey pointed out that the vessels and |UPs inpacted
by renoving the fee cap were anong sone of the |argest and
nost productive vessels fishing in Alaska. He did not
foresee the issue comng up in those fisheries. He detailed
all of the other fisheries would remain in place as they
currently existed. The anmendnent only inpacted IUPs in
place in fisheries within the $3,000 fee cap (i.e. larger
boat s, high seas fisheries, factory traw ers, and
etcetera).

Representative Pruitt shared that one of his colleagues
from a coastal region had highlighted the potential for a
ship under the 60-foot limt to have a larger catch than a
| arger vessel, but to not pay the sane anount the |arger
vessel had to pay. Wether the cap was renoved or not, he
believed the issue needed to be addressed. He asked if the
amendnment would bind CFEC s hands from fixing sonething he
bel i eved needed to be addressed.
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M. Twomey replied it had been said that fishernmen were
slow to change, but quick to adapt. He Dbelieved
Representative Pruitt's exanple related to adaptations
where fishernmen increased their capacity. He detailed the
phenomenon had existed in Bristol Bay for the life of the
fishery where a 32-foot limt existed, but fishernmen found
ways to expand their capacity. It was an issue CFEC would
be happy to look at in any given fishery and could nake an
effort to correct an inequity if there was a sol ution.

Representative Pruitt believed it addressed the concern his
col | eague had brought to him about whether or not the cap
was renoved or naintained. He addressed the anendnent,
which would place the current regulation in statute. He
asked if the anendnent limted the departnment's ability to
address the various aspects of how CFEC assessed the fees

He wondered if the anmendnent would bind CFEC s hands to
address the fee structure.

M. Twonmley replied the fee structure was based on the
average permt earnings in the fishery. Wthin particular
fisheries sonetinmes there were divisions between the vessel
| engths. Analyzing the problem presented by Representative
Pruitt would require an analysis of the fishery, which was
possi bl e irrespective of the passage of the anmendnent.

5:47:23 PM

Representative Edgnon was opposed to the anendnent. He
bel i eved the discussion underscored the conplexity of the
issue. He liked the direction the sponsor of the anmendnent
was goi ng, but believed there should be an analysis before
maki ng the change. He did not want to tie the comm ssion's
hands if circunmstances changed down the road.

M. Brown noted that his term ran through 2019, M.
Twor ey's term ran through 2018, and the third conm ssioner
position was currently vacant. He relayed Governor Bill
Wal ker had recently solicited applications for the vacancy.
He stated "in an uncertain world, that's as nuch certainty
as we can tell you about what the comm ssion mght do if
there's not a statute nmandating that there be a four-tenths
of one percent fornmula." He believed he and M. Twonley
were of the mnd to address the concerns raised about the
potential for inequities based on fisheries that use vessel
length in their classifications. He stated the issue was
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separate from the fee cap and whether or not the four-
tenths of one percent formula was in regulation or statute.

Co- Chair Thonpson remarked that they appeared to be | ooking
for a problem with a solution, but the answer had not yet
been det erm ned.

Representative WIson provided a wap up on the anmendnent.
She explained the anmendnent ained to address the concern
that when the cap was renoved it may beconme easier for the
departnment to increase fees. The anendnment maintained
CFEC s current regulation and would put it into statute
She summarized the amendnment would put into statute CFEC s
current regulations for the calculation of the annual base

fee, a renewal and issuance of an entry permt or limted
use permt. Wth the renoval of the statutory cap of a
maxi mum fee in the current bill, there was a concern that

fees could be raised arbitrarily in the future because the
calculation for the fee was in regulation. She acknow edged
there was a process to change the fee, which would have to
be followed. She detailed the anendnment protected smaller
Al askan fishing operations as well as |arger operations and
retained the current fiscal inmpact of renoving the cap,
while ensuring the calculation for +the fees rennined
consistent with the current regulation and cal cul ati on CFEC
approved of. She relayed she had spoken with CFEC about the
anendnent. She observed there appeared to be nmany other
concerns that were unrelated to the regul ation.

Co- Chair Thonmpson MAI NTAI NED hi s OBJECTI ON

A roll call vote was taken on the notion.

IN FAVOR: W/ son

OPPCSED: Pruitt, Saddler, Edgnon, Gara, Gattis, Quttenberg,
Kawasaki, Munoz, Neuman, Thonpson

The MOTION to adopt Anendnment 1 FAILED (1/10).

5:51:24 PM

Representative Mnoz MWNED to ADOPT Anendnent 2, 29-
GH2460\ A. 5 (Martin/ Nauman, 5/28/16) (copy on file):

Page 1, lines 1 - 2:

Delete "renoving the mninmum and nmaxi num restrictions
on the annual base fee for the reissuance"
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Insert "relating to the nonresident surcharge for the
i ssuance"

Page 1, lines 9 - 10:

Del ete "[ MAY NOT BE LESS THAN $30 OR MORE THAN $3, 000.
THE ANNUAL BASE FEE]" Insert "may not be | ess than $30
or nore than $3,000. The annual base fee"

Co- Chair Thonpson OBJECTED for di scussion.

Representative Munoz explained that M. Brown had discussed
the inequities where vessel length was part of the criteria
in establishing permt fees. She detailed the fees foll owed
the captain or boat skipper. She furthered that nmany
vessels had multiple skippers; therefore, the renoval of
the fee would significantly inpact the operations. She
di scussed that in a certain vessel length class where the
length was one of the criteria in establishing the fee
(e.g. 60 to 90 feet), there could be a great variation in
the actual catches on the various vessels. The current
formula used an average of the fishery permts within a
specific class; therefore, there was an inherent inequity
in the way the permts were currently calculated. She
believed it was necessary to nmaintain the cap until there
was a nore thorough analysis of the issue and
recommendati ons on a conprehensi ve change.

Representative Edgnon nentioned that the House Fisheries
Commttee chair was present in the room and had been very
active on the issue [Representative Louise Stutes]. He
asked if the cap was renoved whether it would give the
commi ssion the opportunity to begin working on points of
concern raised by House nenbers. He thought it was a valid
point. Alternatively, he asked if the commssion would
prefer to have the cap in place with a separate plan to
address the other issues in the followng year. He noted
the renoval of the cap would nmean $2 mllion to the state
inatinm it was | ooking everywhere for revenue.

M. Twoml ey answered that he did not believe the renoval of
the cap would enhance or hinder CFEC s chances to do
sonething. He detailed it would require analysis and revi ew
of specific cases. He relayed CFEC was neutral on the bill.

M. Brown added that HB 4006 had an effective date of

January 1, 2017. He noted the original effective date was
July 1, 2016, which would have been a bad idea because CFEC
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fees were assessed on a cal endar year basis. He explained
that individuals who did not want to pay a higher fee would
not be happy about it when they received their notices in
the fall. The comm ssion's research staff had been cut from
four positions to tw - a hiring freeze had Dbeen
i npl enrent ed and ot her there were ot her structural
exi stential issues affecting the agency; therefore, the
present was not the easiest tinme for the conmssion to
commt to doing a full-blowm analysis of the issues raised
by Novenber. The renoval of the cap was a policy call for
the legislature. The commssion would do its best to
address the inequities if the <cap was renoved or
mai nt ai ned. He relayed CFEC would do whatever the
| egislature directed it to do.

5:56: 09 PM

Representative Edgnon asked for verification that CFEC
believed it would not have the ability to achieve the goa

of the amendnent at least in the first year the additiona

fees may be issued if the cap was renoved. Alternatively,

M. Brown was telling the commttee CFEC would do the best
it could and did not know what the outcome woul d be.

M. Brown answered that if the cap was renoved it would not
be difficult for the comission's research staff to
calculate the fees - the exercise would be fornulaic.
Alternatively, it would be difficult to do an analysis
gui ckly on whether or not sone skippers paying dramatically
increased fees were being unfairly burdened because of the
renmoval of the cap. He reiterated inplenenting the cap
removal would not be difficult. He detailed that the nore
chal  engi ng research project would be analyzing the effect
of the cap renoval on a 6 skipper operation where varying
guotas inpacted the ability to pay the increased fee.

Representative Edgnon surnmised that CFCE would require a
statutory change in order to do the analysis properly. M.
Brown answered in the negative. He explained that the
commi ssion would need certainty about its future and an
ability to hire one or two nore researchers to | ook at each
permt issued in the entry permt fisheries where the fees
woul d be increasing by $75 to $7,000 in order to determ ne
how the renoval of the cap was inpacting the fishernmen and
why it was or was not equitable.
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Representative Edgnon asked for verification that the
commi ssion could achieve the anendnent's action wthout a
statutory change.

M. Brown believed the comm ssion had submtted a fiscal
note for another bill (HB 241) showing there would be zero
cost to the conmission if the cap were to be renoved. He
stated a sinple cap renoval was absorbable by the
comm ssion's exi sting staff r esour ces. Wher eas, an
exhaustive analysis on the effect of the cap renoval on
fi shermen was nore of an unknown quantity of worKk.

Co- Chair Neuman surm sed the answer was no

Representative Edgnon understood that it was a conplicated
issue, but he was not getting a clear "yes" or "no" he
needed in order to nake a decision. He summarized the
amendnent was not needed in order for CFEC to do its
anal ysis, but an additional research person would be needed
to get the analysis done due to the conplexity of the work.
At the sanme time, there was a significant anount of noney
attached to the anendnment. He wanted to make sure he
under st ood what he was voting on. He surm sed the issue was
not clear cut.

5:59:53 PM

Co- Chair Neuman saw sone fairly sinple changes in the tax
structure but now it appeared the community was taking the
opportunity to try to change other pieces of statute that
did not seem to have been vetted in the House Fisheries or
Resources Committees. He could not support sonething that
the commttee did not know about and had not discussed. The
comnttee had heard CFEC needed to analyze the issue
further. Additionally, he believed CFEC could already take
action under regulation. He reasoned that when anmendnents
were not fully vetted, mstakes could be nade. He was
unconfortable with the amendnent.

Representative Munoz replied that the biggest inpact was on
i ndi vidual fishermen. She thought it was necessary to be
careful in renoving the cap due to any inadvertent i npact
it could have on Al askan fisheries operations, specifically
on individual captains. She believed in sone cases the
permt fee could go from $3,000 to $6,000 overnight for an
i ndi vi dual skipper. She furthered that many operations
required six skippers over the course of a season. She
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agreed with Co-Chair Neuman's coments, but she believed
the renoval of the cap rose greater concerns and supported
his comments nore than | eaving the cap in place.

Co- Chair Neuman stated he did not believe CFEC was ready to
take the action because analysis was needed. Additionally,
he believed the agency could already take the action if it
chose to do so.

Representative Gara noted the CFEC conm ssioners had
already testified the fornmula was based on the earnings of
the vessel. He wondered what kind of vessels would pay
above the current $3,000 cap if it was renoved.

M. Twom ey answered that the applicable vessels were |arge
high sea factory trawers and crab vessels, which had
substanti al earnings.

Representative Gara asked for further explanation on high
sea vessels that were not factory trawers. M. Twonley
answered that he was referring to substantial vessels
capabl e of functioning in high seas.

Representative Gara surm sed captains were not the same on
every boat, but they shared the value of the catch in sone
way. M. Twonl ey answered that captains were conpensated in
some way by the venture.

Representative Gara stated the cap applied to the captain.
M. Twom ey affirned.

Representative Gara provided an exanple of a factory
trawmwer with three captains in one year and five captains
the next. He asked if each captain paid the same anmount if
the boat had the sane costs each year. Alternatively, he
wondered if the cost was proportional and divided anong the
nunber of captains.

M. Twonl ey responded that each captain would pay the sane
fee; the fee applied to the 1UP, which was a captain's
ticket to operate the vessel. A nunber of vessels at sea
for | ong periods had nunerous captains.

Representative Gara asked if a captain's share of the fee
decreased when the nunber of captains on a vessel
i ncreased. M. Twonmley answered in the negative; the fee
woul d remain the sane for the I1UP for each captain
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6: 05: 15 PM

Representative Munoz asked for verification the captains on
a high sea vessel of 80 feet or nore would pay the sane as
captains on a 60-foot vessel if it they fell into the sane
vessel |ength category.

M. Twomey answered that it could be but was not
necessarily the case. He elaborated there would be an
average based on the vessel length wthin the vessel
category. He furthered the fee could conme out the sane, but
could vary; it would depend on the vessel earnings.

Representative Minoz stated there could be a category for
vessels between 60 to 90 feet and CFEC would average out
the earnings wthin the fishery in the specific vessel
category. M. Twom ey answered in the affirmative.

Representative Minoz surmsed a captain on a l|larger vesse
over 80 feet would pay the sane as a captain on a 60-foot
vessel

M. Twomley replied in the negative. He detailed IUPs were
i ssued based on vessel size; CFEC averaged per vessel size
category, which would yield a different fee from one vessel
category to another within the same fishery.

Representative Miunoz asked for exanpl es  of vessel
cat egori es.

M. Twomley answered there were vessels over 90 feet,
vessel s under 90 feet. He stated there could be a variety.
The categories were based on data and where there were
cutoff points that nmde sense when categories were
est abl i shed.

Representative Minoz asked if 60 feet was a cutoff point on
the low end. M. Twonl ey answered yes, in sone fisheries.

Representative Munoz asked for verification 90 feet was the
cutoff on the high end wthin the sane category. M.
Twonl ey answered yes, in sonme fisheries.

Representati ve Munoz believed captains on a 90-foot and 60-

foot vessels were paying the sane fee because it was
averaged over the fishery wthin the category.
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M. Twomley replied in the negative. He detailed that
within the vessel categories the fees were based on the
average earnings of the 1UPs within the categori es.

M. Brown clarified that every fishery was defined by a
geographical area that could be statewide and a species,
which could be mscellaneous finfish. He detailed al
ski ppers fishing statew de waters for m scellaneous finfish
on vessels that were 60 feet applied for the sanme kind of
lUP. He elaborated that if the next category was for
vessel s between 60 to 90 feet, those vessels would all fall
into the sane category. He explained the skippers in the
first group would not pay the sane anount as the skippers
in the second group; however, people within the second
group may be earning different anounts of noney. He
continued that skippers may not even pay their own fee,
which could be paid by whoever owned the boat; it was a
contractual arrangenent CFEC was not aware of. The agency
only had visibility into was the average boat's earnings
| anded on a specific permt category in the past three
years multiplied by 0.04; the fee was then charged and
capped at $3,000 at present. He expounded that it would be
a hardship for some people and not for others. The fee was
not arbitrary in the sense that soneone on a very |arge
boat was paying the sane fee as sonmeone on a very smal
boat; it only becanme an issue at the margins of where the
fishery was defined by vessel length that the disparities
were ari sing.

6: 09: 25 PM

Representative Gattis believed the issue should be vetted
t hrough the House Fisheries Commttee. She did not believe
the commttee could do the necessary due diligence it
shoul d. She was unconfortable the conmttee may be breaking
open an issue that was bigger than the commttee.

Representative WIson stated that the governor was
responsible for bringing up the issue. She questioned
whether to keep or discard the cap. She referred to CFEC
testinony that it was easy to do the math if the cap was
removed, but the problem involved needing tine and
personnel to do the research to understand the inpact of
removing the cap. She noted the information was not
somet hi ng t he comittee had recei ved from t he
adm ni stration. She stressed the topic was being discussed
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because it is a tax issue. She stressed the renmpval of the
cap could nean a person currently paying the cap of $3,000
could pay upwards of $15,000. She observed the difference
was substantial. She surm sed a boat may be big enough and
earn enough to pay the anmount, but that was not known. The
bill would renmove the cap and bring the state $2.1 mllion
in revenue, but she wondered how nmany boats could be put
out of business because of that decision. She did not know
the answer. She would vote to maintain the cap to give tine
for CFEC to do the research and present the analysis. She
agreed the commttee should know the answers prior to
voting on the bill, but she would be fine to set the bil
aside until the following session in order to make the
right decisions based on information that would help the
econony. She did not want to devastate the state's
fisheries. She would vote for the anendnent because the
current cap was working. Although smaller vessels were
paying the full amount, she was nervous about what they
could be "doing on the outside" and she could wait one year
to find out.

Co- Chair Thonpson MAI NTAI NED hi s OBJECTI ON

Representative Pruitt expressed frustration with the issue
and believed the legislature had been given half of a
solution. He had heard from colleague who supported
mai ntaining the cap to fix it later and another colleague
who wanted to renpbve the cap in order to force the agency
to fix the problem sooner. He  wondered i f t he
adm ni stration believed the |egislature would be addressing
the issue again the follow ng year. He believed the problem
needed to be fixed. He noted the situation was not a
failure on CFEC s part, but he wanted to know if the agency
could come back the following year with information to help
the | egislature address the issue.

M. Twonml ey answered that CFCE could use its best efforts
to try to analyze the problens put forward by the committee
to determne if there was a practicable solution. He
communi cated the agency would appreciate hearing from
fi shermen experiencing a problem The agency would hope to
conme back with the best information it could generate.

Representative Pruitt stated that he would vote to keep the
cap. He was expecting to have a conversation the follow ng
year where the entire issue was addressed. He reiterated
his frustration with the bill. He surmsed it appeared to
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be nore of a noney grab than addressing an equity scenario
within an industry. He wanted a whole picture instead of an
i nconpl ete one.

Aroll call vote was taken on the noti on.

IN FAVOR WIlson, Pruitt, Gattis, Minoz, Kawasak

OPPCSED:  Saddl er, Edgnon, Gara, CQuttenberg, Thonpson
Neuman

The MOTI ON to adopt Anendnent 2 FAILED (5/6).

6:15:49 PM
AT EASE

6: 25: 42 PM
RECONVENED

Representative WIlson MOVED to ADOPT new Anmendnent 3, 29-
GH2460\ A. 4 (d over/ Nauman, 5/28/16) (copy on file):

Page 2, line 8:
Delete "five"
| nsert "4.5"

Page 2, line 12:
Delete "four"
| nsert "3.5"

Page 2, follow ng line 14:

Insert a new bill section to read:

"*Sec. 3. AS 43.75.015(b) is anended to read:

(b) Instead of the taxes levied by (a) of this
section, a person who processes a devel oping
commercial fish species is liable for and shall pay a
tax equal to

(1) 3.5 [ONE] percent of the value of the devel oping
commercial fish species processed by a shore-based
fisheries business during the year; and

(2) six [THREE] percent of the value of the devel oping
cormercial fish species processed by a floating
fisheries business during the year."

Renunber the follow ng bill sections accordingly.

Page 2, line 19:
Del ete "one"

House Fi nance Conmmittee 54 06/01/16 3:08 P. M



Insert "3.5 [ ONE]"

Page 2, line 21:
Del ete "four"
| nsert "3.5"

Page 2, lines 28 - 29:

Del ete "The anpbunt of tax revenue equal to one percent
of the value of each fishery taxed under this chapter
shal |l be deposited into the general fund."

Page 2, line 30, through page 3, line 1

Delete "and not including the revenue equal to one
percent of the value of each fishery taxed under this
section deposited in the general fund"

Insert "and not including the revenue derived fromthe
value of each fishery taxed wunder this <chapter
deposited in the general fund as provided in (h) of
this section”

Page 3, following line 11:

Insert a new bill section to read:

"*Sec. 7. AS 43.75.130 is anended by adding a new
subsection to read:

(h) Notwi thstanding (a) of this section, the anount of

tax revenue from the following sources in the
following amounts shall be deposited in the general
f und:
(1) one-half percent of the tax revenue collected
under

AS 43.75.015(a) (1) and (2);

(2) one percent of the tax revenue collected under AS
43.75.015(a) (3);

(3) two and one-half percent of the tax revenue
col | ected under AS 43.75.015(d)(l); and

(4) one-half percent of the tax revenue collected
under

AS 43.75.015(d)(2)."

Renunber the followi ng bill sections accordingly.
Page 3, line 19:

Del ete "one"

Insert "five [ ONE]"

Page 3, line 21:

Delete "four"
| nsert "five"
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Page 3, lines 23 - 24:

Del ete "The anmount of tax revenue equal to one percent
of the value of each fishery taxed under this chapter
shal |l be deposited into the general fund."

Page 3, lines 25 - 27:

Delete "and not including the revenue equal to one
percent of the value of each fishery taxed under this
section deposited in the general fund”

Insert "and not including the revenue derived fromthe
value of each fishery taxed wunder this chapter
deposited in the general fund as provided in mof this
section”

Page 4, lines 12 - 13:

Del ete "The anmount of tax revenue equal to one percent
of the value of each fishery taxed under this chapter
shall be deposited in the general fund."

Page 4, lines 15 - 16:

Delete "equal to one percent of the value of each
fishery taxed wunder this section deposited in the
general fund"

Insert "derived from the value of each fishery taxed
under this chapter deposited in the general fund as
provided in (g) of this section”

Page 5, following line 10:

Insert a new bill section to read:

"*Sec. 11. AS 43.77.060 is amended by adding new
subsections to read:

(f) Notwithstanding (a) of this section, the anount of

tax revenue from the following sources in the
following amounts shall be deposited in the general
f und:

(1) four percent of the tax revenue collected under AS
43.77.010(1); and

(2) two percent of the tax revenue collected under AS
43.77.010(2).

(g) Notwithstanding (b) of this section, the anount of

tax revenue from the following sources in the
foll owing amobunts shall be deposited in the general
f und:

(1) four percent of the tax revenue collected under AS
43.77.010(1); and
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(2) two percent of the tax revenue collected under AS
43.77.010(2)."

Renunber the followi ng bill sections accordingly.

Page 5, line 13, followng "AS 43.75.015(a)":
I nsert™, AS 43.75.015(b),"

Page 5, lines 13 - 14:
Del ete "secs. 2 and 3"
| nsert "secs. 2 - 4"

Page 5, lines 14 - 15:
Del ete "secs. 2 and 3"
| nsert "secs. 2 - 4"

Page 5, line 16:
Del ete "sec. 6"
| nsert "sec. 8"

Page 5, line 17
Del ete "sec. 6"
| nsert "sec. 8"

Page 5, line 25:
Del ete "Section 10"
| nsert "Section 13"

Page 5, line 26:
Delete "secs. 11 and 12"
| nsert "secs. 14 and 15"

Representative Gattis OBJECTED for discussion
Representative Wl son read from prepared remarks:

The fisheries business tax is paid by Al aska's snall
boat fleet - the gillnetters, trollers, and nore, who
live and work in Alaska communities. The fisheries
landing tax is paid by the Seattle-based trawl fleet.
Qur tax rates should be equitable to those fishernen
who invest in Alaska. The small boat fleet already
pays into Alaska's econony in nore diverse ways than
t hrough taxes. They hone port in Al aska' s harbors,
live in Alaska comrunities, hire local crews, and buy
| ocal groceries. The revenue gets recirculated in
Al aska many tinmes over and the economc inpact on
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Alaska is proportionately far greater. This orients
Al aska's fisheries tax structure in a way that doesn't
penalize small boat fishernmen who generally fish clean
with very little Chinook salnon or halibut bycatch.
This is in contrast to the largely Seattl e-based traw
fleet, which has an unfortunate track record of vast
anounts of halibut and king sal non bycatch, which are
caught, Kkilled, and discarded and never able to be
caught by Al aska- based sports and comrer ci al
fi shernmen.

Co- Chai r Thonmpson clarified that the commrittee was
addr essi ng the new Amendnent 3.

Representative Wl son responded in the affirmative.

Representati ve Gar a supported t he anmendnent . He
conmuni cated he did not care who owned the traw fleet and
relayed it would be unconstitutional for the state to tax
fishermen from Washington a different tax than fishernen
from Al aska. However, he cared that the trawl fleet had
cost the state significant noney in terns of research on
king sal non bycatch and soon halibut bycatch. He detailed
those fisheries were being decimated. He reasoned if the
state had to keep researching the issue it would continue
to cost the state noney. He surmised if the issue Kkept
costing the state noney, it needed to have the nmeans to pay
for the research. He wshed he could solve the issue
related to bycatch of sonme of the state's nost prized wild
fish and was very troubled by the situation. He reasoned
there was nothing to do about the issue in the current
bill, but the legislature could factor in the know edge
that continued research was needed to determne how to
limt the bycatch. He referred to page 3, lines 4 through 6
of the anmendnent and referenced the high seas boats that
fished beyond Alaska's territorial limt and returned to
Al aska to process or transport their fish. He stressed the
boats were costing the state a huge amount of grief and
noney. He suggested increasing the nunber from 4 to 5.5
percent. He stressed the boats were fishing the world's
greatest fishery. He reasoned the boats were not going to
| eave because Alaska was one of the last great wld
fisheries in the world. He enphasized the factory trawers
were contributing greatly to the bycatch problem and
damaging the fisheries. He believed the trawlers should
help contribute to the cost of the danmage they were
causi ng.
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6: 30: 42 PM

Representative Edgnon stated that the nunbers in new
Amrendnent 3 were all over the place. He requested to hear
from DOR He referred to Representative Gara's coments
related to bycatch. He nentioned federal fisheries bycatch,

the North Pacific Fisheries Managenent Council, and federa
funds. He was hearing remarks on taxation issues and
managenent issues, which did not seem to be Ilinked
t oget her.

M. Al per summari zed Representative Edgnon's question about
the nunbers listed in the anendnent. He relayed the
adm nistration's intent wth the original bill was to

increase tax rates on the fisheries business and | anding
taxes by 1 percent. Additionally, the 1 percent was not
subject to the existing 50/50 revenue sharing forrmula with
muni ci palities. The 1 percent was intended to go directly
to the state and the remaining anount (the original tax
prior to the proposed tax increase) would be split 50/50
hol ding municipalities harm ess. Amendnent 3 changed sone
of the increases so the shore-based processers, which were
primarily buying from the small boat fleet in coastal
communities, would receive a snmaller tax increase. Wereas,
the large floating processers and the landing tax in
particular received a larger tax increase. The intent was
to shift the tax burden towards those perceived as not
supporting the |ocal econony to the sane degree or having a
| arge anmount of bycatch. He explained the changed nunbers
in the anendnent (sone of the increases were 0.5 percent or
2 percent). He detailed if 1 percent went to the state and
the remai nder was split, it created sone distortion to the
revenue sharing formula. For exanple, if a 4 percent tax
increased to 5 percent the state would receive 1 percent
and remaining 4 percent was split, nunicipalities would

still receive the sane 2 percent they received prior to the
i ncrease. However, if the tax was raised from 4 percent to
4.5 percent, municipalities would only receive 1.75

percent. He elaborated that while benefiting the fishernen
with a smaller tax increase, it would actually harm the
comunity. Therefore, changes in new Amendnent 3 equali zed
the revenue sharing forrmula by specifying the state's piece
was |limted to the amount of the increase (whether it was
0.5 percent, 1 percent, or 2 percent) and the nmunicipality
recei ved hal f of t he remai nder, t her eby hol di ng
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muni cipalities harmless in the changes nade by the
| egi sl ati on.

Representative Edgnon was trying to assign the nunbers to
the proper category. He had voted against all amendnents
during the day because the theme had been consistent. He
felt the anendnents could not be properly analyzed during
the neeting; therefore he woul d oppose the anmendnent.

Representative Gara recalled that several years earlier the
| egi sl ature had funded a king sal non study, which had been
in part based on bycatch (from boats outside the state's 3-
mle limt) that was damaging the returns of fish to the
state's streans. The study had been to determ ne how nuch
of the issue pertained to certain areas; it had also
i ncluded what the state could do to help enhance returns.
There had been sone inpact, but he did not want to
exaggerate it.

6: 36: 04 PM

Vi ce-Chair Saddler agreed with Representative Edgnon that
the question of bycatch was biological, scientific, and
financial and the North Pacific Fishery Mnagenent Council
was staffed and funded and scheduled to conduct the
conplicated analysis, but the state was not. He did believe
not enough information was available to make an inforned
deci sion; therefore, he was opposed to the anendnent.

Co- Chair Thonpson expressed confusion. He remarked that the
original Amendnent 3 had a big inpact on conmunities. He
di scussed the governor's original bill designated 1 percent
of the value of each fishery tax to the GCeneral Fund and
increased the taxes by 1 percent on each fishery, which
meant rmany of the comunities did not get the revenue
sharing back. He asked if that was still the case.

M. A per replied that the admnistration's bill did not
affect the nmunicipalities. For exanple, under existing |aw
a 4 percent tax was split 50/50 with municipalities. Under
the original legislation a 4 percent tax increased to 5
percent and the state received the additional 1 percent
i ncrease, while the original 4 percent was split;
therefore, municipalities still received 2 percent, while
the state received 3 percent. The I|anguage had been
included in order to exenpt the additional 1 percent from
the 50/50 split. The anmendnent increased taxes on shore-
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based fisheries by 0.5 percent and increased floating
fishery taxes by 2 percent, which would go to directly to
the state. He explained the new Amendnent 3 nmintained the
i dea that whatever the tax increase was, the municipalities
woul d be held harm ess and would continue to receive their
current anount.

Representative Gattis W THDREW her OBJECTI ON
Co- Chair Thonpson OBJECTED.

Representative W/Ison explained that her intent had never
been to take any noney away from nunicipalities - the
situation had been corrected in the new Anmendnent 3. She
explained there were fishernen who required nore state
spendi ng because it was necessary for the state to do
research studies on inpacts. She relayed it was one way for
the state to recoup costs from people wusing state
resources. The anendnment would al so protect |ocal fishernen
nmore and charged nore to those from out-of-state who were
not investing the sane anmount into Alaska s econony. The
amendnent tried to meke the situation nore equal. She
stressed the state was paying for the studies.

Aroll call vote was taken on the notion.

IN FAVOR W son, Gara, Gattis, Kawasaki, Minoz,

OPPCSED: Edgnon, Gutt enberg, Pruitt, Saddl er, Neunman,
Thonpson

The MOTION to adopt new Amendnent 3 FAILED (5/6).

6:41: 08 PM
At EASE

6:41: 25 PM
RECONVENED

Representative Gara MOWED to ADOPT Anendnent 4, 29-
GH2460\ A. 2 (d over/ Nauman, 5/28/16)(copy on file):

Page 3, line 21:

Del ete "four"
| nsert "five"
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Co- Chair Thonpson OBJECTED for discussion. He asked for
verification the amendnent was simlar to the amendnent the
commttee had just voted against.

Representative Gara replied in the negative. He explained
that the anmendnent increased the tax rate from 4 percent to
5 percent.

Co- Chair Thonpson noted new Anmendnent 3 woul d have done the
samne t hing.

Representative Gara replied that new Anendnent 3 woul d have
done a nunber of things. He explained that Amendnment 4
woul d increase the tax on high seas vessels fishing from 4
to 5 percent. He elaborated the |arge vessels fished beyond
the state's 3-mle limt and returned to Alaska for
processing or to deliver fish. He continued the vessels
(e.g. factory trawers and other) had the privilege of
fishing some of the nost pristine wild fish in the world.
He underscored the state owned the resource in common and
under the constitution it was supposed to receive the
maxi mum benefit for its comonly owned resources. He
thought that the percentage increase would be fair to
Al aska and reflected the value of the fisheries.

6:43:32 PM

Co- Chair Thonpson MAI NTAI NED hi s OBJECTI ON.

Aroll call vote was taken on the notion.

IN FAVOR. Gara, CQuttenberg, Kawasaki

OPPCSED: Edgnmon, Gattis, Minoz, Pruitt, Saddler, WIson,
Neurman, Thonpson

The MOTI ON to adopt Amendment 4 FAILED (3/8).

6:44:14 PM

Co- Chair Thonpson MOVED to ADOPT Anmendnent 5, 29-GH2460\A. 1
(Martin/ Nauman, 5/28/16) (copy on file):

Page 2, lines 1 - 3:

Delete "[AT AN AMOUNT THAT IS AS CLOSE AS IS
PRACTI CABLE TO THE MAXI MUM ALLOVNED BYLAW "

Insert "at an anpbunt that is as <close as is
practicable to the maxi num al |l onwed by | aw'
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Representative Guttenberg OBIJECTED for di scussion.

Co-Chair Thonpson relayed the anmendnment was conform ng
regarding the Carlson case [a class action case filed
against the state in 1984 related to comercial fishing
fees].

M. Brown relayed that CFEC strongly supported Anendnent 5.
Wen the commission had seen the original bill, it had
conmuni cated there was no reason to renove |anguage calling
for a nonresident surcharge to be as close as practicable
as law to the maximum anmount. He understood Legislative
Legal Servi ces initially thought the language was
superfluous. He continued that M. Twom ey could speak to
the long history of the Carlson case. He enphasized the
| anguage was not superfluous. The state did not want to
return to undercharging nonresidents any nore than it
wanted to be accused of unconstitutionally overcharging
t hem

Co-Chair Neuman asked for clarification on the anendnent.
He observed the |l anguage to be deleted was identical to the
| anguage to be inserted.

Representative Gara had the sane question

M. Brown clarified that the current version of the bill
deleted the I|anguage. The anendnent would reinstate the
| anguage.

Representative GQuttenberg WTHDREW his OBJECTION. There
bei ng NO further OBJECTI QON, Anendnent 5 was ADOPTED

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

Co- Chair Thonpson rel ayed the agenda for the follow ng day.
The neeting was recessed to a call of the chair. [Note: the
neeti ng never reconvened. ]

#
ADJ OURNIVENT

6:47: 00 PM

The neeting was adjourned at 6:47 p. m
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