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FISCAL NOTE

STATE OF ALASKA
2003 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):

Fiscal Note Number:
Bill Version:

(H) Publish Date: i126/03

Dept. Affected: Revenue

Title Tax credit for salmon development '‘BRU Revenue Operations
Component Tax Division

Sponsor Representatives Stevens and Wolf
Requester House Finance Committee Component No. 2476
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Personal Services 42.2 84.5 84.5 84.5 84.5
Travel 4.0 4.0 4.0 4.0
Contractual 11 21 | 21 2.1 2.1
Supplies 1.0 1.5 1.5 1.5 1.5
Equipment 5.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 49.3 92.1 92.1 92.1 92.1
CAPITAL EXPENDITURES |

*% *k *k *%x
CHANGE IN REVENUES ( )
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 49.3 92.1 92.1 92.1 92.1
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)
TOTAL 49.3 92.1 92.1 92.1 92.1

Estimate of any current year (FY2003) cost:

Check this box (X) if funding for this bill is included in the Governor's FY 2004 budget proposal:

POSITIONS
Full-time s
Part-time

Temporary

ANALYSIS: (Attach a separata pago if necessary)

This legislation would establish two new tax credit programs:
1) Allow taxpayers lo lake a tax credit against their Fisheries Business Tax liability for 50% of qualified
investment in new value-added salmon processing equipment.
2) Allow taxpayers lo take a tax credit against their Fisheries Business Tax liability for 50% of the cost
of operations or investment in new equipment for the full utilization of salmon.
We believe these credits, combined with state and federal bonus depreciation allowances, will

generate a high level of interest in this program.

** Soe attached pages for further discussion.

Prepared by: Chuck Harlamert. Chief of Operations
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FY 2009
84.5
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92.1
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92.1
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Phone 465-4773

Division Tax Division

Approved by: Larry Persily, Doputy Commissioner

Date/Time 3/25/03 9:38 AM

Date 3/25/2003

Agoncy Department of Revenue
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CSHB 90 (FIN) - Bill Analysis March 25, 2003
Department of Revenue - Fiscal Note #2

Tax Division

Chuck Harlamcrt

Operating Expenditures

For purposes of adequately monitoring these new tax credits, and enforcing the intent of the
legislation, the Department of Revenue Tax Division is requesting operating funds to cover the
costs of:

 One-halfofa Tax Technician 1L position. The Division will require additional Tax
Technics resources to coordinate credits and limitations between returns of
taxpayers with multiple facilities.

* A Revenue Auditor 111 position to enforce the credits. The department anticipates
some taxpayers may take overly aggressive positions, due to the attractiveness of the
50% tax credit and the flexible qualifying criteria for the credit for new equipment
and operations for full utilization of salmon. Credits for expenditures outside the
intent of this legislation, ifleft unchecked, could inappropriately reduce state revenue
and unfairly compete with investment that truly fulfills the legislative intent. The
Division therefore requests funding for a Revenue Auditor Il position to cover the
expenses associated with enforcement of the credits.

Effect on State Revenue

We cannot predict the revenue loss from the new credits The actual revenue loss to the state
would depend on the amount of qualified investment and the value of the salmon catch for the
year.

The extent of the two credits, especially the full-utilization credit, could be sufficient to allow
many large processors to generate enough credit to offset half their Fisheries Business Tax
liability for salmon through Fiscal 2009. The legislation ends the tax credit provision on
December 31, 2005, but allows taxpayers to carry forward any unused credits for three years,
meaning the state may not see the last of the credits applied against tax liabilities until Fiscal

2009.

The state in Fiscal 2001 retained $5.6 million in Fisheries Business Taxes on salmon (net of
municipal shared revenue). In Fiscal 2002, the state retained $4.25 million. The Fiscal 2003
estimate is $2.8 million in state revenue, net of municipal sharing (half of the Fisheries Business
Tax is shared with municipalities). This legislation requires that the tax credit come entirely
from the state's share of the Fisheries Business Tax revenue. Therefore, a 50% credit, depending
on ho*, many taxpayers claim the credit and to what extent they use the credit, could eliminate
anywhem ' n one dollar to all of the state revenues in a year of low catches or low salmon
prices — oi anywhere in between.

The legislation's intent is that the cost to the stale of the credit would be repaid in future years
with increased Fisheries Business Tax revenues on a higher value and full utilization of salmon.

Page 2 of 3



CSHB 90 (FIN) - Bill Analysis March 25,2003
Department of Revenue - Fiscal Note #2

Tax Division

Chuck Harlamert

Section 1

AS 43.75.035(b) limits the credit to 50% of the taxpayer's tax on salmon and includes a sunset
provision of December 31, 2005.

AS 43.75.035(c) provides a mechanism to provide partial credit for qualified property used on a
vessel both inside and outside of Alaska.

AS 43.75.035(d) allows credits in excess of the annual limitation to be applied against taxes in
the three subsequent lax years.

AS 43.75.035(e) specifies that the limitation on credit application of 50% of salmon tax liability
is on the combined application of the Salmon Product Development Tax Credit and the Salmon
Utilization Tax Credit.

AS 43.75.035(1) prohibits the use of the credit if the taxpayer is delinquent on its unemployment
insurance contribution or state taxes under AS 43.

AS 43.75.035(g) defines key terms that effectively spell out the requirements for the credit.
AS 43.75.035(g)(2) restricts the credit to investment in new property.
AS 43.75.035(g)(3) provides the core definition for the credit - qualified investment.

AS 43.75.036(a) provides a tax credit for 50% of qualified expenditure for full utilization of
salmon.

AS 43.75.036(b) through AS 43.075.036(g)(2) mirror, for the salmon utilization credit, the
provisions set out in AS 43.75.035(b) - (9)(2).

AS 43.75.036(g)(3) defines qualified expenditure for the salmon utilization credit as costs
associated with the “development, manufacture, purchase or operation of new equipment or a
manufacturing process to produce marketable products using the bones, skin, viscera and
carcasses of salmon.”

Section 2 - Municipalities Held Harmless

The credit docs not affect revenue sharing to municipal governments. The tax credit, therefore,
would come entirely from the state's share of Fisheries Business Tax revenues.

mSection 4 - Retroactivity

The credit is retroactive for investments and property placed in service after January 1, 2003.

Page 3 0f 3
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SENATE CS FOR CS FOR HOUSE BILL NO. 90( )
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION
BY

Offered:
Referred:

Sponsors): REPRESENTATIVES STEVENS, Wolf, Ogg, Kohring, Lynn

A BILL
FOR AN ACT ENTITLED
"An Act relating to a salmon product development tax credit and a salmon utilization

tax credit under the Alaska fisheries business tax; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43.75 is amended by adding new sections to read:

Sec. 43.75.035. Salmon product development tax credit, (a) A taxpayer
that is a fisheries business may claim a salmon product developmenttax credit of 50
percent of qualified investment in new property firstplaced into service in ashore-
based plant or on a vessel in the state in the tax year.

(b) The amount of the tax credit applied against taxes under this section may
not

(1) exceed 50 percent of the taxpayer's tax liability incurred under this

chapter for processing of salmon during the tax year; or

(2) be claimed for property first placed into service after December 31,

2005.

-1- SCS CSHB 90( )
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WORK DRAFT WORK DRAFT 23-L.S0525VB

(c) If the property for which a tax credit is claimed is installed on a vessel, the
amount of qualified investment under (a) of this section is determined by multiplying
the investment cost of the qualified investment property by a fraction, the numerator
of which is the weight of raw salmon processed on the vessel by the taxpayer in the
state in the tax year in which the property is first placed into service, and the
denominator of which is the weight of raw salmon processed on the vessel by the
taxpayer in and outside of the state in the tax year in which the property is first placed
into service.

(d) An unused credit under this section may be carried forward and applied
against the tax liability incurred on salmon in the following three tax years.

(e) Qualified investment costs upon which a tax credit is claimed under this
section may not be considered for another tax credit in this title. A tax credit applied
under this section together with a tax credit applied under AS 43.75.036 may not
exceed 50 percent of the taxpayer's tax liability incurred for the processing of salmon
during the tax year.

() A taxpayer may not claim the tax credit allowed under this section if the
taxpayer is in arrears in the payment of assessments under AS 16.51.120, contributions
under AS 23.20, or taxes or assessments collected or owed under this title. For
purposes of this subsection, a taxpayer is not in arrears if the liability for the
assessment, contribution, or tax is under administrative or judicial appeal.

(g) If, during a tax year, property for which a credit was claimed under this
section is disposed of by the taxpayer, ceases to be qualified investment property, or is
removed from service in the state, the tax due under this chapter is increased by the
recapture percentage of the aggregate decrease in the credit allowed under this section
for all prior tax years that would have resulted solely from reducing to zero the credit
allowed for the qualified investment property under this section. The amount of tax
credit attributable to the qualified investment that is carried forward from prior tax
years is terminated as of the first day of the tax year in which the qualified investment
property is disposed of by the taxpayer, ceases to be qualified investment property, or
is removed from service in the state. For purposes of this subsection,

(1) the recapture percentage during the year in which the property is

SCS CSIIB 90( ) -2-
New Text Underlined [DELETED TEXT BRACKETED]
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first placed into service or during the first year following the year in which the
property is first placed into service is 100 percent;

(2) the recapture percentage during the second year following the year
in which the pronerty is first placed into service is 75 percent;

(3) the recapture percentage during the third year following the year in
which the property is first placed into service is 50 percent;

(4) the recapture percentage during the fourth or subsequent year
following the year in which the property is first placed into service is zero percent;

(5) qualified investment property used on a vessel is considered to
have been removed from the state on the first day of a tax year in which the proportion
of raw salmon processed in the state on the vessel is less than 50 percent of total
weight of raw salmon processed on the vessel in and outside of the state.

(h) The amount of a tax credit recaptured under (g)(1) - (3) of this section may
not be included in the determination of the amount of that tax credit that is allowable
under this section or AS 43.75.036.

() In this section,

(1) "first placed into service" means the moment when property is first
used for its intended purpose;

(2) "new property" means property whose original use commences
with the taxpayer and does not include property first used by another person;

(3) "qualified investment" means the investment cost in depreciable
tangible personal property with a useful life of three years or more to be used
predominantly to produce value-added salmon products beyond gutting of the salmon;
in this paragraph, "property" includes filleting, skinning, portioning, mincing, forming,
extruding, stuffing, injecting, mixing, marinating, preserving, drying, smoking,
brining, packaging, blast freezing, or pin bone removal equipment;

(4) "tax liability" means the liability for all taxes under this chapter
before all credits allowed by this chapter;

(5) "useful life" means the useful life of the property that is or would
be applicable for purposes of depreciation.

Sec. 43.75.036. Salmon utilization tax credit, (a) A taxpayer that is a

-3 SCS CSHB 90( )
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fisheries business may claim a salmon utilization tax credit of 50 percent of the
amount of the qualified expenditure in the state in the tax year for full utilization of
salmon.

(b) The amount of the tax credit applied against taxes under this section may
not

(1) exceed 50 percent of the taxpayer's tax liability incurred under this
chapter for salmon during the tax year; or

(2) be claimed for property first placed into service, or for expenditures
incurred, after December 31, 2005.

(c) If the tax credit is claimed for installation or operation of new equipment
on a vessel, the amount of the qualified expenditure under (a) of this section is
determined by multiplying the st of the installation or operation of the equipment by
a fraction, the numerator of which is the weight of raw salmon processed on the vessel
by the taxpayer in the state in the tax year in which the equipment is first placed into
service, and the denominator of which is the weight of raw salmon processed on the
vessel by the taxpayer in and outside of the state in the tax year in which the
equipment is first placed into service.

(d) An unused credit under this section may be carried forward and applied
against the tax liability incurred on salmon in the following three tax years.

(e) Qualified expenditures for which a tax credit is claimed under this section
may not be considered for another tax credit in this title. A tax credit applied under
this section together with a tax credit applied under AS 43.75.035 may not exceed 50
percent of the taxpayer's tax liability incurred for the processing of salmon during the
tax year.

() A taxpayer may not claim the tax credit allowed under this section if the
taxpayer is in arrears in the payment of assessments under AS 16.51.120, contributions
under AS 23.20, or taxes or assessments collected or owed under this title. For
purposes of this subsection, a taxpayer is not in arrears if the liability for the
assessment, contribution, or tax is under administrative orjudicial appeal.

(g) If, during a tax year, equipment for which a credit was claimed under this

section is disposed of by the taxpayer, ceases to be a qualified expenditure, or is

SCS CSIffi 90( ) 4-
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removed from service in the state, the tax due under this chapter is increased by the
recapture percentage of the aggregate decrease in the credit allowed under this section
for all prior tax years that would have resulted solely from reducing to zero the credit
allowed for the qualified expenditure under this section. The amount of tax credit
attributable to the qualified expenditure that is carried forward from prior tax years is
terminated as of the first day of the tax year in which the equipment is disposed of by
the taxpayer, ceases to be a qualified expenditure, or is removed from service in the
state. For purposes of this subsection,

(1) the recapture percentage during the year in which the equipment is
first placed into service or during the first year following the year in which the
equipment is first placed into service is 100 percent;

(2) the recapture percentage during the second year following the year
in which the equipment is first placed into service is 75 percent;

(3) the recapture percentage during the third year following the year in
which the equipment is first placed into service is 50 percent;

(4) the recapture percentage during the fourth or subsequent year
following the year in which the equipment is first placed into service is zero percent;

(5) equipment used on a vessel is considered to have been removed
from the state on the first day of a tax year in which the proportion of raw salmon
processed in the state on the vessel is less than 50 percent of total weight of raw
salmon processed on the vessel in and outside of the state.

(h) The amount of a tax credit recaptured under (g)(1) - (3) of this section may
not be included in the determination of the amount of that tax credit that is allowable
under this section or AS 43.75.035.

(i) In this section,

(1) "first placed into service" means the moment when equipment is
first used for its intended purpose;

(2) "new equipment" means tangible, depreciable personal property
with a useful life of three years or more whose original use commences with the
taxpayer and does not include property first used by another person;

(3) "qualified expenditure" means

-5 SCS CSIIB 90( )
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(A) the direct and incremental cost of the development,
manufacture, or purchase of new equipment by a taxpayer to produce
marketable products in the state using salmon waste;

(B) reasonable custom processing or disposal fees paid to
another fisheries business in the state that does not claim a credit under this
section or AS 43.75.035 and that produces marketable products from salmon
waste, less the market value of the products produced for the taxpayer; or

(C) the direct and incremental cost of transporting salmon
waste to a facility in the state that produces a marketable product from salmon
waste;

(4) "tax liability" means the liability for all taxes under this chapter
before all credits allowed by this chapter;
(5) "useful life" means the useful life of equipment that is or would be
applicable for purposes of depreciation.
* Sec. 2. AS 43.75.130 is amended by adding a new subsection to read:

(9) For purposes of this section, tax revenue collected under AS 43.75.015
from a person entitled to a credit under AS 43.75.035 or 43.75.036 shall be calculated
as if the person's tax were collected without applying the credit; tax revenue collected
does not include the amount of a tax credit recaptured under AS 43.75.035(g) or
43.75.036(g).

* Sec. 3. AS 43.75.035,43.75.036, and 43.75.130(g) are repealed.
* Sec. 4. The uncodified law of the State of Alaska is amended by adding a new section to
read:
RETROACTIVITY. Sections 1and 2 of this Act are retroactive to January 1, 2003.
* Sec. 5. The uncodified law of the State of Alaska is amended by adding a new section to
read:
RETROACTIVITY. If the attorney general provides notification under sec. 7(2) of
this Act, sec. 3 of this Act is retroactive to Januaiy 1, 2003.
* Sec. 6. Sections 1, 2, and 4 of this Act take effect immediately under AS 01.10.070(c).
* Sec. 7. Section 3 of this Act takes effect on the earlier of the following:

(1) January 1, 2009; or

SCS CSHB 90( ) -6-
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the date of the attorney general's notification to the lieutenant

(2)
governor and to the revisor of statutes that
(A) a court has entered final judgment that AS 43.75.035 or

43.75.036, added by sec. 1 of this Act, violates the commerce clause contained

in art. I, sec. 8, United States Constitution; and
(B) the time for an appeal of that judgment has expired, or, if

an appeal was taken, a final order on the appeal has been entered that

AS 43.75.035 or 43.75.036, added by sec. 1 of this Act, violates the commerce
clause contained in the United States Constitution.

* Sec. 8. Section 5 of this Act takes effect on the date of the attorney general's notification

under sec. 7(2) of this Act.

7- SCS CSIIB 90( )
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SENATE CS FOR CS FOR HOUSE BILE NO. 90( )
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE FIRST SESSION
BY

Offered:
Referred:

Sponsors): REPRESENTATIVES STEVENS, Wolf, Ogg, Koliring, Lynn

ABILL
FOR AN ACT ENTITLED
"An Act relating to a salmon product development tax credit and a salmon utilization

tax credit under the Alaska Fisheries business tax; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43.75 is amended by adding new sections to read:
Sec. 43.75.035. Salmon product development tax credit, (a) A taxpayer
that is a fisheries business may claim a salmon product development tax credit of 50
percent of qualified investment in new property first placed into service in a shore-
based plant or on a vessel in the state in the tax year.
(b) The amount of the '.ax credit applied . linst taxes under this section may
not
(1) exceed 50 percent of the taxpayer's tax liability incurred under this
chapter for processing of salmon during the tax year; or
(2) be claimed for property first placed into service after December 31,

2005.

SCS CSI1B 90( )
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(c) If the property for which a tax credit is claimed is installed on a vessel, the
amount of qualified investment under (a) of this section is determined by multiplying
the investment cost of the qualified investment property by a fraction, the numerator
of which is the weight of raw salmon processed on the vessel by the taxpa} ;r in the
state in the tax year in which the property is first placed into service, and the
denominator of which is the weight of raw salmon processed on the vessel by the
taxpayer in and outside of the state in the tax year in which the property is first placed
into service.

(d) An unused credit under this section may be carried forward and applied
against the tax liability incurred on salmon in the following three tax years.

(e) Qualified investment costs upon which a tax credit is claimed under this
section may not be considered for another tax credit in this title. A tax credit applied
under this section together with a tax credit applied under AS 43.75.036 may not
exceed 50 percent of the taxpayer's tax liability incurred for the processing of salmon
during the tax year.

(f) A taxpayer may not claim the tax credit allowed under this section if the
taxpayer is in arrears in the payment of assessments under AS 16.51.120, contributions
under AS 23.20, or taxes or assessments collected or owed under this title. For
purposes of this subsection, a taxpayer is not in arrears if the liability for the
assessment, contribution, or tax is under administrative or judicial appeal.

(g) If, during a tax year, property for which a credit was claimed under this
section is disposed of by the taxpayer, ceases to be qualified investment property, or is
removed from service in the state, the tax due under this chapter is increased by the
recapture percentage of the aggregate decrease in the credit allowed under this section
for all prior tax years that would have resulted solely from reducing to zero the credit
allowed for the qualified investment property under this section. The amount of tax
credit attributable to the qualified investment that is carried forward from prior tax
years is terminated as of the first day of the tax year in which the qualified investment
property is disposed of by the taxpayer, ceases to be qualified investment property, or
is removed from service in the state. For purposes of this subsection,

(1) the recapture percentage during the year in which the property is

SCS CSHB 90( ) -2-
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first placed into service or during the first year following the year in which the
property is first placed into service is 100 percent;

(2) the recapture percentage during the second year following the year
in which the property is first placed into service is 75 percent;

(3) the recapture percentage during the third year following the year in
which the property is first placed into service is 50 percent;

(4) the recapture percentage during the fourth or subsequent year
following the year in which the property is first placed into service is zero percent;

(5) qualified investment property used on a vessel is considered to
have been removed from the state on the first day of a tax year in which the proportion
of raw salmon processed in the slate on the vessel is less than 50 percent of total
weight of raw salmon processed on the vessel in and outside of the state.

(h) The amount of a tax credit recaptured under (g)(1) - (3) of this section may
not be included in the determination of the amount of that tax credit that is allowable
under this section oi AS 43.75.036.

(i) In this section,

(1) "frst placed into service"™ means the moment when property is first
used for its intended pu:pose;

(2) "new property" means property whose original use commences
with the taxpayer and does not include property first used by another person;

(3) "qualified investment" means the investment cost in depreciable
tangible personal property with a useful life of three years or more to be used
predominantly to produce value-added salmon products beyond gutting of the salmon;
in this paragraph, "property"” includes filleting, skinning, portioning, mincing, forming,
extruding, stuffing, injecting, mixing, marinating, preserving, drying, smoking,
brining, packaging, blast freezing, or pin bone removal equipment;

(4) "tax liability" means the liability for all taxes under this chapter
before all credits allowed by this chapter;

(5) "useful life" means the useful life of the property U is or would
be applicable for purposes of depreciation.

Sec. 43.75.036. Salmon utilization tax credit, (a) A taxpayer that is a

-3- SCS CSH1J 90( )
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fisheries business may claim a salmon utilization tax credit of 50 percent of the
amount of the qualified expenditure in the state in the lax year for full utilization of
salmon.

(b) The amount of the tax credit applied against taxes under this section may
not

(1) exceed 50 percent of the taxpayer's tax liability incurred under this
chapter for salmon during the tax year; or

(2) be claimed for property first placed into service, or for expenditures
incurred, after December 31, 2005.

(c) If the tax credit is claimed for installation or operation of new equipment
on a vessel, the amount of the qualified expenditure under (a) of this section is
determined by multiplying the cost of the installation or operation of the equipment by
a fraction, the numerator of which is the weight of raw salmon processed on the vessel
by the taxpayer in the state in the tax year in which the equipment is first placed into
service, and the denominator of which is the weight of raw salmon processed on the
vessel by the taxpayer in and outside of the state in the tax year in which the
equipment is first placed into service.

(d) An unused credit under this section may be carried forward and applied
against the tax liability incurred on salmon in the following three lax years.

(e) Qualified expenditures for which a tax credit is claimed under this section
may not be considered for another tax credit in this title. A tax credit applied under
this section together v'ith a tax credit applied under AS 43.75.035 may not exceed 50
percent of the taxpayer's tax liability incurred for the processing of salmon during the
tax year.

() A taxpayer may not claim the tax credit allowed under this section if the
taxpayer is in arrears in the payment of assessments under AS 16.51.120, contributions
under AS 23.20, or taxes or assessments collected or owed under this title. For
purposes of this subsection, a taxpayer is not in arrears if the liability for the
assessment, contribution, or tax is under administrative or judicial appeal.

(g) If, during a tax year, equipment for which a credit was claimed under this

section is disposed of by the taxpayer, ceases to be a qualified expenditure, or is

SCS CSHB 9«( ) -4-
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removed from service in the slate, the tax due under this chapter is increased by the
recapture percentage of the aggregate decrease in the credit allowed under this section
for all prior tax years that would have resulted solely from reducing to zero the credit
allowed for the qualified expenditure under this section. The amount of tax credit
attributable to the qualified expenditure that is carried forward from prior tax years is
terminated as of the first day of the tax year in which the equipment is disposed of by
the taxpayer, ceases to be a qualified expenditure, or is removed from service in the
state. For purposes of this subsection,

(1) the recapture percentage a- ring the year in which the equipment is
first placed into service or during the first year following the year in which the
equipment is first placed into service is 100 percent;

(2) the recapture percentage during the second year following the year
in which the equipment is first placed into service is 75 percent;

(3) the recapture percentage during the third year following the year in
which the equipment is first placed into service is 50 percent;

(4) the recapture percentage during the fourth or subsequent year
following the year in which the equipment is first placed into service is zero percent;

(5) equipment used on a vessel is considered to have been removed
from the state on the first day of a tax year in which the proportion of raw salmon
processed in the state on the vessel is less than 50 percent of total weight of raw
salmon processed on the vessel in and outside of the state.

(h) The amount of a tax credit recaptured under (g)(1) - (3) of this section may
not be included in the determination of the amount of that tax credit that is allowable
under this section or AS 43.75.035.

() In this section,

(1) "first placed into service"” means the moment when equipment is
first used for its intended purpose;

(2) "new equipment" means tangible, depreciable personal property
with a useful life of three years or more whose original use commences with the
taxpayer and does not include property first used by another person;

(3) "qualified expenditure" means

5 SCS CSI113 90( )
New Text Underlined fDELETED TEXT BRACKETED]



WORK DRAFT WORK DRAFT 23-LS0525\w

(A) the cost associated with the development, manufacture, or
purchase of new equipment by a taxpayer to produce marketable products
using salmon waste;

(B) the cost associated with the operation of new equipment, or
with the purchase of custom processing services, to produce marketable
products using salmon waste less the market value of the products produced; or

(C) the direct cost of transporting salmon waste to a facility in
the state that produces a marketable product from salmon waste less the
amount of consideration that the taxpayer receives for the salmon waste;

(4) "tax liability" means the liability for all taxes under this chapter
before all credits allowed by this chapter;
(5) "useful life" means the useful life of equipment that is or would be
applicable for purposes of depreciation.
* Sec. 2. AS 43.75.130 is amended by adding a new subsection to read:

(9) For purposes of this section, tax revenue collected under AS 43.75.015
from a person entitled to a credit under AS 43.75.035 or 43.75.036 shall be calculated
as if the person's tax were collected without applying the credit; tax revenue collected
does not include the amount of a tax credit recaptured under AS 43.75.035(g) or
43.75.036(g).

* Sec. 3. AS 43.75.035,43.75.036, and 43.75.130(g) are repealed.
* Sec. 4. The uncodified law of the State of Alaska is amended by adding a new section to
read:
RETROACTIVITY. Sections 1and 2 of this Act are retroactive to January 1, 2003.
* Sec. 5. The uncodified law of the State of Alaska is amended by adding a new section to
read:
RETROACTIVITY. |If the attorney general provides notification under sec. 7(2) of
this Act, sec. 3 of this Act is retroactive to January 1, 2003.
* Sec. 6. Sections 1, 2, and 4 of this Act take effect immediately under AS 01.10.070(c).
* Sec. 7. Section 3 of this Act takes effect on the earlier of the following:
(1) January 1, 2009; or

(2) the date of the attorney general’s notification to the lieutenant
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governor and to the revisor of statutes that

(A) a court has entered final judgment that AS 43.75.035 or
43.75.036, added by sec. 1 of this Act, violates the commerce clause contained
in art. I, sec. 8, of the United States Constitution; and

(B) the time for an appeal of that judgment has expired, or, if
an appeal was taken, a final order on the appeal has been entered that
AS 43.75.035 or 43.75.036, added by sec. 1 of this Act, violates the commerce
clause contained in the United States Constitution.

* Sec. 8. Section 5 of this Act takes effect on the date of the attorney general's notification

under sec. 7(2) of this Act.
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Joint Legislative Salmon Industry Task Force sh/oz

Legislative Members Public Members
Senator Hen Stevens, Chair Sue Aspcluml
Representative Gary Stevens. Vicc-Gliair Sam Cotlen

Duncan Fields
Dan Giles

Senator Kim Elton
Representative D111 Williams John 1,0» ranee
Senator Alan Austcrman, Alternate Rubin Surnuelson
Representative Drew Scal/j, Alternate Gary Slavin

Slephanie Madsen, Alternale
Chris Moss, Alternate

Sectional Analysis

Committee Substitute for House Bill 90 (FIN)

"An Act relating to a salmon product development Tax credit and a salmon
utilization tax credit under the Alaska fisheries business tax; and providing for an
effective date."

Intent

To provide a salmon product development tax credit for the development of value-added
salmon products and for full utilization of salmon,

Sectional Analysis
Section 1

Section 43.75.035. Salmon product development tax credit

 Amends AS 43.75 (Fisheries Business Tax) to add a salmon product development tax
credit of 50 percent of the taxpayer's salmon tax liability for new property first placed
into service in a shore-based plant or on a vessel inthe state, (a)

m The tax creait cannot exceed 50 percent of the taxpayer's liability incurred under AS
43 for salmon or be applied for property first placed into service after December 31,
2005. (b)

» Delineates how the tax credit isdetermined and calculated for eligible vessel tax
credits, (c)

m Specifies the qualifying tax year as the tax year in which the property isfirst placed
into service, (C)

» Allows an unused credit to be carried forward and applied against incurred tax
liability almon inthe three years following the qualifying tax year, (d)



Qualified investment costs may not be considered for another tax credit under AS 43
and ensures that combined salmon tax credits cannot exceed 50 percent of the tax
liability incurred for salmon. (e)

A tax credit under this section may not be claimed if the taxpayer isIn arrears on any
tax or assessment under AS 43; AS 16.51.120; or AS 23.20. (f)

Creates a tax credit recapture provision for property that isdisposed of, ceases to be
gualified investment property, or isremoved from service in the state, (g)

The recapture percentage during the qualifying tax year and the first year following is
100 percent. (g(l))

The recapture percentage during the second year following the qualifying year is 75
percent. (g(2)

The recapture percentage during the third year following the qualifying year is 50
percent. (g(3))

The recapture percentage during the fourth aiid subsequent years following the
gualifying year iszero. (g(4))

Provides definitions for this section, (i)

Section 43.75.036. Salmon utilization tax credit

Amends AS 43.75 (Fisheries Business Tax) to add a salmon utilization tax credit of 50
percent of the amount of the qualified expenditure for full utilization, (a)

The tax credit cannot exceed 50 percent of the taxpayer's liability incurred under AS
43 for salmon or be claimed for property first placed into service or for expenditures
incurred after December 31, 2005. (b)

Delineates how the tax credit isdetermined and calculated, (c)

Specifies the eligible tax year by tying it to the tax year in which the property isfirst
placed into service, (C)

Allows an unused credit to be carried forward and applied against incurred tax
liability for salmon in the three years following the qualifying tax year, (d)

m Qualified expenditures may not be considered for another tax credit under AS 43 and
ensures that combined salmon tax credits cannot exceed 50 percent of the
taxpayer's salmon liability, (e)

m A tax credit under this section may not be claimed if the taxpayer isin arrears on any
tax or assessment under AS 43; AS 16.51.120; or AS 23.20. (f)

» Creates a tax credit recapture provision for equipment that isdisposed of, ceases to
be qualified expenditure, or isremoved from service in the state, (Q)

m The recapture percentage during the qualifying tax year and the first year following is
100 percent. (g(l))

» The recapture percentage during the second year following the qualifying year is 75
percent. (g(2))

» The recapture percentage during the third year following the qualifying year is 50
percent. (g(3))

» The recapture percentage during the fourth and subsequent years following the
qualifying year iszero. (g(4))

» Provides definitions for this section, (i)

Section 2.
®m Amends AS 43.75.130 by adding a new subsection (g) to provide that tax credits

approved under this measure are not to be deducted when calculating tax revenue
collected under AS 43.75.015; and ensures that any "recaptured" tax credit is not
unduly distributed.



m qualified tax credit isnol deducted from the municipal portion of the fisheries
business tax.
m A gqualified tax credit isdeducted from the state's portion of the fisheries business tax.

Section 3.
* Repeals AS 43,75.035; 43.75.036; and 43.75.130(g).

Section 4.
m Makes Sections 1- 2 retroactive to January 1, 2003. This isthe effective date of the
gualifying tax years.

Section 5.
m [fthe attorney general provides notification under sec. 7(2) of this Act section 3 of this
Act isretroactive to January 1, 2003.

Section 6.
» Sections 1, 2 and 4 of this Act take effect immediately under AS 01.10.070(c).

Section 7.

m Section 3 of this Act takes effect on the earlier of January 1, 2009, or ifthe attorney
general notifies the lieutenant governor and the revisor of statutes that a court has
entered a final judgment that AS 43.75.035 or 43.75.036, added by section 1 of this
Act, violates the commerce clause contained in article |, section 8, of the United
States Constitution; and, the time for an appeal of thatjudgment has expired or if an
appeal was taken, a final order has been entered that AS 43.75.035 or 43.75.036,
added by section 1 of this Act, violates the commerce clause contained inthe United
States Consti Lution.

Section 8.
m Section 5of this Act takes effect on the date of the attorney general's notification
under section 7(2) of this Act.
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Sponsor Statement

Tfouse BICt0

"An Act relating to a salmon product development tax credit and a salmon utilization tax
credit under the Alaska fisheries business tax; and providing for an effective date."”

House Bill 90 provides two tax credits: one for salmon product development and
another for salmon utilization. The purpose of the measure isto encourage industry to invest
in the production of new value-added salmon products to improve the marketability of
Alaska salmon through diversification of product forms as well asto encourage the full
utilization of all salmon parts for the production of marketable products. The measure would
provide an added impetus for new fishery businesses considering processing salmon to
make investments in Alaska.

Alaska's salmon industry is a vital element inthe economy of the state.
Although Alaska salmon isone of the premiere food commodities in the world, an enormous
increase inthe world supply of salmon in recent years has caused significant decreases in
the market value of Alaska salmon. This situation threatens investments and livelihoods in
the salmon industry and related businesses and also negatively affects Alaska's state and
local economies,

House Bill 90 will assist in improving Alaska's competitive position in salmon markets as
it isutilized to develop value-added salmon products for placement into world markets.



Department of Revenue

Tax Division
Fisheries Business Tax ($ million)
Actuals Forecast
FY 1997 (CY 1996%) FY 1998 (CY 1997*) 11 FY 1999 (CY 1998%*)  FY 2000 (CY 1999%)| FY 2001 (CY 2000%*) | FY 2002 (CY 2001%) FY 2003 (CY 2002%)

Value Tax Value Tax Value Tax Value Tax Value Tax Value Tax Value Tax
Halibut $73 $2.1 $100 $3.1 $63 $1.9 $107 $3.2 $128 $3.9 $112 $3.4 $112 $3.4
Salmon $373 $14.1 $288 $11.0 $271 $10.3 $383 $14.7 $292 $11.2 $227 $8.5 $152 $5.6
Herring $60 $2.3 $18 $0.7 $12 $0.5 $20 $0.8 $12 $0.5 $15 $0.5 $10 $0.4
Shellfish $160 $5.7 $179 $6.6 $206 $7.8 $284 $10.9 $134 $4.8 $113 $3.9 $115 $4.0
Groundfish $213 $6.8 $220 $7.1 $171 $5.4 $224 $7.1 $312 $10.1 $275 $8.9 $275 $8.9
Totals $879 $31.0 $805 $28.5 $723 $25.9 $1,018 $36.7 $878 $30.5 $742  $25.2 $664 $22.3

‘Data is from fisheries business tax returns by fiscal year. In general, this corresponds to the previous calendar year fishing season. However, due to late or amended
returns, this data may reflect more than one calendar year.

Note: Revenue amounts are before fifty percent of the fisheries business tax revenue is shared to qualifying communities.

FY 2003 estimate is from the Spring 2003 Revenue Sources Book
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6ent By: United Fishermen of Alaska; 9074632545; * Apr-11-03 12:16PM,; Page 1/1
To: Sen Ben Stevens At: 465-3072

UNITED FISHERMEN OF ALASKA

211 Fourth Street, Sult« 110
Junoau, Alaska 99001-1172
(907) 586-2020
April 11, 2003 (907) 463-2545 Fax
E-Mail: ufa® ufa-fish.org
www.ufa-fish.org

Senator Scoll Ogan

Chair

Senate Resources Committee
State Capitol (MS 3100)
Juneau, AK. 99801

Dear Senator Ogan,
Re: 11B 90 Tax Credit for Salmon Development

United Fishermen of Alaska strongly supports HB 90 and recommends swift passage of
this bill so that Alaska processors can make plans to use this bill this salmon season.

It is very clear from discussions during Salmon '(‘ask Force proceedings that providing
salmon in forms that the consumer wants is critical to boosting the value of our sulmon
harvest, Itis imperative t! at the Legislature and Administration provide incentives so
that more value added work can be done in Alaska. Not only will this benefit harvesters
but it will also help secure processor jobs in Alaska and mitigate against raw fish being
shipped to foreign countries for value added processing.

We look forward to working with you on this important piece of legislation.
Sincerely,

Thomas M. Gecmmell
Executive Director

Copy: Senator Ben Stevens
Senator Tom Wagoner
Senator Fred Dyson
Senator Ralph Seekins
Senator Kim Elton
Senator Gcorgianna Lincoln
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Bering Sea Fishermen’s Association

725 Christensen Drive, 3
Anchorage, Alaska 99501
(907) 279-6519

FAX (907) 258-6688

Serving western Alaska small boat tisheries since 1980

February 26, 2003

Representative Paul Seaton, Chair
House Special Committee on Fisheries
State Capitol

Juneau, AK 99801

Re: HB 90 Salmon Product Development Tax Credit
Dear Representative Seaton:

On behalf of the Bering Sea Fishermen's Association ("BSFA"), | appreciate the
opportunity that you provided to our representative to present testimony today on HB
90. BSFA isa membership organization that works to support the over 2,000
commercial salmon fishermen in western Alaska. Our membership is very iriterested-in
the recommendations of the Joint Legislative Industry Salmon Task Force: Aswe
testified today, we are in support of HB 90. Tt

This bill will provide a tax credit for the purchase of equipment used for value-added
salmon processing. With today's depressed salmon markets, the competition from
farmed salmon, and the high costs of transportation of product from the remote western
Alaska fisheries, value-added processing is the only hope for the survival of this
important industry. The tax credit proposed in HB 90 will assist in the purchase of the
expensive, yet necessary, equipment to produce these value-added products. In places
where such equipment has been installed, the products are able to compete in the world
market.

At the committee hearing, you requested our position on whether the tax credit should
be facility specific or apply on a company-wide basis. We support the company-wide
approach. Say acompany invests in new equipment for value-added processing in
Bethel, but there is a run failure and little or no fisheries business tax liability is created.
Yet, the same company has revenue from the Yukon River. This company should be
able to offset at least some of the costs of the investment in Bethel by its activities on the
Yukon as it may very well have been basing its investment decision on the expectation
of the tax credit.



One other issue that was raised during the hearing was the ability to have the tax credit
applied to used equipment that had not previously been used as the basis for the tax
credit. We also support this concept as the goal is to increase the amount of value-
added production, not to support the manufacture of new equipment. For small
processors operating in western Alaska, used equipment, even with the tax credit, may
be all that the operator can afford.

Again, thank you for the opportunity to comment on this legislation and we will
continue to follow its progress through the legislative process.

Very truly yours,

Henry Mitchell fclA-?
Executive Director

cc: Senator Ben Stevens
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SENATE COMMITTEE REPORT
DATE: 4/2/03 FURTHER: Finance

DATE TURNED
INTO OFFICE: H7 7'05

Resources Committee considered CS FOR HOUSE BILL NO. 90(FIN)
HB 90 TAX CREDIT: SALMON DEVELOPMENT/UTILIZATION

"An Act relating to a salmon product development tax credit and a salmon utilization tax credit under the
Alaska fisheries business tax; and providing for an effective date.”

and recommends: Senate Bill:
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