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ACTI ON NARRATI VE

10: 03: 06 AM

CHAIR LOU SE STUTES called the House Special Committee on
Fisheries neeting to order at 10:03 a.m Representati ves
Stutes, MIllett, and Otiz were present at the call to order.
Representative Foster arrived as the neeting was in progress.

HB 251- ELECTRONI C TAX RETURNS & FI SHERI ES TAXES

10: 03: 18 AM

CHAI R STUTES announced that the only order of business would be
HOUSE BILL NO 251, "An Act requiring the electronic subm ssion
of a tax return or report wth the Departnent of Revenue;
relating to fisheries business tax and fishery resource |anding
tax; relating to refunds to |ocal governnents; and providing for
an effective date.”
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10: 04: 10 AM

KEN ALPER, Director, Tax Division, Departnent of Revenue (DOR),
directed attention to the conmttee packet and a three page
letter, from DOR to Representative Stutes, dated 2/10/16, wth
enuner at ed guesti ons from the comm ttee, fol | owed by
departnmental response.

10: 04: 47 AM

CHAIR STUTES paraphrased the first question, which read
[original punctuation provided]:

1. Who is defined as a processor? Can we see a |ist
of taxpayers for the Fisheries Business Tax [(FBT)]
and Resource Landing Tax [(RLT)], and get a better
under standi ng of exactly who is paying the tax and who
isnt?

MR. ALPER responded that, due to federal regulations pertaining
to confidentiality, it is not possible to disclose the names of
the licensed processors; however, definitions exist for who pays
taxes under the statute which nmay provide the information being
sought . Anyt hi ng beyond basic heading, gutting, and icing is
consi dered processing. He paraphrased from the prepared
response, which read [original punctuation provided]:

If a fish business operator has intentions to process
any fishery resource other than what they caught or
their activities are |imted to roe recovery from
sal non caught from a vessel greater than 65 feet in
I ength, then the activities are defined as processing.
The fol |l ow ng activities further define t he
undert aki ngs of a processor:

Prepares, processes or stores a fishery resource;

Recovers sal non roe;

Cust om processes fishery resources from ot hers;

e« A fish business that has a fishery resource custom
processed; or

« Exports an unprocessed fishery resource outside of
Al aska.
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Processing is defined as any activity that nodifies

the physical condition of the fishery resource. It
shoul d al so be noted what isn’t considered processing:
headi ng, gutting, gilling or icing seafood products or
decapitating fish. Processors include traditional

shore-based facilities as well as at-sea processors
such as catcher-processors and floating processors.

Direct mar keters are considered processors, but
catcher-sellers are not because they sell only their
own unprocessed fish. Busi nesses or individuals that

have fish custom processed, that recover salnon roe,
or that export unprocessed fish outside of Alaska are
consi dered processors.

Only processors pay the Fisheries Business Tax and
Resource Landing Tax. However, in cases where
processors buy their fish from independent comrerci al
fishernmen, it is possible that sonme or all of the tax
burden to be passed on to the fishernen, since they
have little control over what price the processors
will pay.

Unfortunately, DOR cannot provide a full list of
t axpayers, as this would violate confidentiality.

MR. ALPER expl ained that the non-disclosure restriction is not
uni que to the fishing industry.

10: 06: 54 AM

REPRESENTATI VE ORTI Z not ed t he five bul | et poi nts
defi ni ng/ descri bing processor activities, and asked how many of
the points an operator would need to neet to be considered a
processor.

MR. ALPER answer ed one.
REPRESENTATI VE ORTIZ revisited the confidentiality consideration
for the taxpayers and ascertained that aggregated data can be

accessed, but not individual return information.

10: 09: 06 AM

CHAIR STUTES paraphrased the second question, which read
[original punctuation provided]:
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VR.
for

it

2. What is the origin of the separate FBT rate for
sal non canneri es?

ALPER responded that there is a long history of fish taxes
the varying aspects of the industry. He suggested checking
commttee records to understand the rationale that resulted in
the different taxes. Pointing out the |engthy period,

2004, when the tax remmined at 3 percent, and he specul ated

1967-
t hat

may have been increased to 4.5 percent during another tine of

budget shortfall. He paraphrased from the prepared response
whi ch read [original punctuation provided]:

According to a report from the Alaska Hi story and
Cul tural St udi es or gani zati on, call ed Al aska’ s
Heritage, chapter 4-16: Fishing and Sea Hunting: “As
early as 1899, Alaska Natives appealed to the
governnment to protect the salnon for those who relied

on it for food. They also asked for the return of
some of their fishing sites that cannery operators had
occupi ed. In 1900, Congress responded to the appeals

by requiring that anyone engaged in conmercial sal non
fishing in Alaska establish a hatchery for sockeye
sal non. Most cannery operators waited to see if the
regul ati on would be enforced before investing noney in
a fish hatchery. Congress failed to provide adequate
funds for enforcenent. In 1906, Congress tried a
different tactic to force fish conservation. I t
levied a tax of four cents on each case of salnon
canned.”

From the very beginning of Alaska's history there has
been a separate rate for salnon canneries. From t he
begi nning, non-residents have dom nated the canning
industry in Al aska. The changing tax rates over the
years may have resulted froma shift froma m ndset of
resent ment of non-resi dents expl oi ting fishery
resources to a mndset of trying to help small Al askan
fishing operators.

Exanples of different state salnon cannery tax rates
in Alaska’s history include:

1913: the First Territorial Legislature adopted the
initial “salnon pack tax” of $0.07 per case and a
separate “cold storage tax” for other fisheries
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1951: the territorial legislature set the fisheries
business tax on floating processors to 4% of val ue and
sal non canneries to 6%

1967: the tax rate for salnon canneries was |lowered to
3%

2004: the tax rate for salnon canneries rose to 4.5%

10:10: 33 AM

CHAIR STUTES paraphrased the third question, which read
[original punctuation provided]:

3. How does the Departnment of Fish & Gane determ ne
what is a developing or established fishery? Can we
get a list of thenf

MVR. ALPER  paraphrased the governing statute provi di ng
i nterdepartnmental cooperation for taxing purposes, which read:

Sec. 16.05.050. Powers and duties of conm ssioner.

(10) not later than January 31 of each year, to
provide to the comm ssioner of revenue the nanes of
those fish and shellfish species that the conm ssioner
of fish and game designates as devel oping conmerci al
fish species for that calendar year; a fish or
shellfish species is a developing comercial fish
species if, within a specified geographical region,

(A) the optimum yield from the harvest of the
speci es has not been reached;

(B) a substantial portion of the allowable
harvest of the species has been allocated to fishing
vessels of a foreign nation; or

(C© a comrercial harvest of the fish species has
recently devel oped;

MR. ALPER specul ated that the list is conpiled by ADF&G based on
scientific information and determ nations. He directed
attention to the commttee packet and the six page
i nterdepartnental meno, dated 1/27/16, to Conmmi ssioner Randall
Hof f beck, from Comm ssioner Sam Cotten, containing the
devel oping fisheries |list. He added that the devel oping
fisheries conprise a relatively small portion of the overall FBT
portfolio, perhaps $200,000 of the $25, 000, 000 received.

10: 12: 29 AM
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CHAI R STUTES continued, with the fourth question, which read
[original punctuation provided]:

4. Wy are charter boats not subject to the tax?

MR. ALPER responded that charter boat activities could be taxed,
but the precision of harvest would be lacking. The statute has
been witten around the commercial industry and would require
anmendnent or new |legislation to address charter activities. He
par aphrased from the prepared response, which read [original
punct uation provided]:

There is no reason that charter sport fishing
operations couldn’'t be taxed if the I|egislature chose
to tax them Since sport fishery landings are not
accounted for in the sanme rigorous nmanner as
commercial catch there would need to be a new sport
charter catch accounting system developed for tax
assessnent purposes. If the commttee would like to
develop legislation that would tax charter boats and
simlar comercial sport fish operators, DOR would be
happy to provide technical assistance as needed.

10: 13: 26 AM

REPRESENTATI VE ORTIZ asked why existing statute could not be
applied to tax the processing of charter caught fish.

MR. ALPER explained that the commercial fisheries represent an
excise tax on an item being sold. However, the charter industry
provides a service of access and prohibits the sale of the
cat ch.

CHAI R STUTES noted that a charter's catch is typically cleaned
and packaged for shipnent, which seens to lend itself to a
processi ng tax.

MR. ALPER specul ated that the product would need to be val ued
for sale purposes to neet tax requirenents. He deferred further
coment .

10: 16: 10 AM

CHAIR STUTES continued, with the fifth question, which read
[original punctuation provided]:
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5. What is the distribution of the $18 mllion in new
fish tax revenue under HB 2517

MR. ALPER paraphrased from the prepared response, which read
[original punctuation provided]:

The fiscal note for HB 251 projects $18.4 mllion in
new revenue from the fish tax increases in FY 2017
The Departnent of Revenue estinmates this new revenue
wi |l be broken down by species category as foll ows:

Cat egory New revenue ($ mllions)
G oundfi sh: Poll ock 5.
G oundfi sh: Non-Pol | ock 3
Bl ack Cod 1
Hal i but 1
Herring 0.
Sal mon 4
Shel | fi sh 2
Tot al 18.

ROORPRRENA

This analysis is based on projections of the
distribution of taxable fish value by species, which
are used in DOR s annual fish tax forecasts. For nore
information on the current distribution by species,
pl ease see the attached Fi sh Val ues & Poundage Report.

10:17: 07 AM

CHAIR STUTES continued, wth the sixth question, which read
[original punctuation provided]:

6. What is the distribution of the $140 mllion in
budget cuts under the governor’s proposal ?

MR ALPER deferred.

10:18: 31 AM

KEVI N BROOKS, Deputy Conmi ssioner, Alaska Departnment of Fish &
Ganme, directed attention to the conmttee packet and the
columed page titled, "FY2015-FY2017 Budget Review Summary by
Category, Unrestricted GCeneral Funds Only," and the fourth
nuneri cal columm headed as "1 Year Change F&017 from FY16 $,"

and the line |abeled, "Agency Qperating Subtotal," showing a
reduction figure of $140,571. 1. The fourth line entry of the
same columm, he pointed out, labeled "Fish and Gane," lists a
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reduction of $7,454.9, as the cut to the departnent; anong the
ot her agency totals. He directed attention to the follow ng
page titled, "Departnent of Fish and Gane, FY2015 Managenent
Plan to FY 2016 Managenent Plan to FY2017 Governor, Ceneral

Funds Only - UGF, January 20, 2016," listing where the cuts wll
be made throughout the departnent. He indicated the fifth
nunerical colum total, $7,454.9, which coincides wth the

agency figure on the previously nentioned chart. He pointed out
the third colum total, headed "Difference FY15 to FY16 MP," to
report the total cuts already proposed, equaling $14, 292. 4.

REPRESENTATIVE ORTIZ surmised that the two figures, if the
governor's budget is adopted, would represent a departnental
budget cut of roughly $21,747,000, and noted from the totals
shown that the departnment will have an overall cut of about 25
per cent .

MR. BROOKS said, that is correct.

10: 21: 31 AM

REPRESENTATI VE M LLETT inquired about the cost of test
fisheries, could the activity be privatized, and do these
fisheries generate noney for the departnent. She expanded her
inquiry to include: how many boats are owned by ADF&G the
nunber of test fisheries ADF&G boats participate in; and the
rationale for not wusing ADF&G boats in Bristol Bay test
fisheries.

MR. BROOKS answered that the departnent operates several test
fisheries using a conbination of state boats and chartered
vessel s. The stock assessnment projects are used to nmake
determ nations for fishery openings, such as herring roe. That
type of project results in dead fish, which are sold under a
fish ticket. The departnment also conducts revenue fisheries,
and tension with the fishing fleet can result. In Bristol Bay,
ADF&G operates a revenue fishery, which provides about $3.5
mllion for its budget. The departnment is proposing an increase
in test fishing in the FY 17 budget, with an expectation of
generating an additional $800,000; spread across all regions.
He offered to provide the commttee with a |ist of the proposed
test fisheries. The revenue is used to pay for the managenent
of the commercial harvest, and the fishermen of each area are
consulted and worked with in order to maintain relations and
have m nimal inpact to the fleet.

10: 24: 29 AM
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REPRESENTATI VE M LLETT asked for a breakdown of costs, including
capital outlay for gear, which the test fishery represents to
t he departnent.

MR. BROOKS said ADF&G owns six research vessels, with a primry
purpose of fishery assessnment and other work, and he agreed to
provide a list of vessel value and equi prment.

CHAI R STUTES questioned if these are the only vessels owned by
the departnment or are there separate vessels that do the test
fishing for revenue purposes.

MR, BROCKS answered that these are the only boats owned by the
departnment, and the primary purpose is not test fishing. The
agency contracts with comercial fishing vessels to generate
revenue.

CHAI R STUTES asked when the test fishing occurs.

MR. BROOKS answered that the fishing occurs prior to opening an
area for fleet access; perhaps a few days or a week. He added
that a significant portion of the test fishery revenue is
derived from crab harvest. He offered to provide a list of the
test fisheries conducted.

CHAI R STUTES surm sed that the revenue generated from the crab
represents less fishing effort and higher sale returns.

10: 27: 10 AM

REPRESENTATI VE M LLETT suggested that, rather than the state
owning and nmaintaining vessels, it my be cost effective to
| ease boats as needed.

MR. BROOKS said the large, state owned, research vessels are
generally otherwi se engaged and not available for revenue test
fishing purposes, often deployed to open sea for 120 days at a
tine. The departnment charters boats and aircraft, when
necessary, at a cost of about $4 mllion per year. He said the
department has investigated using charter vessels only, but it
hasn't proven to be feasible.

REPRESENTATI VE M LLETT asked for cost and tineline conparisons
for use of state owned versus contract vessels.

10: 29: 02 AM
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SAM COITEN, Conm ssioner, Al aska Departnment of Fish & Gane,
expl ained a typical, and harnonious, scenario of a test fishery
in Bristol Bay, where the fleet fished the designated open
areas, and the departnment fished in an otherw se closed |ocale.
The test fisheries for revenue also provide inportant managenent
information, along with the opportunity for receipts. These
actions allow the departnment to neet |egislative nandates.
Further, revenue generated is used to nmanage fisheries in the
sanme area as the fishery tested, and he provided an exanple
regardi ng crab managenent. The departnent continually nonitors
cost analysis of the state fleet, he assured nenbers, and said
charter vessels would solely be wused, if it were a less
expensive and feasible approach to the situation. The W
Kestrel, which ADF&G operates out of Petersburg, is used to
monitor herring runs, dive fisheries, and other deploynents,
making it a cost effective approach.

10: 31: 16 AM

CHAI R STUTES asked about the agencies nmintenance of fish
tickets for the test fisheries, and requested a five year
account be provided to the commttee.

10: 32: 26 AM

REPRESENTATI VE M LLETT conjectured that the additional test
fisheries proposed to generate revenue for the departnent, may
t ake away opportunities for conmercial fishernen.

MR BROOKS responded that the FY 17 budget includes $800, 000
conprised of receipts from test fisheries; in addition to the
exi sting receipts. These test fisheries are done because of
necessity to generate funding, he stressed.

10: 33: 38 AM

CHAI R STUTES asked where the $800,000 fits into the departnment's
budget, on the financial page previously reviewed.

MR. BROOKS answered that the $7.4 mllion cut would becone a
$6.6 mllion reduction instead.

10: 34: 17 AM

REPRESENTATIVE ORTIZ said fishermen in his district tout the
world class reputation of the fisheries, as nanaged by ADF&G
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and cautioned that the proposed cuts wll jeopardize the
agency's ability to maintain that standard. The test fisheries
are based on the departnent's need to gather data and to offset
the cuts being made to the general fund.

MR, BROOKS concurred.

10: 35: 47 AM

REPRESENTATI VE M LLETT inquired about the information that the
test fisheries provide, and expressed concern that conducting
the fisheries renoves $800,000 from the pockets of conmercial
fi sher men.

COM SSIONER COTTEN said the departnent wll provide the
conmmittee with an account of what is being done and the nunber
of fish/shellfish being caught. It is a conbination of science

and revenue collection, conducted throughout all regions of the
state.

10: 38: 37 AM

REPRESENTATI VE ORTI Z conjectured that, due to lack of funding
the agency nmay not be able to <collect necessary data,
particularly on low priority systens, which would play out as
fewer opportunities for fisherman, due to ADF&G s policy for
conservative managenent practices.

COWM SSI ONER COTTEN voiced that the mssion statenent requires
the departnent to protect fish and maintain a sustainable yield.
He agreed that Ilack of data does conprom se the precision
required to manage a fishery for optimal harvest.

CHAI R STUTES opened public testinony.

10: 40: 51 AM

OLl VER HOLM Conmerci al Fisherman, recapped the various taxes
that he is responsible for, as a comrercial fi sher man;
assessnments which include: vessel registration, permt renewal,
borough Ianding taxes, enhancenent taxes paid to the state,
i ndi vidual fishery quota tax for halibut, vessel observer tax,
and state fuel taxes. The price received for salnon in 2015 was
less than what was being paid in 1974, the year he began

sei ni ng. If the tax were being directed to ADF&G for continued
managenent and fishing opportunities, he said he could possibly
support the governor's bill. However, he stressed, expecting
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the comrercial fishing industry to solve gapping budget deficits
is not feasible.

10: 43: 51 AM

RHONDA HUBBARD voi ced her wunderstanding of the inconpatibility
for charter versus conmercial catch taxation, pointing out that
each belongs in a different tax category. She recomrended
consolidating, or co-locating, entities that collect fisheries
data, such as ADF&G DOR, Commercial Fisheries Entry Conmi ssion
(CFEC), and the Al aska Seafood Marketing Institute (ASM), to
facilitate information sharing and save costs. Further, the
business and landing taxes are in need of review, conparison,
and streamining, she opined, and suggested that a taxation
fl oor could be hel pful.

10: 47: 38 AM

CHAI R STUTES cl osed public testinony after ascertaining no one
further wished to testify.

[ HB 251 was hel d over.]

CHAI R STUTES thanked the neeting participants and announced the
next neeting.

10:47:51 AM

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

Special Conmittee on Fisheries neeting was adjourned at 10:47
a.m
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