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Finance Committee considered ~S FOR HOUSE BILL NO. 321(FSH)
HB 321 SALMON PRODUCT DEVELOPMENT TAX CREDIT

"An Act relating to the salmon };roduct development tax credit; providin%for an effective date by amending an
effective date in sec. 7, ch. 57, SLA 2003, as amended by sec. 4, ch. 3, SLA 2006; and providing for an

effective date."
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FISCAL NO

STATE OF ALASKA
2008 LEGISLATIVE SESSION

Identifier (file name): CSHD32t(FSH)-DOR-TAX-2-«-0S

Title Salmon Product Development Tax Credit
Sponsor Rep Thomas
Requester (H) Fisheries

Expenditures/Revenues
Note: Amounts do not include inflation unless otherwise noted below.
Appropriation

TE

Fiscal Note Nurrber:

Bl \rsion:
() Publish Dete:

Dept. Affected:
'‘RDU
Component

Component Number

(Thousands of Dollars)

CSHB 321(F
2/8/08 ek

Revenue 04

Taxation and Treasury
Taxation and Treasury

Required Infonnation

OPERATING EXPENDITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012
Personal Services 0.0 0.0 0.0 0.0 0.0
Trave' 5.0 0.0 0.0 0.0 0.0
Contractual 0.0 0.0 0.0 0.0 0.0
Supplies 0.5 0.0 0.0 0.0 0.0
Equipment
Lana & Structures
Grants & Claims
Miscellaneous 1.5 0.0 0.0 0.0 0.0

TOTAL OPERATING 7.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0
CHANGE IN REVENUES ( ) 0.0 0.0 0.0 °

FUNf SOURCE

1002 Federal Receipts
100 «GF Match

(Thousands of Dollars)

100" GF 7.0 0.0 0.0 0.0
1005 GF/Program Receipts
1037 GF/Mental Health
Other Interagency Receipts
TOTAL 7.0 0.0 0.0 0.0
Estimate of any current year (FY2008) cost: 00
POSITIONS
Full-time
Part-time
Temporary
ANALYS'SI (Attach it soparnto paijo ilnucussary)

See Attached.

0.0

00

2476

FY 2013
0.0
0.0
0.0
0.0

0.0
00

0.0

0.0

00

FY 2014
0.0
00
00
00

0.0
00

0.0

0.0

0.0

Prepared by:
Division fax

Tim Cottongim. Audit Supervisor and Dan Stickol. Economist

Phor.j (907) 465-3695

Dalo/Timo 2/6/08 12 00 AM

Deto 2/6/200B

Approvodoy.  Jerry Bunolt
Departrrent of Rovonuo
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FISCAL NOTE #2

STATE OF ALASKA HILL NO. C3HB 321(FSH)
2008 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Bill Languago

This bill extends the existing Salmon Product Dovoloprnent tax credit for investment in processing equipment used to produce value-
added salmon products by three years through 2011. The Salmon Product Development tax credit allows taxpayers lo take a credit
against their Fisheries Business Tax liability for 50% of qualified investment In new value-added salmon processing equipment. Credits
may be applied against up to 50% of the Fisheries Business Tax liability on salmon processed in Alaska in Ihe year generated and the
three subsequent years.

This bill adds conveyors used soecilically in the act of producing a value-added salmon product" to Ihe list of investments that qualify
for the Salmon Product Development tax credit.

This bill also adds a new provision that allows a taxpayer lo request a preliminary determination of whether an investment qualifies for
the Salmon Product Development tax credit.

Rovonuos

The revenue impact from Ihe bill Is indeterminate duo to the unknown value of credits that will be claimed for qualifying conveyors. We
anticipate that the revenue reduction impact of uiis bill will be at least $0.1 million in FY 2011 and at least $2.1 million in FY 2012, FY
2013 and FY 2014. Credits only reduce Fisheries Business Tax revenue to the stale, and do not impact revenue shared with

municipalities.

Baser) on preliminary FY 2005 audit results, a total of about $2 1 million in Salmon Product Development lax credits were allowed for
tho fiscal year. We believe this credit vill continue to attract a high level ot interest, and wo project Investments in currently allowed
equipment will generate about S2.0 million ol allowed tax credos in eacti of the three tax yuars 2009-2011. We anticipate that these
credits will be applied against Fisheries Business Tax liabilities for 2011-2013, reducing revenues during FY 2012 - FY 2014.

Based on preliminary FY 2005 audit results, the Salmon Product Development lax crodil was claimed (and subsequently denied at
audit) for 11 conveyors that would have qualified for the credit under the new language, with an average cost ol about $20,400. i lad
these conveyors qualified for Ihe credit, they could have reduced Fishenes Business Tax liability by about $112.300 for the processors
claiming the credit Therefore, we anticipate at leasl $0.1 million in additional lax credils from Ihe addition ol certain conveyors lo the fist
of qualifying Investments, but the actual value of credits is unknown and will likely be higher than SO.t million per year. Actual credits
claimed vill likely bo higher for two reasons: (1) more crodits may be claimod because die bill leads to new investments in qualifying
conveyors, and (2) more credits may be claimed because processors know that they can take credits for planned investments in
qualifying conveyors. We anticipate credits for Iho conveyors will be claimed in each of lho lour fax years 2008-2011, reducing revenues

by an indeterminate amount during FY 2011 - FY 2014

Expenditures:

Since tho Salmon Product Development tax credit is already in place, there will be no new expense lo extend (lie sunsol dato of the
credit However the now provision allowing a taxpayer to requests a preliminary determination of whether an investment qualifies for (he
ciedit wul require additional expend a ¢ Specifically Iho Department ol Revenue will need to develop new regulations lor tho
predetermination process. Incterti sts to develop regulations will be $7,000 in FY 2009 lor travel, suppkos nno venue loos
related to regulation development Wu ...iticipate that the prodeturmiruilions can be made using existing stall

Pagu2 ol 2



Stale (‘apitol
REPRESENTATIVE BILL THOMAS Juneau AK, 99801-1182
ALASKA STATE LEGISLATURE DISTRICT 5 907-465-3732

c-inail: Renrctenlalive Bill. Thomaig Icgis state nk us
webpage; www.2trcpublicans.ofg/I110lna5/ 888-461-3732
FAX 907-465-2652

SPONSORSTATEMENT

321

SALMON PRODUCT DEVELOPMENT TAX CREDIT
REP. BILL THOMAS

The Salmon Product Development Tax Credit encourages and accelerates the development and
production of value-added salmon products in Alaska by providing an economic incentive to
make the necessary investments in new technology and equipment. Managed by the Department
of Revenue, the credit allows applicants to claim up to 50% of the value of eligible equipment on
their annual Fisheries Business Tax (FBT) returns. The FBT is a tax on the ex-vessel value of

fisheries resources landed in Alaska.

This credit program was a key recommendation of the Joint Legislative Saimon Industry Task
Force, and was first enacted in 2003. Since then it has stimulated some important changes in
Alaska’s industry. New processing equipment eligible for the tax credit enables businesses to
offer a more diverse complement of Alaska salmon products which helps increase overall
customer acceptance. Modem equipment also helps increase efficiency of processing operations
and improves throughput, meaning that quality is ir proved by handling fish while they are still
in fresh condition. This tax credit also encourages i:. state processing of our salmon which is

critical to job creation and retention in fishing communities.

Although Alaska’s salmon industry is beginning to recover from years of low values caused by
factors such as competition from fish fanning, the industry continues to be challenged by
changes in the marketplace and increasing labor and energy costs. Extending the tax credit
beyond its current sunset date of Dec. 31, 2008 will allow the industry to continue the progress
that is being made in developing and producing salmon products that will keep Alaska’s fisheries
competitive in world markets. This program is a wise investment in maximizing the long-term
value and benefits of our fishery resources for the good of all. The slate should continue to
support one of our most important basic industries by extending the Salmon Product

Development Tax Credit through passage ot HB 321.


http://www.2trcpublicans.ofg/ll101na5/
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Kep Pau Scloo

Chaimman, House fisheries Conittee
Aaska Legslature, Sate Capital
Juneau, AK 99801

I>car Rep Seetom

HB321

"herk vatt anti the | louse I'lihcric] Gommittee for heating | louse Ml J2J. *fhc Salon Product Develgonent
Tax Qredit program hes provided significant. incentive for our copany to nticasc our invesaronts mvalle
addngequipent in our plants in Nuknek and Ketchiken. [Tiis hill, it paired, will sirrply extend for three years
Whet hes Iteen a dearly sucoessful program VA lidtove this extersion is in the best interests of our indLstry in
thet it will provide continued monrentum to salinon processar’s dality to ensure thet Alaskals salon prodlLcts
continue to ke conetitive in world rerkets

Our conpany hes wsed this program to aoouire the equipent necessary to ¢t s into the production of
sanon fillets, salmon caviar and easy open (g ol auradtnati cart. All of these end prodlcts provice us with
gg@ﬁorﬁgnnmesforafmgdimtreerdmeofeempardofsﬁrrmtmh/\earcalzhm

iverlo

It is our desire to eqoand our conpany’s investrents in further value adding of our aslnon products esch year
to the extent thet such investients arc econaically fessile There i» much to he dore to ersure thet oor
Alaska salnon products continue to lie competitive. Not unlike meny ather buuncsre* our trstgTs are lidng
squeezed I a nunoer of rapidly increasing ocels, nat rite leest of which is our cost of dectncirr ad fuel
Continuing cost increases of thet megnitucke inhilul any buainess™ aality to reinvest caaital in equiprent ad
ours is no exception: In saite of these factars we plan lu invest to the extent possile and will dearly do mrore
of this thenwe atherwise would a>longas ilhi pregramis continued

W€ liunk sou fur your interest hi tins Iull and urgeyouand the i'islicik™ Cotnniinev togjipfove it

Alska (iencral Seafoods

CL
oc. Office of Rep Hil ‘Ihorrus. lan l'iHic by fax to907 HiS2632

Mary MeDowul. Vice I'resident psi+a 907 .'86 461«

TOIAL P.02
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Rep. Mike Chen; ult, Co-Chair
Rep. Kevin Meytjr, Co-Chair
House Finance C rmmittee
Alaska Slate Cap tol

Juneau, AK 99801

Dear Ryyresentatives,

Alaska Glacier Si ifoods (AGS) strongly supports ihe passage of HIi 321, renewing the
Salmon Product ipevelnpment Tax Credit.

AGS is located in Juneau, and is a wholly Alaska owned company employing about 40
people. We have eivcsted heavily in the salmon industry, producing fillets of king, coho,
and sockeye, as v.ell as high value toe products. The Salmon Pi rduct Development Tax
Credit has been vjtry helpful to AGS in weathering challenging times in the global
salmon market.

Challenges remain however, and wc support the continuation of this program Decause it
will help businesses such as AGS to improve our capacity, efficiency and our ability to
compete as an Alaskan business in a worldwide maiicet.

AGS greatly appr jcintcs the Legislature's understanding of the importance of the salmon
ministry in Alaskr ‘s economy, anil wc thank you for your continued support through the

oassagcof HR 32(1

Sincerely,

Mike Frfckson
President
Alaska Glacier Sotifrxuls, Inc.

PO, 00GA(IE3 = JNEAU, ALASKASERB = (@Y 250-380 = fx @) 73043h



ICICLE

Representatives Mike Chenault and Kevin Meyer
Co-Chairs, House Finance Committee

Alaska State Legislature

Juneau, Alaska 99801

January 29, 2008

RE: CSHB 321 An act to extend the salmon product development tax credit

Dear Chairmen Chcnault and Meyer,

| wish to express our support for CSHB 321, an act that would extend the
salmon product development tax credit program through the year 2011.

The tax credit program has served as a catalyst for modernizing and retooling
processing equipment to make the Alaska salmon industry more compel Live in
the world market place. We have utilized this program on a number of
occasions to purchase equipment to further diversify our product line and
improve quality. This has resulted in higher customer acceptance and
products with a longer shelf life.

It has been our practice to contact the Dept, of Revenue before embarking on
projects that we intend to use the salmon tax credit on for their opinion as to
whether or not. the project would qualify. Wc have found this to be helpful.
Therefore, wc can support the addition of the language in Section 2 allowing for
a preliminary determination by the Dept, of Revenue rcga ding the qualification
of a project for the tax credit.

The salmon product development tax credit program is beneficial and can
provide the incentive to make needed capital improvements a rational choice

during economically challenging times.

Your support of CSHB 321 would be very much appreciated.

Sincerely,
ICICLE SEAFOODS, INC.

Kris worna”
Clovernmcnt Affairs

PETERSBURG FISHERIES
A DIVISION OF ICICIE SEAFOQDS, INC.

P.O. Box 1147 « Peleribuig, AK 99833 « Tel: 907 772 4294 « fax: 907-772-4472



February 5, 2UB

To Whom It May Concern:

John West Foods Ltd wish to express our support for the extension of the Value-Added Salmon
Tax Credit currently under consideration by the Alaska Legislature. We support any and all
efforts to ensure that the manufacturers of Alaska canned salmor. are able to innovate and change

to meet the needs of our consumers.

Our markets in the UK, Holland, anti Ireland have long been very strong markets for Alaska
canned salmon. However, our consumers’ tastes arc changing and we have no choice but lo
change with them. Demand for traditional canned salmon, with skin and bones, has been
declining steadily in our sales regions and there is every reason to believe that this trend will
continue. Our consumer research regularly shows that younger consumers are deterred from
buying traditional canned products by the presence of skin and bones.

However we are currently having good success with new skinless and boneless canned salmon
products, and are aggressively expanding our offerings of these items. Our goal is to capture a
younger consumer base with these products and not allow the overall presence of Alaska canned

salmon to decline.

This tax credit has given substantial impetus to Alaska’s canners to invest in these skinless and
boneless canning lines. We need these products to grow and to keep Alaska canned salmon a core
product for the next generation of Luropcan seafood consumers. We fear that without the support
of this tax credit that the pace of cannery modernization will slow or stop entirely. This would
severely blunt our efforts to grow sales of Alaskan canned salmon.

Sincerely,

Ji hn Tomlinson
Director

John West Foods Ltd
Liverpool L2 2GA
United Kingdom

Main Ollice « Lancaster House Tithebatn Street, Liverpool 1.2 2<iA linyland

tdlephone(+ Ol 41) BL 2871

Fax (i Oil *14) 151 236 5465
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Boa 908, Wrangell. Alaska 99929

W R A N G E L L T, 907.874.3346 F. 907.874.3035

SEAFOODS
www.wiangellseafGocJs.corn

Representative Bill Thomas, Sponsor
Rep' ntalive Paul Sealon, Chair. llouse Fisheries Committee

Fax: 00/-465 2652

January 22, 2008

RK: Smmort lor MB 321 - Salmon Product Development Tax (T rtlit

Dear Representatives I'homas & Sealon:

On behall oi Wrangell Seafoods, Inc. (WSI). | would like to support 11B 321 Salmon
Product Development Fax Credit.

The salmon tax credit was a result of the woik of the Joint Salmon Legislative Tax
Force’s work several years ago. which recommended several ways the Slate could help
support the changes the Alaska salmon industry needed to make in order to turn the
economics of ihe industry around and allow the industry to compete on aglobal basis.

Re-tooli'ig was identified by many as one of the necessary changes. WSI has re-tooled
during the past year, changing this traditional cannery into a state-of-the-art tresh ami
frozen salmon processing facility, capable of preparing a high quality frozen salmon
ready lbr later value-added processing, utilizing the City's new cold storage. WSI
invested over SS million in this re-tooling, approximately 2rt times more than the
maximum tax credit we may be allowed over a three-year period. |tinier WSI’s
projections, the tax credit will not cos! the Stute of Alaska anything, because the re-
tooling has increased the capacity, quality, utilization, efficiency and xaliie of the plant,
which will return the State approximately three times the annual taxes aller this three

year period.

I lie salmon industry shll has a long way to go re-tooling Alaska shore-based plants in
order to be competitive with Ihe rest of the global food market. |be extension of tins bill
u ill encourage the industry u continue these improvements and investments which
extend lo the communities and State of Alaska.

Ihank von lbr your consideration and work on this bill.

istraior

I'rout 1/,,- /n>1ili. O)|(|


http://www.wiangellseafGocJs.corn

4 Nickerson Street  Seattle, WA 98109

House Finance Committee January 25, 2008
Alaska State Legislature
Juneau, Alaska 99801

RE: HB 321, Salmon Tax Credit

North Pacific Seafoods would like to express our support for the passage of ITB 321,
renewing the Salmon Product Development Tax Credit through the year 2011, The current
bill has allowed the industry to keep pace on Alaska salmon products in the quickly changing
domestic and world market. The extension of this bill to 2011 will continue the momentum
and success Alaska salmon products are enjoyed in the global markets.

North Pacific Seafoods started in Alaska in the canned salmon processing business. Today
we own and operate four (4) shore based seafood processing plants that the largest portion is
salmon, though we also process crab, halibut, black cod, Pollock, Pacific cod, fiat fish,
rockfish and dive products. Our facilities are located in the coast areas of Sitka, Kodiak,
Pederson Point and Togiak. With the changing market demands, North Pacific Seafoods has
converted from salmon canning to 100% fresh and frozen processor of Alaska salmon and

olher seafood items.

North Pacific Seafoods continues to invest in our facilities eacli year. With the briskly
increasing costs of energy, freight, labor and insurance, an increasing amount of our capital
improvement funds have been diverted to address these issues that would normally be
invested into product improvements. We have been utilizing the Salmon Tax Credit each
year to improve our product development in salmon fillets and salmon ikura. We plan to
continue to invest in salmon product development and the Salmon Tax Credit will allow us to

invest at an accelerated level as long as this program continues.

Wc thank you for the continued support through the passage of the extension to (lie Salmon
Product Development 'fax Credit program.

Sincerely.

| |/
I

Robert D. Niekinovich
President
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Senator Charlie Huggins, Chairman Sl w72 o
Senate Resources Committee
Alaska Legislature, State Capitol

Juneau, Alaska 99801

DearChairman Huggins:

It is my pleasure to introduce Peter Pan Seafoods, Inc. We were incorporated in 1950 as the successor
to P.E. Harris Co., which began canning salmon in Alaska in 1912, Peter Pan Seafoods processes and
sells various types of Alaskan seafood products All of our raw seafood is purchased from independent
fishermen participating in fisheries throughout Alaska. Our production facilities include: King Cove, Port
Moller, Dillingham, and Vcldez. Salmon products account for the largest portion of our sales, other major
product lines include crab, halibut, cod, Pollock and black cod. Our products are sold primarily to
wholesalers and distributors throughout the world.

Peter Pan Seafoods would like to thank Senators Hoffman. Stedman and Stevens for introducing SB248,
the Salmon Tax Credit Hill and request that the Senate Resources Committee hear and pass SB248,
the Salmon Tax Credit Bill. this bill simply extends for 3 more years an existing program that is proving
very successful for the Alaskan salmon industry. We hope to continue the momentum and progress this
program has afforded us n keeping our Alaskan salmon products competitive in the domestic and world

markets.

We have been able to utilize the salmon tax credit at each of our Alaska production facilities. Both King
Cove and Dillingham have added value added salmon fillet and ikura roe lines In Port Moller, we
expanded our value added salmon fillet operation; and in Valdez we added value added salmon fillet
production skinless boneless canned salmon and ikura roe The progress we have achieved by adding
and developing the value added s2Imon products in such a relatively short time is due to the Salmon Tax

Credit

The ever increasing costs of energy, labor, packaging and insurance are diverting the funds that could

otherwise be invested into these sorts of improvements. It is imperative to our industiy and Peter Pan

Seafoods IN particular that the salmon tax credit continue for another 3 years. Tnere is more to be

achieved in the development of the salmon value added program to ensure Alaska salmon products keep

%ace with_evolving world markets. We urge the committee to take quick action in support of SB248, the
almon Tax credit

Thank you and the Committee for your timely consideration of this issue

Respectfully,

Barry D Collier
President and CEO
Peter Pan Seafoods, Inc
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Salmon Product Development 1aX Credits
Calendar Years 2003 - 2006

Year 2003

Number of Companies Claiming Credits 16

»
Total Development Expenditures 1 S2.306.180

Product Development Credits Generated $1,153,090

Credits Denied at Audit 2 ($667,565)

Credits Allowed $485.525

1 See Attachment 1 for a list of expenditure categories claimed
2 See Attachment 2 for a list of reasons why credits were denied
1 The majority of these credits have not as yet been audited

2004

28
s& mrn
$4,155,456
($2.545,822)

$1.609.634

2005

24

$3,195,888
($1,092,639)

$2J 03.2-49

2005
29
$5.7.9.2.521
$2,896,261 3

($25.082)

mzim

Prepared by Tax Division
January 24, 2008
byT Cottongim



Attachment 1

Salmon Product Development Expenditure Categories

Qualified Expenditures
Code Description

BM Brining Machines

CM Curing machine

FM Fillet machines

FR Freezers

6GM Glazing machines

GR Grinders

HR Horizontal retorts

IM Ikura Packaging machine
PM Pin bone machines

RD Roe drying machine

RR Roe rubbing machine

RS Roe separator

RV Roe vibrating machine
RW Roe washer

SH Smokehouse

VM Vacuum packaging machines

SKM Skinning machines

iNon-Qualified Expenditures

Code

BDC
DIB
DOP
FA/
FSH
FTT
FWD
GTM
HDM
[CM
LBC
LBE
LBM
LBR
NPW
PBM
PKG

PRC
RFC
RFM
RPM
RPS
SBS
SCL
TBL
TLP

TRN

WDB

Description
Building construction
De-ice hin
Dock piiings
Fishing Vessel
Fish hooks
Fillet trim table
Fish washer/dryer
Gutting machine
Heading machine
Ice Machine
Labor- Construction
Labor- Electrical
Labor- Plumbing
Labor- Refrigeration
Net pens for wild fish
Plumbing
Bag blowers
Tape machines
Banding machines
Strapping macnine
Dispensing & Sealing machines
Labeling machine
Low pressure receiver
Refrigeration compressor
Misc. refrigeration equipment
Roe processing room
Roe processing station
Stun/Bleed systems
Scales
Tables
Air knives
Fillet sharpener
Spare parts
Deck crane
Dolly carts
Fillet baskets
Filleting line
Fish pump equipment
Freeze carts
Freezer rolling racks
Loading ramp
Pallet jacks
Pocket conveyor
Tote Dumper
Totes
Washdown hox
Prepared by Tax Division
January 24, 2008
by T Cottongim



Attachment 2
Salmon Product Development Tax Credits Denied

Reason Credit Denied

Not producing a value-added salmon product
Not predominately used for salmon

Used property

Costs included Stale grants

Unsubstantiated investment costs

Not personal property

Spare parts, tools, supplies

Fees paid to another fisheries business claiming a credit
Taxpayer in arrears

Miscellaneous

Fepareri by Tax Division
January 24. 2008
byT Cottongim



