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a complete application, the department shall approve or disapprove die application for
the credit within 60 days.

() The department may not approve a tax credit under this section if (1) the
department determines that the contribution does not qualify under (g) of this section;
ar (2) the taxpayer claiming the credit is in arrears in the payment of the tax levied
by this chapter. For purposes of this subsection, a taxpayer is not in arrears if the
payment is under administrative or judicial appeal.

(@ A contribution allowed as a credit under this section may not be claimed
as a credit under another provision of this title."

Page 4, following line 9
Insert a new subsection to read:
"() Inthis section, “tax revenue collected” does not include amounts credited

against taxes under AS 43.77.035."

Page 4, line 13 after "(1)"

Insert "‘community development quota” has the meaning given that term in a
requlation adopted by the Office of the Governor, under authority granted by art. HI, secs. 1
and 24, Constitution of the State of Alaska, to implement a program of the North Pacific
Fishery Management Council to set aside fisheries resources for community development
purposes in western Alaska;

(2)"

Renumber the following paragraphs accordingly.



JUSTIFICATION: The western Alaska Community De_\/eIoPmentQuotapro ram was
initiated by the State of Alaska, western Alaska residents, and the North Pacific
Fishery Management Council for the purpose of creating a fishing economy in one of
the nation’s most economically-depressed areas. To create these economies, Six
community grouRs have formedalong the Beriug Sea coastline. While each group has
chosen a somewnat different method of obtaining this goal, the basic components are
the same: training residents to work in the seafood industry; obtaining education in
the various aspects offisheries and fisheries business; building the infrastructure for
the communities to become active members of the fishing industry; basic research
into fisheries; and setting up seafood businesses.

The first four categories of the activities listed are in the nature of governmental, as
opposed to business, functions. For those communities with ports, income from the
landing tax will be available to carry out these governmental functions. However,
those community groups without established ports will not be able to receive funds
from the landing tax for .hese purposes and will have to use their limited investment
capital on programs and projects which cannot sustain themselves financially. This
amendment will provide a Source of funding for these governmental programs to
these "port-less" communities.

The amendment is written narrowly in order to limit its application and impact on
the general fund and the established ports.

* First, the tax credit can only be used for a limited set of activities that can
be considered "governmental functions” rather than to "private, business functions."

* Second, the tax credit will be counted against the amount ofmoney available
for appropriation by the Leg’ ature for revenue sharing with communities, not

against the general fund,

* Third, the tax credit is limited to 50% of the value of fish harvested by the
community development quota fisheries, which at the presenttime is only 7.5% of the
Bering Sea pollock quota. [The tax credit would be limited to 50% of the 3% landing
tax or 1.5% of the value of 7.5% of Bering Sea pollock quota.] While this is an
extremely small portion of the revenue sharing with communities, it will be an
important source of funding for small communities seeking to establish a fishing
economy, but presently without the skills and infrastructure to succeed.

* Fourth, allowing fishing companies which participate in the community
development quota fisheries access to this tax credit does not impose anﬁ unfair
burdens on other offshore fishing companies as ail ofthe companies will pay the same
amount of tax; the only difference is the end use of the funds made available.

¢: lexamenl
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April 7, 1993

Ms, Molly McCammon

Office of Representative Carl Moses
Alaska State House of Representatives
Room 204 -State Capitol

Juneau, Alaska 1-1182

Dear Ms. McCammon:

As a follow-up to our telephone conversation, |am sendmé] %/ou information
about the Bering Sea Commercial Fisheries Development Foundation (Foundation).
Although we have only been in existence for less than two years, the projects that we
have undertaken have Prowded a tremendous benefit to Western Alaska Coastal
Communities. We are trying to expand these opportunities.

_ I'believe that the Foundation has a real interest in the Fishery Resource
Landing Tax Bill (House Bill No. 264) with respect to providing direct social welfare
and economic development opportunities to Western Alaska Coastal Fishing
Communities, My first impression of the bill is that language is needed to provide a
mechanism that would allow the Foundation to receive direct appropriations from
these revenues to assist the communities. In addition, an economic incentive to the
fishing companies to contribute directly to the Foundation would require a tax credit
provision recognizing these husiness contributions. The details of direct ,
?pgropnait(m(rils tct) the Foundation and a reasonable tax credit for the industry will need
0 be worked out.

The main objective of the Foundation is to match diverse fundm% sources to
community hased projects. Lmkmg state tax revenues with private funds and
community resources ,through the Foundation seems to me o be a way to maximize
the financial opportunities that the communities have available to them, while
expanding the individual contributions as far as they will go.

1577 C Street, Suite 310 Anchorage, AK 99501-5133 (907)263-9881 FAX (907) 263-9920
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. Please feel free to contact me fyou should have questions about the enclosed
information, our projects, or our mteresty In House B||FNo.q264.

Sincerely,

DeweY, Schwalenbert
Executive Director

enc. 1
cc: Mr. Johne Binkley, President
Mr. Harvey Samuelsen, Vice-President
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1. IN 1990 THE OFFSHORE SECTOR PROVIDED THE FOLLOWING
CONTRIBUTIONS TO ALASKA:
TAXES $5.4 MILLION (NOT COUNTING CORPORATE, PAYROLL AND
CERTAIN LOCAL TAXES)
PAYROLL $7.0 MILLION
ADMINISTRATIVE $2.3 MILLION
STORAGE $8.7 MILLION
TRANSPORTATION $7.9 MILLION
GROCERIES/SUNDRIES $3.4 MILLION
MAINTENANCE A\D REPAIR $14.4 MILLION
FUEL AND LUBRICANTS $59.7 MILLION
MISCELLANEOUS $12.6
TOTAL/90 « $121.4 MILLION

2. IN 1991, AFTA ESTABLISHED THE BERING SEA COMVERCIAL
FISHERIES DEVELCPVENT FOUNDATION FOR THE PURPOSE OF ASSISTING IN
THE CREATION OF OPPORTUNITIES FOR THE RESIDENTS OF WESTERN ALASKA
TO BENGAGE IN THE COMMERCIAL FISHING INDUSTRY — IN BOTH THE
HARVESTING AND PROCESSING SECTORS.  AFTA MBVBERS SUPPORT THE

1
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FOUNDATION THROUGH ASSESSMENTS AGAIN*T EVERY TON OF FISH THEY
CATCH IN THE BERING SEA AND GULF OF ALASKA,  BY THE BN\D OF 1992,
OVER $680,000 HAD BEEN CONTRIBUTED TO THE FOUNDATION. THE FIRST
PROJECT UNDERTAKEN BY THE FOUNDATION WAS AN AGGRESSIVE TRAINING
PROGRAM THROUGH WHICH OVER 100 WESTERN ALASKAN RESIDENTS WERE
RECRUITED FOR SPECIAL TRAINING PROGRAVE CONDUCTED BY THE ALASKAN
VOCATIONAL TRAINING CENTER IN SEWARD, GRADUATES OF THE TRAINING
PROGRAM WERE THEN OFFERED BVPLOYMENT ONBOARD AFTA VESSELS.  BY
THE BND OF 1992, OVER 100 WESTERN ALASKANS HAD BEEN RECRUITED,
TRAINED A\D EVPLOYED BY THE OFFSHORE INDUSTRY. AN ADDITIONAL 300
CRADUATES OF THE PROGRAM ARE ANTICIPATED IN 1993.

3. SIX OFFSHORE COMPANIES, FIVE OF WHCH ARE AFTA MEVBERS, ARE
CURRENTLY ENGAGED IN PROJECTS WITH CDQ COMMUNITIES IN WESTERN
ALASKA — FROM ATKA TO NOVE AND THE PRIBILOFS.  THOSE PROJECTS
WILL GENERATE NEARLY $20 MILLION DOLLARS A YEAR IN INCOVE AND
OTKSR BENEFITS ACCRUING TO WESTERN ALASKAN COMMUNITIES.  AS A
RESULT, WESTERN ALASKAN RESIDENTS SHOULD HAVE THE SEED MONEY
NECESSARY TO DEVELOP THE EXPERTISE AND INFRASTRUCTURE REQUIRED TO
ESTABLISH A VIABLE COMMERCIAL FISHING INDUSTRY IN THEIR AREA

4. IN ALASKA FCR 1990 THE AT-SEA FLEET GENERATED MCRE THAN 800
JOBS (USING MULTIPLIER EFFECTS). THE AVERAGE WAGE IN 1990 WAS
$27,000. ENTRY LEVEL WAGES FOR A 60-DAY "TRIP" ARE AS MUH AS

$10,000.
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5. THE AT-SEA FLEET, IN ADDITION TO THE $7.0 MILLION IN DIRECT
WAGES WAS ALSO RESPONSIBLE FOR APPROXIMATELY $9.0 MILLION IN
INDIRECT WAGES. WE DO BUSINESS WITH ALASKA COMPANIES SUCH AS:
OFFSHORE SERVICES INCORPORATED, ALASKA AIRLINES, MARK AIR,
FACTORY TRAMER SUPPLY, PENINSULA AIRWAYS, MORRIS AIR, DUICH
HARBCR BUNK HOUSE, SPENARD LUVBER, ALEUTIAN MARINE ELECTRONICS,
INDEPENDENT LIFT TRUCKS, DUTCH HARBCOR TAXI, HARRIS ELECTRIC,
ALASKA SHIP SUPPLY, PACIFIC SHIP SUPPLY, UNISEA INN, WALSHK
SHIPYARD, ALFA WELDING, WATERFRONT WELDING, KODIAK TRANSFER,
KODIAK WESTMALK,  SHELIKOF INN, PUFFIN INN, ARC N SPARK, SPILL
SHIELD, CARLS INC., NORTH STAR TERMINAL, AND NAPA TO NAVE A FEW,

6. IN THE LETTERS INVITING US TO PARTICIPATE IN THIS IMPORTANT
MINI-SUMMIT YOU ASKED US TO ADDRESS "INCENTIVES TO MAKE ALASKA AN
ATTRACTIVE PLACE TO DO BUSINESS." QR FIRST SUGGESTION WOULD BE
THAT YOU DO YOLR OAN ASSESSVENT TO VERIFY THAT THE NUMBERS VIE
JUST PROVIDED YOU ARE CONSISTENT WTH YOLR RECORDS AND THEN
RECOGNIZE THAT THE OFFSHORE PROCESSING SECTOR IS AN IMPORTANT
ECONOMIC FACTOR IN° ALASKA AND THAT YCU ENCOURAGE QLR CONTINUED
PARTICIPATION IN THE FISHERIES OF THE U.S. OFF ALASKA

UP UNTIL NON VE OFTEN FEEL THAT THE INVESTMENTS BY
OURSELVES AND FINANCIAL PARTNERS ARE NOT TREATED AS CONTRIBUTING
TO ALASKA'S ECONOMC WHLL BEING. V\E NEED THE PEOPLE OF ALASKA TO
RECOGNIZE OUR CONTRIBUTION AS OUTLINED ABOVE TO ALASKAS ECONOMC
WELL-BEING AND FACTOR US INTO YOUR FUTURE PLANS.

3
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OF A MORE SPECIFIC NATURE WE HAVE THE FOLLOWING SUGGESTIONS:
STREAMLINE THE PROCESS FOR BECOMING INVOLVED IN SALMON
AND HERRING PROCESSING*
MODIFY STATE REGULATORY MEASURES THAT ARE DESIGNED FOR

ON-SHORE PROCESSORS TO MEET THE CHALLENGES OF OFF-SHORE
PROCESSING.

7. IN CONCLUSION, THE AFTA COMPANIES HAVE ENJOYED BUSINESS
SUCCESS IN ALASKA.  WE HAVE CONTRIBUTED SUBSTANTIALLY TO THE
ALASKA ECONOMY AND VE VERY MUCH WANT TO CONTINUE DOING BUSINESS
HERE -- A HEALTHY BUSINESS CLIMATE FOR FACTORY TRAWLERS IN ALASKA
IS GOCD FOR US, GOOD FOR ALASKA AND GOCD FOR AMERICA'S DOMESTIC
CONSUMERS AS KELL AS OUR BALANCE OF PAYMENTS OVERSEAS. LET'S
KEEP TALKING POSITIVEIt



Carl L. Rosier, Commissioner

EuiKc Cpmmunication*

tﬁ%&jﬁ?%%}%%
Alaska Departmentof Fish & Game

Testimony on House Bill 264 before the House Special Fisheries Committee

Carl L. Rosier

Commissioner _

Alaska Department of Fish and Game
April 5, 1993

| am pleased to see HB 264 introduced. This is an idea whose time has
come. With the departure of the foreign fleets from within the 200 mile
limit, or Exclusive Economic Zone (EEZ) the offshore factory trawl
industry is fully Americanized. A large fleet of approximately 60 plus
modern vessels, mostly based in the state of Washington, operates within
the EEZ off the coast of Alaska. This fishery has heen extremely
profitable and rapid capital investment has occurred.

This fleet harvests a bycatch of crab, halibut, herring and salmon while
targeting on other species. These species are important to Alaska's resident
fishermen and processors, and their coastal communities. The incidental
harvest of these species by the factory trawlers has an economic impact on
Alaskans by the removal through bycatch of resources that would
otherwise be harvested and processed by residents of coastal Alaska.

This fleet avails itself of Alaskan docks and harbors, communications and
transportation systems, as well as medical services when needed.

This fleet pays virtually no taxes to the state for either the services it
receives or its impact on coastal, Alaskan communities. HB 264 proposes a
modest, 3% tax on product landed in Alaska for shipment to market
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elsewhere. The revenue from this tax could help pay for the services used
by the factory trawlers and mitigate for some of the economic impact they
have on Alaska's coastal communities.

It is also no secret that management and enforcement in the offshore
fisheries are underfunded. The revenue from this landing tax would
provide a necessary addition to the funding of these functions.

However, | am concerned about the budgeting process we are witnessing in
the State Senate this year. If the approach to funding natural resource
management being proposed in that body prevails, then the henefits offeree
by the additional revenue from HB 264 will be significantly reduced. If
Alaska is to maintain or increase its revenues, jobs, and resident income
from fish and wildlife resources, then it has to be willing to put its money
into the management of these resources.

| recognize the fiscal situation the state is facing as oil revenue declines.
While fish and wildlife resources will never offer the tax revenue that oil
does, these resources do offer abundant employment and income producing
opportunities for Alaskans. The facts show that the users have been
willing to pay a fair share of the cost of managing and protecting these
resources. The prudent thing is to build the renewable resource hase of the
state now, so that when oil revenue declines, these renewable sources of
employment and income will be strong. This cannot be done with the cuts
to natural resource management being proposed in the Senate.

In closing, | want to thank the House leadership for the approach they have
taken on the budget this year. While the department has taken reductions,
it has been done in a thoughtful, responsible fashion. | have especially
appreciated the dialogue between the House budget writers and the
department.

House bill 264 will help provide the management, research, and
enforcement that must be done if fisheries resources are to continue their
productivity on a sustained yield basis. | want to thank Representative
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Moses and the House Rules Committee for the introduction of this bill. 1
fully support passage of it before the session adjourns.



BSFA Bering Sea Fishermen’s Association

725 Christensen Drive
Anchorage, Alaska 99501
(800) 770-6519 (Within Alaska)
(907) 279-6519

FAX (907) 258-6888

Serving western Alaska small boat fisheries since 1080

MEMORANDUM

TO: Rep. Terry Martin~~
House Finance Committee

FROM: Karl Ohls o
Bering Sea Fishermen's Association

DATE: April 24,1993
RE: Request for information related to HB 264

In response to your request for information, | wish to provide you with a list
of the communities in western Alaska that would be affected by the CDQ tax
credit amendment to HB 264 and a list of the projects that could potentially
benefit from the CDQ tax credit.

Below, | have listed the CDQ corporations | spoke for at today's House
Finance Committee hearm?, the communities they represent, and the
nonprofit/community development projects they are implementing with
their CD(fQ revenues. In some cases, these projects may be modified for
reasons o fea3|b|I|tE/, but they were all included in the development plans the
corporation” submitted to the state.

Bristol Bay Economic Development Corporation.fBBEPCA - Aleknagik,
Clark's Point, Dillingham, Egeqik, Ekuk, Manokotak, Naknek, Pilot Polnt,
Port Heiden, Savonoski/King Salmon, South Naknek, Togiak, Twin Hills,
and Ugashik. BBEDC was established as a nonprofit corporation.

* A Community Development Plan consisting of a fisheries
employment training lorogram, a small business development
program, grants for value-added processing and marketing, and
extension ‘services to halt the regional loss of limited “entry

permits.

*  Scholarship Endowment Fund for university and
vocational education.



* Matching funds for regional infrastructure construction.

Coastal Villages Fishing Cooperative (CVFC) - Chefornak, Chevak, Eek,
Goodnews Bay, Hooker Bay, Kipnuk, Kongiganak, Kwigillingok, Mekoryuk,
Newtok, Nightmute, Platinum, Quinhagak, Scammon Bay, Toksook Bay,
Tuntutuliak, and Tununak. (All"of these communities are located in the
Kuskokwim. Delta region of western_AIaska.? CVFC was established as a for-
Proflt corporation and pays all applicable state and federal corporate income
axes.

*  "Salmon Roe University" to train residents to be salmon
roe (eggs) technicians.

*  Purchase or construct a salmon processor to operate in the
lower Kuskokwim River,

* Grants for fisheries infrastructure development.

*  Training programs for residents to work in groundfish
harvesting, processing, marketing, and corporate management.

*  Coastal Villages Scholarship Fund for careers in the
fishing industry and in fisheries management.

*  Repatriation_program for regional salmon and herring
limited entry permits.

*  Financing for the purchase of vessels for local and
nearshore fisheries.

Norton Sound Economic Development Corporation CNSEDC) - Brevig
Mission, Diomede/Inalik, Elim, Gambell, Golovin, Koyuk, Nome, St
Michael, Saivoonga, Shaktoolik, Stebbins, Teller, Unalakleet, Wales, and
White Mountain. NSEDC was established as a nonprofit corporation.

*  Major cooperative agreement with Alaska Department of
Fish and Game to rebuild salmon runs on rivers throughout the
region.

* Educational salmon hatchery programs in local schools.

*  Loans for vessel upgrades and the purchase of fishing gear
and Norton Sound salmon and herring permits.



* Commercial herring and salmon fisheries workshops for
local fishermen.

* Cor __truction fund for the renovation and construction of
local shoreside fish processing plants.

*  Purchase multi-use vessel for halibut, black cod, and other
species, and for use as a salmon and herring tender or processor.

*  Training and employment program for fishing and
processing jobs.

*Scholarships for advanced education and technical school
training in fisheries-related areas.

*  Permanent endowment for training and education.

Yukon Delta Fisheries Development Association (YDFDA) - Alakanuk,
Emmonak, Kotlik, and Sheldon Point. YDFDA was established as a nonprofit

corporation.
*  Fisheries training program for local residents.

* Atleet of small catcher vessels to operate in local longline
and/or pot fisheries.

*  Emmonak shoveside processing and cold storage facility.

*  Fund for the purchase of regional salmon limited entry
permits.

For both your information and the information of the committee, I will
provide you with the requested details on the two remaining CD(%
corporations. | wish to emphasize that my comments on HB 261 only reflec
the positions of BBEDC, CVFC, NSEDC, and YDFDA. Additionally, the
funding situation on the projects planned by APICDA and CBSFA may be
entirely different than that of the previous CDQ corporations.

Aleutian Pribilof Islands Community Development Association fAPICDAI -
Atka, False Pass, Nelson Lagoon, Nikolski, and St. George. APICDA was
established as a nonprofit corporation. Akutan and Unalaska participate in
the training and education programs.

*  Comprehensive vocational education, job training and
employment programs.



*  Higher education endowment fund.

*  Completion of St. George boat harbor and ancillary
economic development.

*  Nelson Lagoon dock design.
*  False Pass gear storage warehouse.
*  Water and sewer service for the new False Pass dock.

* Engineering design for Atka dock and economic feasibility
study onrelated shoreside development.

Central Bering Sea Fishermen's Association (CB5FA) - St. Paul. CBSFA'is a
nonprofit corporation.

*  Boat loan program for 32 to 125 ft. vessels capable of
participating in Bering Sea multi-species fisheries.

*  Set aside funds for St. Paul Island infrastructure
development.

If | can provide you with further informat; 'n, please do not hesitate to
contact me at 279-6519. Also, for more details, please consult the booklet "The
CDQ Program: New Economic Potential for Western Alaska". Extra copies
should be available in the offices of Rep. Foster, Rep. Hoffman, Rep. MacLean
and Rep. Moses, and from Mr. John Walsh of the Dept, of Community and

Regional Affairs.
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WALTER J. NICKEL, GOVERNOR

P.0. BOXS

DEPARTMENT OF REVENUE JUNEAU, ALASKA 99811-0400
PHON%)J%? 165-2300
OFFICE OF TI_ COMMISSIONER TELEFAX: (907) 465-2389
June 2, 1992

The Honorable Walter J. Hickel

Governor

State of Alaska

P.O. Box 110001

Juneau, AK 99811-0001

Dear Governor Hickel:

~ We are pleased to present you with this report on the results of our 1991 study of Alaska’s
fisheries business taxes. The réport provides an overview of the laws, assesses how well they
are working, and makes recommendations for improvements.

_ Following a 1989 Legislative Audit report, the Department of Revenue allocated additional
audit resources to the fish tax programs. In conjunction with this effort, which yielded $1.3

million in fish taxes in FY 91, die division analyzed the level of tax compliance for each of the
fisheries. This study is the result of that analysls.

Sincerely,

Darrel J. Rexwinki
Commissioner

DIR:mll
Enclosure

0”N-JSLH L*. rv -teo o' 'ecvc.e- oacfr






L4

V\blterSBaIﬁ-MaE@vemor
DarrelDfﬂoT\%g(\mgr &}%m

999999



1991 Fish Tax Study preparedfor

State of Alaska
Walter J. Hickel, Governor

Department of Revenue
Darrel J. Rexwinkel, Commissioner

Income and Excise Audit Division
Larry E. Meyers, Director

prepared by

Mark A. Graber
Susan L. Christy
Pat A. Shanley
Joan E. Roomshurg

Exhibit 1prepared by
Cari Meyer

INCOME AND EXCISE AUDIT DIVISION
ALASKA DEPARTMENT OF REVENUE

May 1992



WALTER J. HICKEL, GOVERNOR

DEPARTMENT OF REVENUE NEAL ALASKA 99611040
PHONE)?OY(} 465-2300
OFFICE OF THE COMMISSIONER TELEFAX. (907) 465-2339

June 2, 1992

The Honorable Walter J. Hickel
Governor

State of Alaska

P.O. Box 110001

Juneau, AK 99811-0001

Dear Governor Hickel;

~ We are pleased to present you with this report on the results of our 1991 study of Alaska’s
fisheries husiness taxes. The report provides an overview of the laws, assesses how well they
are working, and makes recommendations for improvements.

_ Following a 1989 Legislative Audit rejwrt, the Department of Revenue allocated additional
audit resources to the fish tax rograms. I(n conjunction with this effortI which yielded $1.3

million in fish taxes in FY 91, the division analyzed the level of tax compliance for each of the
fisheries. This study is the result of that: analysis.

Sincerely,

Darrel ,T Rexwinkc
Commissioner
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Addendumto ... Fish Tax Study

On Page 32, Table 21, the table labeled Summary of Increased Revenues Per

Tear from Proposed Legislative Amendments and Landing Tax, should read as

follows:

Table 21
Summary of Increased Revenues Per Tear fromnm

Proposed Legislative Amendments and Landing Tax

Llcensm Requirements
Ro Taxe Segaratey $ 923,000

Ralse License Fee t% $250 107,000
Inf rmation Report by Cash Buyers

eptable Securlt

Ta Im pos?d on Acquiring Resources
Responsible Person

nlt ns

FIS eries Business Defined
Ro? as Resource. Defined

Value Dete[mlnatlons .
Lienable Real Pro erty Defined
Processmg Define

DDA
QLGOI LI
UIOIUTIOIUTITITTIUTION
NOOOOOOO
O~JOUT1LONF— -
OOOUT1IOOIU—

Processing for Sale to
(15) MaCr g%u\n/]a[ue to Include (5,000)
Tendering Costs 3,750,000

43.77.010 Landing Tax Revenues $14,200,000
Less estimated costi, of administration

Tax Examiner {40,000

2 Field Auditors (116«QQ

Net Revenues from a Landing Tax 14,044.000
Total Net Increased Revenues per Year $18.819.000

tThe earlier table contained an error in the estimated tax from a landing
ax.
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EXECUTIVE SUMMVIARY

This study has three purposes: to provide an overview of Alaska’s fisheries tax laws, to assess how
well the laws are working, and to make recommendations for improvements.

Overview of Alaska Fish Taxes

The Department of Revenue administers three Alaska fish tax programs— Fisheries Business Tax,
Seafood Marketing Assessment, and Salmon Enhancement Tax. This study brieflyexplainswhat is taxed
and who must pay it, along with the basic tax structure and rates.

The Fisheries Business Tax is a tax on the value of fisheries resources processed in Alaska and
unprocesssed resources exported out of Alaska. There are four tax rstes applied to value depending on
where andhowtheresource isprocessed andwhetherthe resource i3anestablished or developingfishery.

The Seafood Marketing Assessment is assessed on the value of seafood products purchased by a
processor. The tax rate — currently .3%— has been determined by vote of the processors.

~ Sixaquaculture re?ions have elected to impose a Salmon Enhancement Tax by majority vote ofthe
limited entry permit holders. The tax— currently 2% or 3% ofthe value depending on the region— s
imposed upon the fisherman.

Fisheries Tax Compliance

Eight state and federal agencies are involved in managing fisheries in and around Alaska. In its
effortstoadminister fishtax laws, the Department ofRevenueis affected by their decisions and activities.
This study tmcludes a brief description of each agency and the role it plays in Alaska fisheries
management.

~Responding toaJune 1989 legislative audit, the department allocated additional audit resources to
fish taxes. An audit group dedicated to fish tax audit and compliance completed 53 field audits and 788
desk audits during FY 91, assessing $1.3 million. In addition, the giroup established a compliance
presence on the fishing grounds and established internal programs to locate non-compliance,

~Inconjunction with these efforts, the division analyzed the level of compliance for each of the
fisheries. The division wanted to know the potential revenue to be gained by increased audit and
compliance efforts, as well as foe fisheries and/or groups of taxpayers with the most non-compliance.
Two types of romfMsnrilwere considered: value compliance and pound compliance.

An analysis of Value compliance™ asks: Is the correct taxable value beii\g_ reported? The group
found that this type of compliance could only be determined onan individual audit basis. However, the

group found recurr.vi# value issues in its audits. The most common issues concerned the interpretation
of “taxable value” and failure to report bonus payments and year-end adjustments.

An analysis of “pound compliance™ asks: Were all taxable pounds reported to the department? To
determine this, the division compared total pounds harvested in Alaska with total ,ooun_d_s reported to
DOR as taxable. The difference, or “unaccounted for* pounds, represents potential additional taxable
value. Ifall of these “unaccounted for” pounds in all of the fisheries were subject to tax, additional tax
revenues would be $1.2 to $2.4 million/year.

Alaska Department of Revenue Income & Excise Audit Division iii



Alaska’s salmonfisheries provide the majority of the tax revenues, generating 61% of the fish tax
revenues. Compliance within the salmon fisheries is high, with 96% ofthe salmon reported to ADF&G
also reported to DOR as taxable.

The herrin%fish_erg also shows high pound compliance. While these fisheries are of high value,
they are also very short in duration and so contribute only 3% oftotal fish tax revenue. Onaverage, 97%
of the herring pounds harvested are reported to DOR.

Based on compliance and audit experience, the division believes that unreﬁorted pounds of salmon
and herring can be attributed to: (1) data entry and reportl_nﬁ errors made by the processors, ADF&G,
and DOR; ?2) customprocessing arrangements whereby neither the owner ofthe resource nor the custom
processor reports the resource processed; 53 dock sales of unprocessed resources aswell as ﬁrocessmg
done outside Alaska’s tax jurisdiction; and (4) non-compliance (processors not licensing with DOR nor
filing tax returns and processors not reporting all pounds processed).

Shellfish is a high value resource that represents 22% of the total fish tax revenue. Most of the
pounds reported to ADF&G — 97% — are crab. Over the three years covered by this study, the
percentage ofpounds notreported to DOR hasremained relatively constant, averaEmg 1%. Most ofthis
crab harvest— 18%—is attributed to catcher/processors operating outside Alaska’s taxjurisdiction in
the Exclusive Economic Zone (EEZ). The remaining 3% of unreported pounds can be attributed to data
entry and reporting errors as well as non-compliance.

The groundfish fishery can be characterized as a high volume, low value fishery. Groundfish
accounts for 70% of the ADF&G pounds harvested, 22% ofthe value harvested, but only 6% ofthe tax
revenue collected. The low tax revenue is due to harvesting and processing groundfish in the EEZ, the
lowprice per pound value, and the low developing fishery tax rates that apply to most of the groundfish
species processed during the period covered by this stualy.

For the combined crab and ?roundfish fisheries, the total pounds claimed to be harvested and
processed inthe EEZ represent value ofapproxmatelgl $192.3 million/year. Ifall ofthese pounds were
subject to tax, additional tax revenues would be $6.8 million/year. But there are vast differences of
8pmmn surrounding how often crab and groundfish operators harvest and process in Alaska waters.
Currently the state does not have the data to determine if these pounds are taxable. However, based on
its knowledge of the EEZ fisheries, DOR believes foe majority of these pounds are not subject to tax.

|fthe state wants to tighten compliance in foe EEZ fisheries, DOR would need better information.
Aneffective tool could come fromrequiring the onboard crab and groundfish observersto document the
harvesting and processing inside Alaska waters by EEZ catcher/processors.

As with groundfish, much of the halibut is harvested outside Alaska’s three mile limit. Because
openings are short (usually one to two days) many fishermen with sophisticated refrigeration systems
transport their catch directly to Seattle where it commands a higher price. The study shows that 8% of
the ha) ibutpounds harvested isnot reportedto DOR. Thisdifference most likely represents data capturing
and reporting errors, dock sales by fishermen to consumers, and non-compliance. At present, the
International Pacific Halibut Commission only releases halibut harvest data bK pounds landed ﬁer port.
Compliance information such as pounds per processor is not released. This lack of harvest data hampers
DOR’s efforts to further analyze compliance in the halibut fishery.

Y Fish Tax Study May 1992
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Recommendations

The department has identified four general areas that can
be changed to improve fish tax compliance and enhance revenues.

1. The ADF&G Fish Ticket System

~ Problem: The current system allows an unscrupulous processor to operate without a license by
using plates and tickets left over fromaprior E}é)ear. DOR has found 21 processors that were using invalid
processor 1D codes for 1989, and 37 for 1990.

SEEMIUENltiQIL Provide for ayearly processor ID code andprovide for an annual expiration date
on the imprint plates. This would require a change in ADF&G procedures, and the purchase of a new
machine that can make a plate in seconds (available at a cost ot $13,000—$18,000).

2. DOR Licensing Procedures and Unpaid Tax

Problem: An analysis of the non-collectible accounts shows that many are for businesses that
operated for only one year and either had prepaid tax as security that did not cover their eventual liability
or did not file returns.

Recommendation « DOR must continue to scrutinize license applications for adequate prepayment
oftax, and issue assessments as soon as Bossmle fornon-filers. (Improvements in licensing and auditing
procedures were made following the 1989 legislative audit.)

~Recommendation: Change the fisheries business statutes to allow the department to deny licenses
to fisheries businesses and owners that owe the state any taxes, and give express authority for DOR’s
currentpolicy ofrequiring lienable value to be threetimes the tax liability, andmake it clearthat personal
property and other forms of collateral are not acceptable.

3. The Observer Program

Problem: There is no practical way for auditors to determine and document processing done by
floaters or catcher/processors inside the three mile limit.

Recommendation- Have ADF&G observers onhboard vessels monitor and document harvesting and
processing inside the tfcjee mile limit. With this evidence, DOR could ensure that every vessel with zn
observeris incompliance with the fish tax laws. This procedure would needto be approved by the Alaska
Board of Fisheries and coordinated with ADF&G.

4. Statutory Changes to the Fish Tax — Landing Tax

Problem: The in-depthaudits ofprocessors have broughtto light areas of confusion by the industry
and problems of inconsistent interpretation of the law.

Recommendation: Change the statutes to clarify the issues encountered in field audits, including
modlfylnﬁ the definition of taxable value and the definition of who is liable for the tax, and make other
changes that will give the state better tools to administer the fish tax program. Make statute chan?es that
will enhance revenues, such as taxing salmon roe when processed and defining the point of valuation.

Alaska Department of Revenue Income & Excise Audit Division \



Problem: The current structure of the fisheries business tax imposes a tax only on those resources
harvested and/or processed inside Alaska’s three-mile limit. This has not been effective in generating
revenue from floating crab and groundfish catcher/processors.

RfmmmtnAntinn: Impose a landing tax which taxes the market value of the fisheries resources
brought into the jurisdiction of the state not otherwise subject to the fisheries business tax established
by AS43.75. The objective would be to tax that part of the offshore fishing and processing activity that
impacts Alaska’s fishing communities and which is not at present being taxed.

~Changes to the tax law would capture significantly more tax._AIthough_e_stimates of revenue are
difficultwith data available, DOR estimates that Alaskawould receive an additional $14.2 million/year
froma landing tax. This estimate is based on unprocessed value and a 5% tax rate. Actual tax received
would vary depending on the tax base and the tax rate.

Table 21 onpage 32summarizes DOR’sestimates of net increased revenues fromstatutory changes
and the imposition of a landing tax.

Exhibit 1 beginning on page 33 details the proposed statutory changes with explanations for and
comments about each.

Note:

All of die research and data compilation, and most of the writing of this study was completed inthe
early fall of 1991. Since that time, significant events have occurred and new data has become available
that may change some of the analyses presented. Time constraints do not allow for a complete revision
of this study; however, the reader should be aware of the following recent developments and their
potential effect on the points made in this study.

. For 1988-1990, salmon was the most valuable fisheries resource. The collapse of salmon prices in
1991 and the rebound of crab fisheries, particularly around the Aleutians, will probably change this
relationship. When all 1991 data is collected and"available, crah may surpass salmon as Alaska’s
most valuable fisheries resource.

« Effective for 1992, mostofthe groundfish speciespreviously categorized as developing species by
ADF&G have heen reclassed to the established category. Established resources carry a higher tax
rate. The estimates inthis report are based upon the fishery continuing inthe developing category.

* Very recent actions by the North Pacific Fisheries Management Council will dramatically change
the nature ofthe EEZ fishery. In the past, groundfish were harvested inavirtual “free fci all”, with
shore-pased Processors and catcher/processors competing for a limited resource. Recently the
council adoR ed a plan to allocate groundfish between shore-based and floating processors. This
allocation should Increase fish taxes. With more resources processed at shore-based plants, the
expected revenue from the imposition of a landing tax would be reduced.

™ FishTaxStudy May 1992



PART |. Purpose and Scope

This Fish Tax Study has three purposes:

1 Provide an-understanding of Alaska’s fisheries tax laws
2. Assess how well the law is working
3 Make recommendations for improvements

The scope of this report deals with fisheries taxes administered by the Alaska Department of
Revenue (DOR):

1. AS 43.75 — Fisheries Business Tax
2. AS 16,51 — Seafood Marketing Assessment
3. AS 43.76 — Salmon Enhancement Tax

The data in this report comes from DOR’s Income and Excise Audit Division and other state and
federal agencies. Where possible, conclusions aredrawn fromstatistical data. However, where statistical
information is lacking, conclusions are based on field audit experiences and interviews with experts
working in the various fisheries.

PART 1. Overview of Alaska Fish Taxes

FISHERIES BUSINESS TAX (AS 43.75)

AS 43.75.015 imposes a tax on the value of resources processed in Alaska and upon unprocessed
fisheries resource* exported out of Alaska. The tax is imposed upon the first processor of the resource
orupon the personexporting unprocessedresource, whetheror not caught in Alaska’staxingjurisdiction.
In this study, procenors and exporters are collectively referred to as processors.

~ Every processor is required to obtain a fisheries business license prior to engaging in a fisheries
business. The processor is re%mred to provide security, post a bond, or make aprepayment of tax before
alicense is issued. (AS 43.75.011,43.75.055).

Afisheries business is defined as “a person who enga%es in proc_ess_ing fisheries resources for sale
by freezing, cocking, salting, or other method and includes but is not limited to canneries, cold storages,
freezer ships, and processing plants” (AS 43.75.140(4)).

Alaska Department of Revenue Income & Excise Audit Division 1



Processing Is defined by regulation 15 AAC 75.300 as: "any activity which modifies the physical
conditionofafisheriesresource™and includes butchering, freezm?, salting, cannln?, etc. Thisregulation
excludes certain activities such as gutting, gilling and icing solely for the purpose ofmaintaining product
quality until processing takes place.

In custom processing arrangements, the business performing the processing may deduct the *$ke
ofthe resource processed, so Ionlg as the processing is performed for another licensed fisheries btwmess,
and that fisheries business reports and pays the tax (15 AAC 75.030).

~ Excluded from the tax are fishermen who clean and freeze fish if th; fish are sold to a licensed
fisheries business. The licensed fisheries business is then liable for the tax (AS 43.75.017).

~ Therearefourtaxrates appliedto value at AS 43.75.015 depending on where and haw the resource
Is processed and what resource is processed.

|f the resource is designated an “established” fishery, th(n the tax rate is:

« 50% of the value of the resource processed by a floating processor
* 3.0% ofthe value of the resource processed by a shore-based processor
« 4.5% of the value of the salmon canned by a shore-based facility

|f the resource is designated a “developing” fishery, then ths tax rate is:

« 3.0% of the value of the resource processed by a floating processor
« 1.0% of the value of the resource processed by a shore- based processor

~ Each year the Alaska Department of Fish and Game (ADF&Gg determines by geographical areas
whichspeciesareestablished ordeveloping. During calendaryear 1991 most ofthe salmon, herring, crab,
halibut and sablefish were designated established species while most ofthe groundfish (pollock, pacific
cod and rockfish) were designated developing species.

Taxable value is defined by 15AAC 75.300(6) as the price paid for the resource including indirect
consideration such as honus payments, fuel, bait, etc., whether paid at the time of sale or paid after the
season as a bonus or price adjustment.

Fisheries business tax returns are filed on a calendar year basis and are due on March 3L

Beginning in 1987, the taxpayer was allowed a credit for expenditures for improvements to, or new
construction of, shore-based processing facilities. The creditequals 50%ofthe qualified expenditure and
the taxpayeris allowed acredit ofupto 50%ofthe tax liability. The creditis effective through December
31,1991 (AS 43.75.032).

Fishtax revenue is shared with the city or borough where the processing takes place. Fifty percent
of the tax before credits is S béect to revenue sharing if the processing takes place within city limits or
borough boundaries (AS 43.75.130).

2 Fish Tax Study May 1992



Itisimportant torecognize that the fisheries business tax only applies to resources processed within
Alaska’s three milejurisdictional limit. “Alaska waters” for purposes of resource management includes
Alaskaandadioining federal waters. Later this report attempts toidentify and value those resources taken
in the federally controlled zone referred to as the Exclusive Economic Zone, or EEZ. This zone
encompasses the waters from three miles to 200 miles off Alaska’s shore. Fisheries resources caug_ht and
pr:ocessed inthe EEZ and brought into the state for loading and trans-shipment only, are not subject to
the fax.

Interviews conducted during compliance trips show that the term “Alaska waters”, as it applies to
the Alaska taxingjurisdiction, is widely misunderstood. The term is used loosely and inmany instances
IS taken to indicate all waters that surround Alaska. For tax purposes, the term “Alaska waters” means
waters within three miles of Alaska’s chore.

SEAFOOD MARKETING ASSESSMENT (AS 16.51)

AS 16.51.120 provides for an assessment of 0.1%, 0.2%, 0.3% or 0.4% of the value of seafood
products purchased by a processor. The tax rate is determined by vote of the processors. Currently *he
rate is 0.3%. The return Is due annually with the fisheries business tax return.

Funds collected by DOR from this assessment are deposited in the general fund for the purpose of
providing funds for the Alaska Seafood Marketing Institute (ASMI).

SALMON ENHANCEMENT TAX (AS 43.76)

The holders of limited entry salmon permits in a given aquaculture region may, by majority vote,
electto impose asalmon enhancement tax (SET). The tax isimposed upon the fisherman and is collected
by the first buyer of the salmon, usually the processor. The region may impose a 1%, 2% or 3% tax on
the value of the salmon.

SET returns are due monthly. Funds collected by DOR from the salmon enhancement tax are
deposited inthe general fund. These funds may be appropriated by the legislature to fund the aquaculture
association for the region where the tax was collected.

~ Currently six aquaculture regions have a SET. Kodiak, Cook Inlet, Prince William Sound and
Chignik impose a 2% SET. Northern Southeast and Southern Southeast impose a 3% SET.

Alaska Department of Revenue Income & Excise Audit Division 3



PART Ill. Fisheries Tax Compliance

ALASKA FISHERIES MANAGEMENT

An analysis of fisheries tax compliance begins with a review of some of the agencies involved in
managing fisheries in and around Alaska.

The Alaska Board of Fisheries has primary managementresponsibility for finfish (except halibut)
and shellfish harvested in state waters out to three miles. The Board has seven members appointed by
the governor. The Board is responsible for writing regulations that serve to conserve the fish stock and
allocate the economic benefits of harvest.

~ The AIaska_Deﬁartm_er]t of Fish and Game (ADF&G) is responsible for managing the fisheries
In accordance with the policies and regulations given by the Alaska Board of Fisheries. From a tax
compliance standpoint, ADF&G is the primary source of catch data for shellfish and finfish.

The Commercial Fisheries Entry Commission (CFECI) Issues licenses to crewmen and vessels.
On every vessel and beach site at least one person must hold a limited entry or interim-use permit.
Processors are required to file an Annual Operators Report with CFEC, giving a summary of fish
purchased and prices paid.

‘The North Pacific Fishery Management Council (NPFMC) issues fisheries management plans
forfisheriesinthe U.S. Exclusive Economic Zone (EEZ). This rone begins atthe Alaskathree mile limit
and extends to the 200 mile United States limit. The Council has IS members.

The National Marine Fisheries Service (NMFS) isresponsible forimplementing the management
plans issued by the NPFMC.

There is considerable coordination between ADF&G and NMFS, particularly for those fisheries
that take place inside and outside Alaska waters. In the crab fishery, for example, ADF&G makes
management recommendations to NPFMC and in coordination with NMFS manages the crab fishery.

The International Pacific Halibut Commission (IPHC) makespolicies and issues regulations for
the U.S. and Canada halibut fishery. The IPHC’s regulations are geared toward quotas and other
biological concerns. The enforcement of the IPHC regulations are carried out by state and federal
agencles.

Enforcement of regulations in state waters is carried out by the Fish and Wildlife Protection
Agency (F&WP), abreach of the Alaska Department of Public Safety. FW&P officers are trained at
Jie Alaska State Troopers Academy in Sitka.

(USCEC?)forcement infederal waters is carried out by officers ofthe NMFS and by the U.S. Coast Guard



COMPLIANCE HISTORY

Alegislative audit of the fisheries business tax P_rogram was completed in June 1989. In addition
to recommendlng that DOR improve internal accounting for tax collections, the audit report made three
other recommendations:

1 DOR should increase audit efforts of fisheries business taxreturns and should increase compliance
efforts to identify unlicensed processors.

2. DOR should properly share fish tax revenues with local governments.

3. DORshould seeklegislationwhichwould provide more stringentpenalties for operating afisheries
business without a fisheries business license.

In order to address these recommendations, the Income and Excise Audit Division allocated audit
resources to fish tax compliance. During fiscal year 1991, one audit supervisor, two field auditors and
gnle tax examiner were assigned to fish tax compliance. The group’s actions during FY 91 are outlined

elow.

Auditand Compliance Efforts

~ DuringFY 9L the (Iqrou completed 53 field audits and 788 desk audits, assessing $1.3 million. The
field audits averaged $15,000 per return audited, for atotal of $785,000. For the most part, audit issues
involved “value compliance”, such as year-end bonus payments not being reported and incorrect
interpretation of the term taxable value.

The desk audits of 788 tax returns averaged $800 per return reviewed or prepared on behalfofthe
taxpayer, for atotal of $542,000. For the most part, audit issues involved “pounad compliance” such as
processors not reporting resource processed, processors not filing tax returns, and custom processing
arrangements whereby neither the owner ofthe iesource nor the processor reported the taxable resource.

In addition to performirgﬁ audits, the group established a compliance presence on the fishin
?rounds. The auditors attended openings for herring in Sitka; for halibutin Kodiak, Homer and Seward;

orsalmon in Bristol Bay and the Aleutians; and for groundfish inthe Gulfof Alaska, Aleutians, Bering
SeaandPribilofs. During these compliance trips they Batrolled the fishing grounds with F&WP officers
and NMFS enforcement agents to check licenses and become familiar with the fishing industry. During
FY 91 very few proowaora were found operating in Alaska waters without a fisheries business license.
In addition, the auditac* met with city and borough officials, followed up on compliance leads, and set
up compliance channels.

In-house compliance consisted of establishing programs to locate non-compliance.

Numerous “F_aper trail” compliance projects were set up. Other government agencies’ field
personnel were enlisted as compliance eyes and ears, andprocedures to monitor and improve compliance
were instituted. Enhanced in-house procedures have led to policies on acceptable security, prepayment
of tax heing strictly enforced, and processors with outstanding liabilities being denied current licenses
until their assessments have been paid.
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Shared Taxes

~To improve the accuracy of revenue sharing, the division revised the allocation section of the
fisheries business tax return. The allocation form now consists of five separate schedules that allow the
division to reconcile the total tax reported.

The division has assiFned a full time accounting technician to review and correct the allocation
schedules. This review includes contacting the taxpayer as necessary for clarification and adjustment of
the Mocationschedule. Additionally, the division has made the examination andreview of the allocation
schedule a mandatory step in every field audit.

Penalties

The third recommendation in the legislative audit report was to increase penalties. This resulted in
the enactment of AS 43.75.011 effective January 1,1991.This statute provides for a $5,000 penalty for
processing withoutalicense. Iftheprocessor continues to operate without alicense, the penalty increases
incrementally so that it totals $10,000 the second month, $15,000 the third month, and so on, to a
maximum of $25,000. This penalty helps persuade the processc to obtain a license when requested to
do so by the division.

COMPLIANCE ANALYSIS

~ The 1989 legislative audit recommended DOR increase compliance efforts to identify and audit
fisheries business taxpayers. The scope of the legislative audit did not include a measurement of the
amount of fish tax revenue that is being lost through non-compliance.

In responding to this recommendation DOR thought it important to know:

1. How much potential revenue is to be gained by increased audit and compliance efforts? -
2. Which fisheries and/or groups of taxpayers show the most non-compliance?

After completing 53 in-depth field audits, the group had a good basis for determining_the_“value
non-compliance” issues common in the fishing industry. However, gnor to this study, the division had
notquantn‘ll_ed the potential tax loss fromresource notreported to DOR, acategory this study calls “pound
non-compliance”.

Toassesspound non-comPI lancethe division began by determininghowmuchresource isharvested
each year in Alaskaand federal waters as reported to ADF&G (Table i} the total value ofthat resource
harvested per ADF&G (Table 2) and what fish tax is reported to DOR (Table 3). The study focused our
study on tax years 1988 through 1990. Tax years prior to 1983 were not analyzed because they have
I|m|ted_z|;1pé)ll|cab|llty from a tax standpoint. Tax years after 1990 were not analyzed because data is not
yet available,
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Table 1

ADF&G Pounds Harvested In Alaska and Adjoining Federal Waters

(Millions of Pounds)

1983 1989 y 1990 : 3YrAvgf
% ADF&éS % % ADF8§ %
Fisheries Pounds Tgtoaﬁ Pounds T?)tal Pounds Tg?al Pounds TotaI
Salmon 5348 23% 6988 21% 6923 N/A 6420 19%
Herring 1127 5% %6 3% 912 NA 1002 3%
Shellfish 1798 8% 1996 6% 2660 N/A 21561 6%
Groundfish 14543 62% 21986 68% 32616 N/A 23048 70%
Halibut 610 2% 50 2% 5851 2%1
Total 23426 100% 32496 100% 43]1*1 N/A 33206 100%
TTwo year average.
Table 2

ADF&G Value Harvested:z In Alaska and Adjoining Federal Waters

(MKons of DoBars)

1983 : 1989]c ADF&61990 f 3YrAvg]c

ADRSG %0 ADREG %0 %0 ADREG %0

Fisheries Value  Total Value  Total Value  Total Value Total

Salmon $7805 57% $571.8 46% $5781 N/A $6435 48%

Herring bl5 4% 187 2% 218  N/A 3217 2%

Shellfish 2357 17% 2151  22% 3004 NA 2904 22%

Groundfish 2225  16% 2884 23% 3480 N/A 2863 22%
Halibut 747 6% 841

Total $13649 100% $12381 100% $13143 N/A $13323 100%

1Two year averag
2ADF&G Harvest value was calculated using ADF&G pounds harvested and DOR reported
average price per pound.

Table 3
Department of Revanue Fish Taxa

(Miions of Dollars)

h 0 f - 19900 ; 3YrAv
'sh ish
Fisheries ﬁjs 1%?a| 1%?a| ax 1%8’3] {o?aJ
Salmon $27.3 6% $219 63% $221 6% $238 61%
Herring 20 5% d 2% 11 3% 13 3%
Shellfish 66 16% 80 23% 114 29% 86 22%
Groundfish 20 5% 20 6% 24 6% 21 6%
Halibut 20 5% 20 6% 25 6% 32 8%

Totals $399 100% $346 100% $395 100% $39.0 100%
1Fish Tax reflects calendar year tax reported on the tax returns before fisheries busness tax credits.
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Tables I,2and3 showthat groundfish represents 70% ofpounds harvested, 22%ofvalue harvested,
but only 6% of tax, while salmon represents 19% of the pounds harvested, 48% of value harvested and

61% of tax.

Based on pound, value, and tax disparities between fisheries the division began its analysis by
grouping Alaska’s fisheries into five segments: salmon, herring, shellfish, grounafish and halibut.

For each of the five segments, using ADF&G and DOR data, the division calculated total pounds
harvested in Alaska and adjoining federal waters and the value of that harvest. Next, this infoimation
was compared to total pounds and value reported to DOR as taxable. This comparison provided an
estimate of pounds and value not reported as taxable.

Finally, the division attempted to determine what portion ofpounds and value not reported to DOR
was subject to tax and thus represented “pound non-compliance”. Non-compliance in this sense
represents pounds harvested and/or processed within Alaska’s taxing jurisdiction and the associated
values which were not reported to DOR as taxable. It does not refer to “value non-compliance” where
the processor reports die pounds as taxable but incorrectly reports the associated taxable value.

Salmon Fisheries

Salmon Fisheries Overview

Alaska’s salmon fisheries provide the majority of the tax revenues, generating 61% of the fish tax
revenues (Table 3). Most parts of coastal Alaska support some form of salmon fishery.

Table 4 shows total pounds of salmon harvested and Table 5 shows the relative total taxable value
of salmon as reported to DOR.

Table 4
ADF&G Pounds of Salmon Harvested and Percent of Total
(Millions of Pounds)

1988 1989 1990 3YrAvg

DF&G  %of DF&G  %of DF&G  Yof DF&G  Y%of

Salmon ounds  Total ounds Total ounds  Total ounds Total

Kin 109 2% 113 2% 114 2% r.3 2%

Sockeye 1886  35% 2006  37% 3060 44% 2517 39%

Coho B4 Th 332 5% 400 6% 362 6%

Chum 1216 23% 616 9% 627 9% 820 13%

Pink 1779  33% 3315  47% 2719 39% 2604 40%

Roe 4 0% 6 0% 3 0% 4 0%
ADF&G

Harvest 5348 100% 6988 100% 6923 100% 6420 100%
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Table 5

Relative Value of Salmon as Reported to DOR

(MiHions of Dollars)

1988 f 1989 1990 SYrAvg

% % % %

Salmon \%?lee Tgt%l \% TS% \ll%a?ktje Tgtoaﬁ \%ﬁae ngi
King $264 4%  $212 4%  $212 4% $229 4%
Sockeye 4303 58% 3303 65% 3920 68% 3942 63%
Coho 536 7% 221 4% 401 7% 386 6%
Chum 1013 13% 230 4% 281 5% 508 8%
Pink 1332  18% 1290 23% 013 16% 1178 19%
Subtotal 7448 100% 5556 100% 5727 100% 624.3 100%
Roe 12 0% 15 0% 9 0% 12 0%
Total $746.0 100% $557.1 100% $573.6 100% 625.5 100%

Following is a summary of the five species of salmon and salmon rog;

» King (Chinook). Kings are the largest species §6-16 pounds) and command the highest average
salmon price per pound. They are taken by all salmon gear types in Alaska and federal waters. The
majority are processed by freezing and some are flown out fresh.

» Sockeye (Red). Sockeye averag_e price per pound is second to king salmon. They are taken mainly
indrift or set gillnets in every district. The state’s top sockeye producing areais Bristol Bay. The

majority are processed by freezing.

« Coho (Silver). Cohos are taken by all salmon gear types in almost every district. The majority are
processed by freezing.

« Chum (Dogr). Chum are taken by all salmon gear types inevery district. The majority are canned,
with a significant portion frozen for smoking.

* Pink (Humpback). Pinks are the smallest species of salmon (3-5 pounds) and realize the lowest
average price Eer pound. They are harvested mainly in seines and are taken in every district. The
state’s top pink producing area s Southeast. Historically the majority have been canned; however,
the current trend is toward freezing.

» Salmon Roe. Salmonroe is the most expensive of the commercial salmon products. Roe is usually
taken from sockeye or chumand isprocessed by grading and salting. Roe accounts for less than 1%
of the total value reported to DOR.
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“Custom processing" is common in the salmon fishery with an averaﬁe of 12%of the total harvest
custom ﬁrocessed eachyear. Custom ;Frocessmg Isan arrangementwhere the owner ofthe resource pays
a fee to have the resource processed. These arrangements are designed to minimize transportation costs
and to handle excess supply of salmon during the peak of the runs. These arrangements often result in
pound non-compliance, as the owner of the resource and the custom processor each assumes the other

IS remitting the tax.

Salmon Fisheries Management

Salmon fisheries are managed by ADF&G and salmon are harvested predominantly insice Alaska’s
three mile limit.

The fundamental resource management tool used by ADF&G to gather information on the salmon
harvest is the “fish ticket". According n ADF&G regulations, the first buyer of the resource (or the
fishermanifhe removesdie resource fromthe state) is requirt:dtoissue afish ticket. The fishticket shows
the name or number of the vessel from which the catch is taken, the date of landing and the pounds
purchased of each species. The fisherman records the statistical areainwhich the resource was taken on

the fish ticket.

~ Thepricepaid forthe salmonissometimesentered onthe fishticket. Thisso called “ex-vessel " value
Ispreliminary because price adjustments or bonus payments after the season are common inthe fishery.

Salmon Fisheries Compliance

Tax compliance in the salmon fisheries is directly affected by ADF&G’s management. ADF&G
manages each fishery by setting levels of escapement to insure future runs. With minor exceptions,
ADF&G manages the salmon fisheries so that areas open to fishing are within the three mile limit.

Because virtually all of the salmon are harvested inside three miles, virtually all of the salmon
harvestistaxable. Tomeasure compliance the division comparedthe total pounds harvested per ADF&G
with the total pounds reported as taxable to DOR (Table 6A).

Table 6A shows that 96% ofthe salmon reported to ADF&G was also reported to DOR as taxable.
Based on past compliance and audit exjierience the division believes the 4% not reported is due to:

L errors the processors, ADF&G, and DOR make when data capturing and reporting pounds;

2. custom processinf arrangements whereby neither the owner of theresource nor the custom
processor reports the resource processed;
3. non-taxable dock sales of unprocessed salmon by fishermen to consumers; and

4. non-compliance (processors not licensing with DOR nor filing tax returns and processors not
reporting all pounds processed).

The division estimates the 4% of salmon pounds not reported to DOR has a harvest value of
approximately $18.0 million/year (1988-1990 three year average). If this salmon was all taxable, at an
established/shore-based or floating tax rale of 3% to 5%, it would result in $541,000 to $902,000
additional tax per year.
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Table 6A

Salmon Harvested per ADF&G and the Percent Reported to DOR
(Millions of Pounds)

1988 1989 1990 3YrAvg

ADF&G % of ADF&G % of ADF&G %of ADF&G %of
Salmon Pounds  Total Pounds Total Pounds Total Pounds Total
RePorted toDOR 5070 95% 6643 95%  68L.7 99%  617.7 96%
Not Rep'dto DOR 275 5% 339 5% 104 1% 23.9 4%
Totals 534.5 100% 698.2 100% 692.1 100% 641.6 100%

Table 6B shows that mare than 100% of the salmon roe rePorted to ADF&G is reported to DOR
as taxable. This statistic is misleading. Processors usually do not write a separate fish ticket for the roe
contained inasalmon and very few fishtickets reflect roe as aresource harvested. However, processors
who acguwe roe from another processor will report this rog on their tax returns. Therefore, more roe is

reported to DOR than is recorded as harvested by ADF&GC.

Table 6B
Salmon Roe Harvested per ADF&G and Percent Reported to DOR
(Thousands of Pounds)
1988 1989 1990 3YrAvg
ADF&G % of ADF&G % of ADF&G % Of ADF&G % of
Ros Pounds Total Pounds Total Pounds Total Pounds Total

Reoorted 0DOR 3807 100% 813 o s AWk 4L L1dh
NotRep'dto DOR  (6.1) (2%) 474 8%  (272.8)(L01%)  (77.2) (19%)

Totals 3746 100%  568.7 100% 2714 100%  404.9 100%
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Herring Fisheries

Herring Overview

Alaska’s herring resource is harvested at numerous locations around coastal areas of the state. In
general, the fisheries are of high value and of very short duration.

Tables 1,2 and 3 (page 7) illustrate that the herring fishery accounts for 3% of pounds harvested,
2% of value harvested and' 3% of total fish tax revenue.

Following is a summary of the three types of herring fisheries:

e Sac-Roe. The sac-roe fishery targets herring returning in Iar%;e schools to spawn within a few
hundred yards of the beach. re—spawnmq herring are taken with either seines or gilnets for their
nearly mature roe. Processors may extract the rog or freeze the whole fish and sell the product to
a secondary processor. Males (and the carcasses of the females) are sold as food or bait.

* Roe-on-Kelp. The roe-on-kelp fisher¥_ targets roe which is deposited on keIR. There are two
harvesting methods: awild roe-on-kelpfishery where fishermen collectkelp which has beensubject
toroe oeposit, and apound roe-on-kelpfishery where pre-spawning herring are captured and placed
Inpounds to spawn on kelp. Processors salt the collected roe.

. Food and Bait. The food and bait fishery, harvested by seiners, targets herring not ina spawning
condition. Some ofthe sac-roeherring is Sold as food orbaitwhen the roe percentages are very low.
Quality has the largest impact on price in the herring roe fisheries. Relatively minor differerices in
quality can be the difference between a high value product and a virtually worthless one.

Like the salmon fishery, custom processing inthe herring fishery is common. An average of 17/%
of the total harvest is custom processed each year.

T»iesac—roefisherY reSgresents themostpounds harvested (Table 7)and alsoreflectsthe largest share

of value reported (Table
Table 7
ADF&G Pounds Harvested by Herring Fishery
(Minions of Pounds

1988 1989 1990 3YrAvg
ADF&G  %of  ADF&G Y%of ADF&G  %of  ADF&G  %hof
Herring Pounds Total Pounds Total Pounds Total Pounds Total
Roe-on-Kelp 9 1% 5 1% 9 1% 3 1%
Sac-Roe 95.3  84% 80.0  83% 135  81% 82.9 83%
Food & Bait 165  15% 16.1  16% 168  18% 165 16%
Total 112.7 100% 96.6 100% 91.2 100%  100.2 100%
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Table 8
Relative Value of HerrinPDas Reported to DOR1

o (Millions of Dollars)

1988 1989 1990 3 YrAvg

DOR % of DOR  %of DOR % of DOR  %of

Herring Value Total Value  Total Value Total Value Total
Herring (General) $16.7 34%  $52 28%  $8.1  30% 100 32%
Roe-on-Kelp 4 1% 2 1% 9 3% 5 2%
Herring Eggs 3 0% 1 0% 128 48% 4.4 14%
Sac-Roe 306 62% 115 63% 28 11% 150 47%
Food 1 0% 4 2% 3 3% 4 1%
Bait 14 3% 12 6% 12 5% 13 4%
Total $49.5 100%  $18.6 100%  $26.6 100% 31.6 100%

1Due to the difference in data capture categories of ADF&G and DOR it is not possible to
reconcile ADF&G and DOR figures by herring category.

Horring Compliance

The herring fisheries aremarked by ADF&G using the fish ticket system. Most herring is valued
forroe content which is harvested shoreside. Therefore virtually all herring is harvested within Alaska’s
waters and is subject to tax.

To determine pound compliance, the division compared the total pounds ADF&G reported as
harvested with the fotal pounds reported to DOR as taxable.

Table 9shows that on average, 97% of the herring pounds harvested are reported to DOR.

Table 9

ADF&G Pounds Harvested and the Percent Reported to DOR as Taxable
(Millions of Pounds)

1988 1989 1990 3YrAvg
ADF&G % of ADF&G % of ADF&G % of ADF&G % of
Herring Pounda  Total Poundo Total Pounds Total Pounds Total
RePorted toDOR  108.2 96% 95.9  99% 87.3  96% 97.2 97%
Not Rep'd to DOR 45 4% 1 1% 39 4% 3.0 3%

ADF&G Harvested 112.7 100% 96.6 100% 91.2 100%  100.2 100%
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Based on past compliance and audit experience the division believes the 3% of herring pounds not
reported can be attributed to:

L errors the processors, ADF&G, and DOR make when data capturing and reporting pounds;

2. custom processing arrangements whereby neither the owner of the resource nor the custom
processor reports fhe resource processed;

3. dock sales of unprocessed herring and processing done outsicle Alaska’s tax jurisdiction; and

4. a small amount of non-compliance (processors not licensing with DOR nor filing tax retums and
processors not reporting all pounds processed).

The division estimates the 3% of herrinﬂ pounds not reported to DOR has a harvest value of
approximately $L.0 million/year (1983-1990 three ear_avera?e). I this herrl(%was all taxable, atan
established/shorc-hased or floating tax rate of 3%to 5%, itwould result in $29,000t0 $49,000additional

taX per yer.

Shellfish Fisheries

Shellfish Qverview

For ur‘ooses of this report the term “shellfish incluces crab, shrimp and miscellaneous other
species (scallops, sea cucumbers, abalong, clams, sea urchins, octopus, oysters, squid and snails).
hellfishisahighvalueresource representing 6%oftotal ADF&G pounds harvested, 22%oftotal valde

harvested, and22% of trtal DOR tax revenie (Tables 1,2 & 3on page 7).

Table 10 shows that crab rePresents approximately 97% of total ADF&G pounds of shellfish
harvested and Table 11 shows that crab represents 98% 0f total DOR shellfish taxable value reported.
Therefore, the shellfish section of this report focuses on the crab fishery.

Table 10
ADF&G Pounds of Shellfish Harvested

(Million of Pounds)

1988 1989 1890 3YTAvg
éDF& 0 0f éDF& 0 of ADF&G %’zoof |gDF& U of
ofal

Shellfish ounds  Total ounds Total Pounds ounas Total
Crab 1758 98% 195.2  98% 257.2  97% 2094 97%
Shrimp 2.2 1% 1.7 1% 2.1 1% 2.2 1%
Other 18 1% 2.1 1% 6.1 2% 35 2%
Total 179.8 100% 199.6 100% 266.0 100% 215.1 100%
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Table 11

Relative Value of Shellfish as Reported to DOR
(Million of Dollars)

1988 1989 1990 3YrAvg
DOR % of DOR % of DOR % of DOR % of
Shellfish Value Total Valuo Total Valua Total Value Total
Crab $181.6  98%  $213.7 98%  $274.6  98% 223.3  98%
Shrimp L1 1% 15 1% L7 0% 16 1%
Other 1.7 1% 3.8 1% 49 2% 35 1%
Total $185.0 100%  $219.0 100%  $281.2 100% 228.4 100%

The Crab Fishery

Therearenumerous species of crab takeninthe fishery butthey fall intothree main g:ategones:Kln(t;,
Tanner, and Dungeness. Nearly all crab fIShIﬂ% In Alaska and feciéral waters is done with pots. The pots
var& Insize and weight (between 60-700pounis) depending on the species and area being fished. Crab
arekept alive until processed. Processing occurs at shore-hased facilities, on floating processors, and on
catcher/processors. The bulk ofdie crabisprocessedby butchering, dipping inabactérial dipor steaming/
POIJ ling, and freezing. Most of the processed product ends up inforeign markets with over 90% going
0 Japan.

The management of King and Tanner crab fisheries has been delegated to ADF&G by NMFS,
through the North Pacific Fisheries Management Council, under a cooperative agreement.

_ ADF&G uses the fish ticket system to track crab harvest. A major component of ADF&G’s crab
fishery manag]emen_t IS the shellfish observer program. This program places observers in Rrocessmg
facilitiesto co Iectb|o,lo%ca_l data oncrabprocessed. The State of Alaska Mandatory Shellfish Observer
Programwas adoptedinApril of 1988afterthe AlaskaBoard of Fisheriesreceived datathat showedlarge
catch discrepancies between catcher/only vessels and ca_tcher/ProcessorvesseIs oPeratlng Inthe Bermg
Sea and Aleutian Islands. The observer program was instituted as a deterrent to the harvesting an
retention of undersized crab. It currently has two major goals: enforcement and data collection.

In, 1983 the Alaska Board of Fisheries required onboard observers for all vessels processing King
and Bairdi Tanner cran. In 1991 the program was expanded to r_e_(iwre onboard ohservers for all vessels
processing OE”IO Tamer crab. Shore-hased processing facilities are included in the program by
requiring ADF&G ampler? to sample deliveries at the peak of the season.

The following isabriefsummary ofmajor categories ofcrabharvestedin Alaskaand feceral waters:

« King Crab. RedandBrown King dominate the King crab fishe .Currentmajnor roduction is from
the ADF&G’s Westward region (Kodiak, Alaska Peninsula, Aleutians and the Bering Sea). Most
of the fisheries in this region are short &tvvo_weeks or Ies&)wﬂ_h_the majority occurring August
through November, The mgflshe%pea ed in 1980with 186million pounds fanded andhas since
dropped dramatically. The current three year average is 26 million pounds landed per year.
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« Tanner Crab. Alaska has two species of Tanner crab: bairdi and opilio. Current me#orproduction
is from ADF&G’s Westward region with fisheries November through March. The Tanner fishery
peaked in 1990 with 178 million pounds landed. The current threg year average is 162 million

pounds landed per year.

* Dungeness Crab. The Alaska Dungeness fishery is relatively small compared to the King and
Tannercrab fishery but |scomﬁarableto Dungeness harve: ti in therwest coast states. Most fishing
takes place in less than 20 fathoms of waterin bays, inlets, and offriver mouths. The Dungeness
fishery peaked in 1982with 16million pounds landed. The current three year average is 9million
pounds landed yearly.

The Shrimp Fishery

. The bulk of the Alaskan shrimB harvest is comprised of the small pink shrimp and humpy shrimp
whichareharvested onmud or sand bottoms and are fished by trawls. The coons_tnES S|de_str|%elandspot
shrimp are larger and areflshedwnhﬁots. The Alaska shrimp fishery peaked in 1976with I million
pounds landed: Since thenthe fishery has declined. The current three year average is 22million pounds.

Other Miscellaneous Shellfish Fisheries

The “other”shellfish category éTabIes 10and 11)includesscallops, seacucumbers, aalone, clams,
sea urchins, octopus, oysters, squid and snails. Most of the pounds in the “other" shellfish category
represent scallops, squid and sea cucumbers.

Crab Compliance

The division began its analysis of crab compliance by comparing pounds ADF&G reported as
harvested from Alaska and federal waters to pounds reported to DOR 8s taxable.

Table 12 OqFlzves an overview of crab compliance b spllttmEthhe ADF&G total harvest into pounds
reported to DOR as taxable, pounds reportedto ADF&G by E catcherlf)rocessors, and unaccounted
forpounds. Overthe last three years the i)ercentage of pounids reported to TE)R as taxable and those not
reported to DOR have remained relatively constant at an average of 79%and 21'% respectively. DOR’s
three ¥ear average estimated value of thé 21% of pounds not reported is approximately $60.9 million/
year. To determine ifany of this value was subject to tax, the division analyzed the unreported pounds.

[EEZ Catcher/Processor Pounds Not Reported. Anaverage of 18%0f the ADF&G crab harvest
that Is not reported to DOR is attributed to EEZ catcher/processors (Table 12). Catcher/processors are
distinguished from floating processors in that the catcher/processor both harvests and processes the
resource, The floating processor follows the catcher fleets and processes only. I the entire 18% was
taxable ﬁat athree yedr average value of $52.2 million/year and an established/floating tax rate of 5%)
this would result in approximately $2.6 million/year in additional tax.
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. However, given that the catcher/processor vessels ate b)é design intended to catch and process
sm_ultaneous%at sea, It Is probable that these pounds are caught an Frocessed inthe EEZ and are not
subject totax. Currently the division does not have the processing location data available to identify and
document every processing incursion into state waters.

Table 12
ADF&G Pounds of Crab Harvested and the Percent of Total
(MiHions of Pounds)
DF&é9880 f DF&198% f F&1990° f DFS&YrA(}/gf
0 0
Crab ounda %?al éoun a {%?al éc?un a 1/%ta| éoun 2 Tota

Reported to DOR  137.7  78% 1547 79% 2010 78% « 1644 79%
EEZ Not Rep'd 301 17% 350  18% 49.7  19% 38.3 18%
Other Not Rep'd 8.0 5% 55 3% 6o 3% 6.7 3%

ADF&G Harvested 1758 100% 1952 100% 2572 100%  209.4 100%

Other Pounds Not Reported to DOR. Table 12 shows 3% of the cra harvest presents
unaccounted for pounds, Based on past compliance and audit experience the division believes the crab
not reported can be attributed to:

L errors the processors, ADF&G, and DOR make when data capturing and reporting pounds; and

2. non-compliance (processors not licensing with DOR nor filing tax returns and processors not
reporting all pound; processed).

I the entire 39 was taxable (at athree year average value of $,7 million/year and an established/
shore_—baggdtorﬂ(l)e%tmg tax rate of 3%to 5%¥th|s would result in approximately $261,000t0 $435,000/
year in additional tax.

“EEZ Only™*Crab Fishery. Some processors in the crab fishery claim that all of their harvesting
and processing aCtIVIt){ takes place in federal waters and they register with ADF&G as “EEZ Only”
oPerators. A Commonly held belief amon? shore-hased processors and local municipalities is ttiat
although these “EEZ Only” operators are able to harvest and pracess entirely within federal waters, they
often h]zci_r\f]e%t and process in ralm, protected coastal areas within three milés and do not file tax returms
or pay fish tax.

Detailed fish ticket data on the EEZ crab fishery is available from ADF&G because under
cooperative agreement with NMFS, ADF&G manages the crab stocks bath inside and outside the three
np]lle I|tm% he_,lﬂ\DF&G fish ticket system for crab’is a comprehensive database for crab harvest from
shore to 200 miles.

Alaska Department of Revenue Income & Excise Audit Division 17



To assess the catcherprocessor’s role inthe crab fishery, the division analyzed %ounds reported to
ADF&G and pounds rePorted to DOR by processing facility type. A review of ADF&G crab ticket
summaries shows that catcher/processors, asawnole, Purchase or harvestapproximately 19%ofthe total
resource and only report 2% ot their harvest as taxable to DOR (See Table 13). However, these fI?UTES
should be interpreted as arough estimate because it is common for one processor to write the fish ficket
and another processor to actually process the resource and report the tax. Table 13does not reflect this
movement of resource between processors.

Table 13
Pounds Crab Processors Harvested and/or Purchased vs.
Pounds Crab Processors Reported to DOR

(Miions of Pounds)

1988-1930 Thr— Year Average

Pin(] um 0 of Harvest
o ADFEGLbs | Ghof RL

Processing Facility w?é%r%pls Haor\9est VS, Rgportga Pﬁ%%%sffgés
Catcher/Processors 38.7 19% 0 2%
Floatmg Processors 86.0 41% 86.2 100%
Shore-based Processors 84.7 40% 77.6 92%
Totals 209.4 100% 164 .4 79%

The attempt to audit EEZ catcher/processors to determine tax liability led to the following. First,
the division could use ADF&G fish tickets to determine where resources were harvested and thus
determingifthe processor is liable fortax dug to resource takenin Alaskawaters, However, the fishticket
Isnot a hird party tax document, but an ADF&G resource management tool which is completed by the
catchel >rocessor. The division is concerned that making tax assessments from fish ticket" would
encourage catcher/grocessors to manipulate the statistical areas and thusjeopardize ADF&G’s resource
manaPement tool. Because there are no third party records to show where processing takes place, and
Vesse Io? books rarely record processing location, the division is not able to determine tax liability
Incurred from processing in Alaska waters.

A Potenﬂally difficult but possible way to determine how much taxable harvesting andprocessing
takes place in Alaska waters would be to have ADF&G onboard shellfish observers record harvestmg
and processing in Alaska waters along with currently required biological data. Thlstrocedure woul
need to be approved by the Alaska Board of Fisheriés and coordinated with ADF&G.
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Shrimp and Other Shellfish Compliance

Shrimp and other shellfish represent only 3% of the total ADF&G pounds of shellfish harvested
(Table 102 Of5.8million pounds/year of shrimp and other shellfish harvested, 22%ofthose pounds are
not reported to DOR as taxable.

The division estimates_the value of the shrimp and other shellfish not reported to DOR to_be
SI.1 million/year. If the entire SL1 million was taxable at a low develogggg Shore-hased or high
established/floating tax rate of 1%to 5%, thiswould yield between $11,000t0 $65,000/year in additionial

fax revenue.

Groundfish Fisheries

Groundfish Overview

The term “groundfish”includes pollock, pacific cod, sahlefish (black cod), rockfish, flatfish and
other miscellangous species. The groundfish fishery can be characterized as a |fg]hvolume, low value
(prlceperpound?)flshery. Groundish accounts for 70%of the ADF&G pounds Rarvested, 22% of the
value harvested, but only 6%ofthetax revenue collected (Tables 1,2& 3). Thelowtax revenue generated
by the groundfish fishery is primarily due to harvesting and processing groundfish outside Alaska’s
taxnzjg Jurisdiction, the low price per pound value, and thie majority of the groundfish being taxed at the
low déveloping fishery tax rates of 1%to 3%

Tables 14and 15showthatpollock, sablefishand pacific cod represent 97%oftaxable pounds and
%6% of taxable value reported to DOR. Therefore, the groundfish section ofthis report focuses on those
[eg SPECIes.

Table 14

DOR Pounds of Groundfish Reported and the Percent of Total
(Mliona of Pounds)

DOR19880 f DOR198% f DOR19900 f DgRYrAOng
. 0 0 0 0
Groundfish Pounds {%tal Pounds {potal Pounds 1/(())ta| Pounds {%tal
Poilock 367.1  64% 4724  66% 6605 67% 500.0 66%
Sablefish 368 6% 33.7 5% 348 4% 351 5%
Pacific Cod 1406 25% 1851  26% 270.1  28% 198.6 26%
Ratfish 24.1 4% 8.2 1% 12.1 1% 148 2%
Rockfish 3.9 1% 100 2% 40 0% 5.9 1%
Other 1.1 0% 2.3 0% 46 0% 2.7 0%
Total 573.6 100% 7117 100% 986.1 100% 757.1 100%
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Table 15

Relative Value of Groundfish as Reported to DOR
(Millions of Dollars)

1988 1989 1990 3YrAvg

por  %of por  Yof por  Yof por  %o0f
Groundfish Vatus Total Value  Total Value Total Value Total
Pollock $24.8  24%  $42.0 35%  $49.6 38%  $38.8 33%
Sab|efish 56.3  53% 49.4  42% 41.3  31% 49.0 41%
Pacific Cod 179 17% 226  19% 376  28% 26.0 22%
Ratfish 26 2% 10 1% 12 1% 16 1%
Rockfish 19 2% 22 2% 15 1% 19 2%
Other 21 2% 10 1% 09 1% 13 1%
Total $105.6 100%  $118.2 100%  $132.1 100%  $118.6 100%

The following is a summary of the major species of groundfish:

« Pollock. Pollock commands a low ex-vessel price of approximately $.08/Ib (1988-19%0three year
average) and accounts for an average of 66%oftotal groundfish paunds reported to DOR. Pollock
are harvestedwith [arge scale trawls operated by catcherboatsorcatcher/Processors oftenreferred
to as “factory trawlers™). Factory trawlers are from 150to 300feet inlength and have the capability
to harvest andprocess the resouirce into finished product. The ma!]orlty ofthe harvested pollock is
processed into surimi (acolorless, odorless fishpaste) that is further processed into such products
as imitation crab meat.

« Sablefish. Sablefish is an exception to the usual low price per pound Jpﬁ)a\gigfor groundfish and
commands an average ex-vessel price of ai)proxlmately $L.39/b P1988— three year average).
Sablefish is harvested by trawl, pots, and longlines.

« Pacific Cod. Pacific cod (grey cod) commands a low ex-vessel price of approximately 130 o
(1983-199Cthree year averageg. It IS harvested by trawls, pots and a growing longline fishery.

« Rockfish, Flatfhh, and Other. This c_ateﬁory of (t;roundfish_is harvested by trawls and longlines.
However, the majority of this harvest is the result of other fisheries harvest by-catch.

. Groundfish resources in fecieral waters around Alaska have been managed under federal authori
since 1977, following enactment ofthe Magnuson Act of 1976. Persons engaging in fishing inthe 3-
mile EEZ must comply with the regulations implemented by the North Pacific fishery Management
Council. This does not exemPt persons operating in Alaska’s waters (shore to the three mile limit) from
federal requlations, but additionally requires that they comply with ADF&G requlations. Enforcement
of federal fisheries requlations is carried out by NMFS and the USCG and is asSisted in state waters by
ADF&G and F&WP officers.
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Almost all species of groundfish have been considered developing species and are taxed at the lower
rates of 1% for shore-hased operatars and 3% for ﬂoa_tmq processors. The majority of the ﬂoatm%
groundfishprocessors claimtheir activity is entirely outsidethe state 's three mile [imit and therefore no
Subject to Alaska’s fish tax. According'to NMFS special field a?ents, the location of the groundfish
hahitats are generally outside the three mile limit. Thus it is unlikely that processors would come inside
éla_ska \lfvaters to harvest groundfish except for some pot fishing betiveen Kodiak Island and the Alaskan
eninsula.

Groundfish Compliance

For the years of this study, harvest data are available from two sources: ADF&G fish tickets and
NMFS harvest Iogb_ooks. DOR found that changes in record-keeping rules by NMFES gradually phased
out the use of fish tickets and introduced the use of logbooks during 1989.and 1990.

NMFS requires that processors maintain oghooks in which they record catch data for resource
management. ADF&G required that fishtickets beIssued to record harvest data. ADF&G cannot require
aprocessor to issue fishtickets if that processor claims to harvest/process entirely inthe EEZ. Therefore
ADF&G fishticket summaries do not reflect total r(];round_flsh harvested. The division has not been able
to reconcile NMFS and ADF&G datato arrive at the detail needed for acomplete compliance analysis.

ADF&G fish ticket summaries do reflect by processor code those species and pounds harvested by
processors claiming EEZ status wha are still completing fish tickets. This is due to F&WP officers
requiring processors “1anding” (off-loading) finished product in Alaska ports to complete fish tickets.

The division’s estimates for pounds, valug, and unreported tax do not include those pounds
harvestedandprocessed byoperatorswhodpnotﬂfe_flshtlckets andmaytherefore beunderstated. Table
16 o(]gves an overview of groundfish corr(yjollance using ADF&G data. If shows total pounds reported to
DOR, total pounds reported to ADF&G by EEZ operators, total pounds unaccounted for, and total
harvest per ADF&G.

Table 16
ADF&G Pounds of Groundfish Harvested and Percent Reported to DOR
(MIMons of Pounds)
1988 1989 1990 3YrAvg
ADF&G % Of ADF&G % Of ADF&G % of ADF&G % of
Groundflah Pounda  Total Pounda Total Pounda  Total Pounda Total

Reported to DOR 5736 40% 7117 32% 9861 30% 7571 33%
EEZ Not Rep'd [07.4 48% 13425 61% 20717 64% 13739 59%
Other Not Rep'd 1733 12% 1444 7% 2038 6% 1738 8%

ADF&G Harvested 1,454.3 100% 2,198.6 100% 3,261.6 100% 2,304.8 100%

For assessment ofgroundfish pound non-compliance this stualy assumes that EEZ pounds represent
non-taxable resource harvested and processed inthe EEZ. The threé year average ofpounds not reported
toDOR s 1738million/year. The value ofthese unreported Pounds, Using DORaverageprice perpound
is$L7.8million/year. Te potential unreportedtax ata developing/shore=based or flodting tax rate of 104
to 3% is between $178,000 and $633,000/year.
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The NMFS domestic observer program was implemented in 1990to provide biological catch data.
Information gathered by observers is used by NMFS to pace the progress of groundfish fisheries toward
harvest and by-catch qliotas.

. As for using this observer information as a tax compliance tool, observer Form A may contain
information useful to DOR indetermining where avessel was located at the time ofprocessing. However,
that information I° not data captured by NMFS as it has a low priority for them. Observer information
could only be obtained on a case by case basis to support other evidence of aprocessor’s activity in state

Walers.

As with the crap fishery, a commonly held belief among shore-based. processors and local
communities is that although EEZ operators claim to harvest and’process only in federal waters, they
often follow the resource into Alaska waters or seek the protection of Alaska waters for processing bt
do not file tax returns or remit tax.

|dentifying operators who claim they operate only in the EEZ but who do in fact harvest and/or
process insidle Alaska’s three mile limit is a compliance problem that can only be partially solved ona
case by case basis at this time. For groundfish operators who are still remitting fish tickéts, DOR can
determine iftheresource was harvestedin Alaskawaters. However, fishticketsarenot athirdparty record
and are subject to manipulation. DOR has not found a specific record maintained by any government
ag%cy lEhat r(teﬂects processing location. Therefore, DOR is not able to assess tax based on processing
In Alaska waters.

The division has preliminarily reviewed the detailed fish ticket information for 13 groundfish
catcher/processors for 1988to determine how many pounds have been harvested inside the three mile
limit. Its taxable value and related tax was determined by using an average price per pound. DOR found
that out of 13 catcher/processors who were reviewed, five showed pounds harvested in Alaska waters
andthereforewere subjectto tax. Forthe groupasawhole, 7%ofpounds harvested were in Alaskawaters.
At the developingy/floating 3%tax rate and a low value (308 for pollock and $.13 for the Pacific Cod),
alarge number of pounds must be harvested inside Alaska waters to make a significant adjustment.

The potential tax assessment for the 13processors reviewed totaled $12,636. This averaged only
$9721n tax per processor reviewed. Caution must be used when applying the results of this réview to
catcher/processors as awhole. The sample qroup selected was either known to have operated in Alaska
waters or the division had reason to susPec_ they fished in Alaska waters, so the average tax could be
higherthanitwould beoverall. Conversely, it'spossiblethat the averagfetaxfor_thesample groupis lower
than the indlustry average would be because the assessment does not reflect tax incurred from processin
In Alaska waters. Currently the division has no data on processing location. With the increase in EE
operators— from51in 1938to 82in 1990 the incidence of fishing and processing in Alaska waters
by these EEZ operaton may be higher.

_ The division found many limitations in its attempt to make tax assessments from fish tickets. The
major limitation is that DOR could only make assessments on resource harvested in Alaska waters
because the fish ticket does not record Rroc_es_smg location. Thus, tax due from Proce_ssm in Alaska
waters is not determinable. In addition, the division found it very time consuming to review the detailed
fish ticket runs for each processor.

As an added complication, the division requested original copies of the fish tickets issued b)( each
processor to determine that the information was accurate. Upon obtaining the original fish tickets, the
division noted that ADF&G has implemented certain editing procedurgs. Often, fish ticket editors
allocate apercentage of the total pounds harvested to statistical areas when the catcher boat indicates
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continuous, operation overlapping several statistical areas. In addition, since ownership of vessels
phan?es qmcklP]/_ and mast are out of state, it is difficult to locate the owner liable for the tax. Finally, it
Is not clear at this time if assessments mace based on fish ticket data will hold up through the appeals
DroCess.

Groundfish compliance can be summarized as follows:

EEZ Pounds Not Reported. An average of 5% of ADF&G groundfish harvest (Table 16) not
reported to DOR s attributed to EEZ gperators. If the entire 59%was taxable (at a three year averagfe
value of $140.1 million/year and adeveloping/floating tax rate of 3%) thiswould result in approximately
$4.2million/year in additional tax. However, it is Pro able that these pounds are caught and processed
In the EEZ and are not_su_b{lect to tax. Currently the division does not have processing location data
available to assess tax liability.

. Other Pounds Not Reported. Anaverage of 8% of ADF&G reported groundfish harvest (Table
16)is notaccounted for. Ifthe entire 8% was taxahle (at athree yearaverage value 0f$17.5m|II|on/¥ear
andadevelogm Shore- based or floating tax rate of 1%to 3%) this would result in approximately
$178,000 to $633,000/year in additional fax.

At the present the division can only determine, for Proc_es_so_rs who file fish tickets, on a taxpayer
by taxpayerhasis, where the resource was harvested and thus ifit is subject to tax. The division does not
have data to determine where resource was processed and so cannot determine if resource harvested in
the EEZ was processed in Alaska waters and is therefore subject to tax.

Halibut Fisheries

Halibut Overview

The halifut fishery is managed by the International Pacific Halibut Commission (IPHC). The
annual quota is apportioned by area and season. Openings last one or two, days, occurring on pre-
determined dates, usually in May and September. The only legal gear is setline or longline.

~ADF&G fish tickets are the source docitfuests ws«J to record halibut harvest data. IPHC has
Implemented procedures whereby Alaska and adjoining federal waters are broken into harvest regilons.
Fishermen use these re?mns 10 desnﬁnate |location of their catch. Unlike ADF&G statistical areas, IPHC
regions do not designate whether the catch was in Alaska or federal waters.

IPHC data captures fish ticket information and assi%ns port codes that reflect the port of “landing
(off loading). Halibut harvest data is then released as total pounds landed by port.

As with groundfish, much of the halibut is harvested outsice Alaska’s three mile limit. Because
openings are Short (usually one to two dah/s) many fishermen with sophisticated refrigeration systems
transport their catch directly to Seattle where it commands a higher price.
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Halibut Compliance

To determine pound compliance, the division compared the total pounds ADF&G reported as
harvested with the total pounds reported to DOR as taxable. Table 17splits the total halibut harvest into
hahbuttre ]grted to DOR as taxable, halibut delivered “outside™ (Washington State), and halibut not
accounted for.

. Thedivision believes that the 7%delivered “outside” s probab\% not taxable. These P_ounds most
likely represent halibut caught in fecleral waters andl taken directly to Washington State. Halibut seasons
are Very short and have man?/ ?ar_dmp"lts from the Seattle area. The division suspects that a certain
number offishermen fishuntil closing and thenhead straight for Seattleto offload. However, the division
IS not able to document this as IPHC regions are not specific enough to determine whether the resource
was caught in Alaska or federal waters.

The 1% not reported to DOR in Table 17 most likely represents:

1 errors the processors, IPHC and DOR make when data capturing and reporting pounds;
2. dock sales by fishermen of unprocessed halibut to consumers; and

3. non-compliance (processors not licensing with DOR nor filing tax returns and processors not
reporting all pounds processed).

Usin(% DOR’s average price er_i)ound, the estimated two gea_r average value for the 4.6 million
pounds notreported to DOR is $7.5mi I|on/0year. |fthe entire $7.5millionwas taxable at an established/
shore-based or floating tax rate of 3% to 5%, the estimated tax would be $226,000to $377,000

Table 17
ADF&G Pounds of Halibut Harvested and the Percent Reported to DOR
(MiSons of Pounds)
1988 1989 19901 2YrAvg
ADF&G % of ADF&G % of ADF&G % of ADF&G % of
Halibut Pounds  Total Pounda Total Pounda  Total Pounda Total

RePorted toDOR 539 88% 46.1  82% AT4  N/A 50.0 85%
Delivered Outside 3.6 6% 4.2 8% N/A N/A 39 1%
Not Rep'd to DOR 35 6% 5.7 10% N/A N/A 46 8%

ADF&G Harvested 61.0 100% 56.0 100%  N/A N/A 58.5 100%

1Data for 1990 is not yet available from IPHC and ADF&G.

. At present, IPHC only releases halibut harvest data by pounds lanced per port. Compliance
informationsuchaspounds ﬁer P roctorisnotreleased. Thus, compliance efforts forthe halibut fishery
have been hampered by lack of harvest data.
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Conclusions: Overall Rate of Non-Compliance

Table 18 summarizes pound compliance as ADF&G total pounds harvested (Alaska and federal
waters) and the percent of those pounds reported to DOR as taxable.

Table 18
ADF&G Pounds Harvested and the Percent Reported to DOR
All Species
(Millions of Pounds)
1988 1989 1990 3YrAvg
ADF&G DOR % ADF&G DOR% ADF&G DOR% ADF&G DOR %
Fisheries Pounda Rap’d Pounda Rap’d Pounda Rap'd Pounda Rap'd
Salmon 5348 95% 698.8  95% 692.3  99% 642.0 96%
Herring 1127 96% 96.6  99% 91.2 9% 1002 97%
Shellfish 179.8  78% 199.6  30% 266.0  78% 2151 79%
Groundfish 14543 39% 21986 3£% 3,261.6 30% 23048 33%
Halibut 61.0 88% 56.0  8f N/A N/A 58.5185%1
ADF&G 23426 59% 3,2496 52% 43111 46% 33206 51%

1Two year average.

The following is a brief summary of each fisheries compliance:

Salmon. Salmonis harvested almostentirely within Alaska’s taxingjurisdiction. On averag_e,_9_6%
ofthe salmonharvested in Alaska and federal waters is reported to DOR aStaxable. Overall, the division
concludes salmon compliance is high.

The potential additional tax revenue, if the entire 4% did represent taxable pounds not reported,
would be approximately $541,000t0 $902,000/ea

Herring. Hering isalso harvested almost entirely within Alaska’s taxing jurisdiction. On avera%t]e,
9% of the herring harvested in Alaska and federal waters is reported to DOR as taxable. Overall, the
division concludes herring compliance is high.

The potential additional tax revenue, if the entire 3% did represent taxable pounds not reported,
would be approximately $29,000 to $49,000Aear
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. Shellfish. The shellfish harvest is dominated by the cirab fishery. Crab is harvested and processed
Inboth Alaska and federal waters. On average, 79%0f the crab harvested inthese waters is reported to
DOR as taxable. The 21%not reported représents 18% EEZ pounds and 3% pounds not accounted for.

Atthe present DOR isunable todetermine ifthe EEZ pounds are subject to tax due to the following
data limitations:

1 DOR is unable to determine if the crah was harvested in Alaska or federal waters, except on a
taxpayer by taxpayer jaidit basis; and _ o _
2. information regarding floating processors’ processing location is non-existent.

The EEZpounds represent approximately $52 2million/yearofvalue. Ithese pounds were subject
to tax, potential additional tax revenue would be $2.6 million/year. However, based on this study the
division believes most of the EEZ pounds arc not subject to tax.

The 3% of pounds not accounted for is most likely due to reporting errors and non-compliance.
Potential additional tax revenue, if the entire 3% did represent taxable pounds not reported, would be
approximately $261,00010 $435,000/ear

_Inorder to assess actual compliance.in the crab f|sher8 DOR needs third party data cmwhere
floating processorsharvesting and processmg takes place. DOR recommendsthat this data be gathered
bgAD &G onboard observers. This would be the most efficient and inexpensive means because the
observer programis already inplace and would only entail having the observer collect additional data.

Groundfish. Groundfish isharvested andprocessed in both Alaskaand fedoral waters.On av_era?e,
33%ofthe ?roundﬁsh harvested in these waters is reported to DOR as taxable. The division estimates
the 67% not reported represents 59% EEZ pounds and 8% pounds not accounted for.

Atthepresent DOR is unable to detennine ifthe EEZpounds are subject to tax dueto the following
data limitations:

1 DOR s unable to detenning ifthe groundfish was harvested in Alaska or federal waters, except on
an audit basis taxpayer by taxpayer, and

2. information regarding floating processors’ processing location is non-existent.

. The EEZ pounds represent approximately ?140.1 million/year of value. If these pounds were
subject to tax, potential additional tax revenue would be $4.2m|ll|on/¥ear. However, based on this study
the division believes the majority of the 59% of EEZ pounds are not subject to tax.

The 8% of pounds not accounted for are most likely due to repotting errors and non-compliance.
Potential additional tax revenue, if the entire 8% did represent taxable pounds not reported, would be
approximately $178,000to $533 000/

Inordertoassess actual compliance inthe groundfish fishery, DOR neegs third party dataonwhere
floati Inv?F;%rocessor harvesting and processing takes place. DOR recommends that this data be gathered
by NMES onboard observers.

. This would be the most efficient and inexpensive means hecause the observer program s already
Inplace and would only entail having the observer collect additional data.
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Halibut Halibut is harvested both in Alacika and federal waters, but the ma%ority IS brought

shoreside for processing. On average, 85% of the halibut harvested in Alaska and Tederal waters is

reported to DOR astaxable, The 15%not reported represents 7% pounds delivered outside Alaska and
Y pounds not accounted for.

. Based on this study the division concludes that most ofthe 7% ofpounds delivered “outside” is not
subject to tax. The 8% of pounds not accounted for is most I|kel)/ (ue to reporting errors and non-
compliance. The potential additional tax revenue, if the entire 8% did represent taxable pounds not
reported, would be approximately $226,000 to $377,000/\ear

_Overall the division is unable to draw conclusions about halibut compliance. Without access to
halibut fish tickets, the division cannot analyze compliance in this fishery.

Table 19summarizesthe potential additional tax from increasedPound compliance. “Unaccounted
forﬁounds”for all fisheries represent potential additional taxable value of $64.1 million/year. I 100%
% t4es_e| Pou/nds were subject fo tax, potential additional tax revenues would be approximately $1.2to

Amillion/year.

liable 19
“Pound Compliance” Potential Tax from Unaccounted for Pounds
(fa Dollars)
Low Tax Low High Tax High

Fiahwy Estimate Tax Rata Estimate Tax Rate
Salmon $541,000 3%Est/SB $902,000 5% Est/FP
Herring 29,000 3% Est/SB 49,000 5% Est/FP
Shelifish-Crab 261,000 3% Est/SB 435,000 5% Est/FP
Shelffish-Other 11,000 1% Dev/SB 55,000 5% Est/FP
Groundfish 178,000 1% Dev/SB 533,000 3% Dev/FP
Halibut 226,000 3% Est/SB 377,000 5% Est/FP
Total $1,246,000 $2,351,000

SB - Shore-based Processin_P Facility
FP - Floating Processor Facility
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Table 20summarizes the potential additional tax from “EEZ pounds not rePorted to DOR"for the
crab and groundfish fisheries. EEZpounds not reported to DOR representvalue otapproximately $192.3
million/year. If 100%of these pounds were subject to tax, potential additional tax revenues would be
approximately $6.8 million/year, There are vast differences of opinion surrounding how often EEZ
operators harvest and process in Alaska waters and thus if they are subject to tax. Currently the division
does not have the datato determine if these pounds are taxablé. However, the division concludes, based
on its knowledge of the fisheries, that the majority of these pounds are not subject to tax.

Table 20
“Pound Compliance” Potential Tax from EEZ Pounds
(h Dollars)
LeWTax Low High Tax High

Rettery Estimate Tax Rata Estimate TaxRnte
Sheltfish-Crab N/A N/A $2,600,000 5% Est/FP
Groundfish N/A N/A 4,200,000 3% Dev/FP
Totul $ N/AL $6,800,000

SB = Shore-hased Processin_? Facility
FP - Floating Processor Facility

INote: The “low tax" estimate for shore based processing is not applicable, because the
pounds, if taxable, would be taxed at the higher rate for floating processors.

28 Fish Tex Study May 1992



PART IV. Recommendations to Improve

Compliance

The third purpose of this report is to provide recommendations to imgrove fishtax compliance and
enhance revenyes. The division has determined there are four general areas that, If modified, would
Improve compliance and/or enhance revenues:

1 The ADF&G Fish Ticket System

2. DOR’s Licensing Procedures and Unpaid Tax

3. The Ohserver Program

4, Statutory Changes to the Fish Tax Laws and Institution of a Landing Tax

1. The ADF&G Fish Ticket System

. The Income and Excise Audit Divisionrelies heavily onthe ADF&G fishticket system as aprimar
audit and compliance tool. The division recognizes that the overall purpose of the system is to provide
infounation to resource managers and that the system is not designed as a tax information system, The
division also recognizes that tampering with aworking system may not always be productive and that
the system is largely based upon voluntary compliance Dy processors and fishermen. However, in its
work the division has experienced certain frustrations with the current fish ticket system. For example,
there are no physical controls over the blank fish tickets, nor is there any expiration date on the imprint
plates used fo issue fish tickets.

Once a fisheries business is licensed with Revenue, ADF&G issues the business a four-digit
“Processor 1D Code™, asupply of fish tickets and ametal imprintplate. Every time afish ticket is issLied
toafisherman by aprocessor, this metal plate is usedto imprint the processor’s ID code on the fishticket.
This code provides the only means to track processors through the fish ticket system.

The division understands that ADF&G will supply a processor with as many blank fish tickets as
requested and often make multiple copies of processar imprint plates, The current system allows an
unscrupulous processor to operatewithoutalicense by using plates andtickets left over fromaprigryear.
Such aprocessor would likely not be identified until well"after the fishing iteason. When the division
compared lists of licensed fisheries with a listing of processor ID codis used on fish tickets, it found 21
processors thatwere using invalid processor 1D codes for 1989, and 3/for 1990. Investigations of these
?rocessors |songo_|n?_.Apossmlerem_edywouldbe toprovide forayearly processor 1D codeand provide
or an annual expiration date on the imprint plates.

_ _Thissu%gest_ionhasbeend_iscussedwithADF&Gpersonnel.Theyhaveaprobl_eminthatthecurrent
Imprintmachine isantique and it may take up to anhour to create a newplate with this machine. ADF&G
does not have the manpower to make every processor new plates every year.

A possible solution is to purchase astate ofthe an machine which can make aplate in seconds. The
new machine would enable ADF&G to pravide expiration dates on the imprint plates and issue new ones
annually. Such amachine is currently available and would cost $13,000t0 $18,000, DOR believes the
enhanced controls on fish tickets would justify state expenditure for the new machine.
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2. DOR Licensing Procedures and Unpaid Tax

Aspart ofthe study the division noted that the amount of assessed but unpaid tax as of June 30,1991,
for all fish taxes was approximately $3457,000. Of that amount, $1,591,000 was classified as non-
collectible. An analysis ofthe non-collectibleaccounts revealed that most ofthem were for tax years that
pre-dated the legislative audit of 1989 and subsequent improvements by the division. Mast of the
uncollectible accounts resulted from assessments made well belyond the end of the respective tax year
and they also tended to represent businesses that operated foronfy one year, These businesses either had
Prepa| tax as security that did not cover their eventual liability or did hot file returns. In the latter cases
he assessments représent returns prepared on their behalf by the division.

The_ current procedures in DOR’s licensing section have addressed this Kroblem by closely
scrutinizing license applications for adequate prepayment of tax. Furthermore, the Audit group is takin

timely action to ssue assessments as soon as possible for non-filers of returns. With the exception 0
active investigations, every taxpayer who was issued a license for 1990 and has not filed a 1990 return
has been persuaded to file'or has had a return filed on their behalf by the division.

. DORhas also mage statute recommendations that would reduce the unpaid and non-collectible tax
inthe future. (See Exhibif l%Br_lefly, new language added to AS 43.75.011 would allow the dePartment
to deny licenses to fisheries busingsses and ovimer's that owe the state any taxes, and additional language
proposed for AS 43,75.055 would give the department express authority for its current policies on
acceptable security for collection of taxes.

3. The Observer Program

The division’s compliance analysis concluded that there is no practical way for auditors to
detennine and document processing done by flaters or catcher/processors inside the three mile limit.
The audit resources of the division are not Sufficient to examine in detail every floating processor to
gather documentation to support an assessment, A typical floating processor’s log may show hundreds
0f locations listed in degrees longitude and latitude. With existing audit tools, €ach location must be
manually plotted on a map showing the three mile limit. Even if the processor Is shown to be inside,
ewdencemustbeP_resentedtqshow atharvesting and/orprocessing occurred inside the three milelimit.
While the harvesting data might be logged with a location, the processing information rarely is.

Onepossible solutionwauld be to have ADF&G ohservers on board vessels monitor and document
harvestmgz andprocessing insidethe threem | limit. Ifthe division had evidence inthe form of observer
loghooks that documented processing inside the three mile limit, it could ensure that eveQ( vessel with
an observer is incompliance. This change in procedures would need to be approved by the Alaska Beard
of Fisheries and coordinated with ADF&G.
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4. Statutory Changes to the Fish Tax — Landing Tax

With an ever changing fishing industry, the results of field audits and compliance investigations
show the need for statuté clarifications and amendments. The in-depth audits of processors have brought
to light areas of confusion by the industry andproblems of inconsistent interpretation of the law. DOR
recommends statute changes inthe definition oftaxable value, the definition ofwho is liable for the tax,
and other chanrqes that will give the state befter tools to administer the fish tax program. DOR also
prepared draft fanguage for instituting a landing tax along with an estimate of additional revenues.

Exhibit 1details the proposed statutory changes andjxovides an explanation of each proposal. The
proposed changes fall info three categories:

A.Qarifications to existing statutes on issues encountered in field audits
B.Revenue enhancement provisions
C.New language for establishing a landing tax

. Table 21 onthe next Pa_ge summarizes the net fiscal impacts of die proposed_statutory changes
1nc|ud|n? aIandlng tax. Certain statute changes would add needed definitions and clarifications orwotld
increase the department's power to obtain information. Estimates of increased revenue from these types
of changes cannot be quantified.
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Table 21
Summary of Increased Revenues Per Year from
Proposed Legislative Amendments and Landing Tax

43.75.011 Licensing Requirements

43.75.015 Roe Taxed Separately $ 923,000
43.75.017 Exclusion

43.75.020 Raise License Fee to $250 107,000

43.75.030 Information Report by Cash Buyers
43.75.055 Acceptable Security =
43.75.100 Tax Imposed on Acquiring Resources
43.75.070 Responsible Persons
43.75.290 Definitions ,

4)  Fisheries Business Defined

5)  Roe as Resource Defined

11) Value - Determinations

12) Lienable Real Property Defined

13)  Processing Defined

14) Processing for Sale to Consumers 5(5,000)
15) Market Value to Include Tendering Costs 3,750,000
43.77.010  Landing Tax Revenues $9,700,000
Less estimated costs of administration
1 Tax Examiner (40,000;
2 Reid Auditors ( 116.000
Net Revenues from a Landing Tax 9.544.000
Total Net Increased Revenues per Year $14.319.000
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EXHIBIT #1

Proposed Changes to Fisheries Tax Provisions

Third Draft Sie

Alaska Statutes
Title 43

REVENUE AND TAXATION

Chapter 75. Fisheries Taxes

Articl

1 Taxes and Licenses %3 /.01 -43.75
2AC &gumn%fAKl NG OF] Fisheries Products WhichAre Sold Qutside Taxing Jurisdiction (43,75.100

3. General Prowsmns (43.75.130 -4375.140)

Article 1. Taxes and Licenses

paiam

11 fisheries business license 30. Filing tetum and payment of tax
15. Fisheries business Ux 32. Fishéries business tax credits tax
17. Exclusion from fisheries business 3A. Tax credit report

18 Fisheries busmeae odocation credit 55. Security for collection of taxes
20. Application for license 79 Rcawmihte pram

Sec. 43.75.011. Fisheries business license. Apersonenga mgoratten%n 0Qgtoengagemafmhenes
business shall first apply for and obtain a Ilcense as providedi

) The commissioner may assess a civil penalty agamst a erson requwed to have alicense under (@)
ofthis section who fails to obtain the license. The'civil penalty for aviol atlonof a) of this sectionma
not exceed $5,000 the first time a civil penalty is assessed é{o 000 for a secon assessment $15
forathird assessment, $20,000for afourth asséssment, and $25,000for a fifth or subsequent assessment.
The commissioner may not assess apersonmore than onecivil enaltyforawolatmnof(a)ofth|ssect|on
In 3 30-0ay period. (§3ch79SLA 1979, am %§12ch SLA'1990)

g 0) A fisheries business shall not be issued alicense if
the fisheries business is in arrears in the payment of a tax under this title: or
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(2) aperson Who owns, directly or indirectly. 10%of the canity interest in the fisheries business is
in arrears in the payment of a tax under this fifle, or. L o

many other person owns, directly or indirectly. 10%of the equity interest in the fisheries business
and who‘also owned, directly or indirectly. 10%0of the couitv interést in anv person in arrears in the
payment of a tax under this fitle. o | |

% For ~fllthis section, a person is not in arrears if the payment of the tax is under
administrative or judicial appeal.

COMMENT AS 4375011 (e) & (d). The fishing industry isa highrisk and som etim es
unstable industry. The division has experienced problem s with som e
processors accruing large unpaid tax liabilities, the ow ners abandoning
the insolventcom pany and then starting up a new business. Thecurrent
statutes provide no legal basis to deny the ne'vcompany a business
license even ifformed, owned and operated by the sam e principals.

The new language would allow the department to deny licenses {0
fisheries businessesand owners thatowe the state any taxes. Itwould
alsocoverthesituatbn whereindividualsform onecorporationtoconduct
processing activities in one year, fallto pay the various fisheries taxes,
dissolve or file bankruptcy, and then com e in the nextyear with a new
corporation to be licensed. Thisprovision allow s the departm entto look
to the ownersofthe corporations to determ ine ifthey ow e the state any
taxes from othercorporations with which they were involved.

Sec. 43,75.015. Fisheries business tax. (2)A person en?aged Inafisheries business is liable forand
shallpay the tax levied by this section on the value of each ofthe fol lowing fisheries resources processed
during die year at the rate set out aftereach:.
1)'salmon canned at a shore-based fisheries business — four and one-halfpercent;
salmon Eroce_ssed by ashore-based fisheries business, except salmon forwhichthe tax is dug under
t1) ofthis SLtJ section, and all odier fisheries resources processed by a shore-hased fisheries business —
fee percent.
S%Sherles [eSOUrCes Pro_cessedb afloatlngi_ﬁsherles business— five percent. _
_ (0) Instead of the taxes levied by (ayofthls Section, apersonwho processes adeveloping commercial
fish Species is liable for and shall pay a tax equal to: ~ _
- (1) one percent of the value of the developing commercial fish species processed by a shore-based
fisheries business during the year; and _ o _ _
. () three percent of the value of the developing commercial fish species processed by a floating
fisheries business during the year. | o _ _

() Apersonengaging or attemptingto engage in afisheries business who first actually andphysically
processes the fishery resource, or aperson who ?urc_ha_ses afishery resource that is frozén from aperson
excludedby AS43.75.017 fromliability forthetax, isliable for and shall pay to the dePartmenttheentlre
tax |mRosed by this section. In determining this tax liability, the person may deduct from the value of
the fishery resources processed, the value 0f fishery resources that are canied or processed for other
licensed fisheries businesses. A person taking the deduction authorized by this subsection shall report
all information relating to the deduction in accordance with re(lyulatlons isSued by the department. The
owner ofthe fisheries resources at thetime of processing is liable for and shall pavthe tax, or anv portion
of the tax, if the person otherwise liable does not for ar v reason oav toe tax.



(ttt Fish e%gs, suich as rae, are not considered to be processed with the fisheries resources from which
obtained, HUL are instead first actually and physically prticessed at the time of naolrairing for shipment
afterremoval  the fisheries r*nnToe. P$3 ch79SLA 1979; am 8§85,6 Ch 117 SLA 1981;am § 1
ch 79 SLA 1986)

COMMENT AS 43.75.015(c). Custom processing arrangem ents often resultin un-
paid tax as the ownerand the processorbelieve the tax has heen or
should bepaid by the other. Thisprovision would m ake itclearthatthe
ownerwillbe liable fortax iftheprocessing isperformedbyan unlicensed
fisheries business.

The addition of the word ]Jicensed*conform s the statute to the regula-
tions. Thiswillm akeitdearthatacustom processorisrequiredtoprocess
forlicensed fisheriesbusinessesinordertoescape tax liabilityplaced on
the firstprocessorofthe resource.

Theadditionalsentence atthe end ofsubsection (c) places the ultim ate
responsibility forthe tax on the ownerofthe fisheries resources in the
eventthetaxisnotpaid. Thiswillcoverdissolutionsandbankruptcies, etc.

AS 43.75.015(d). Verylittlesalm onroeisreportedas taxable value. The
current departm ent position as reflected in form al hearing decisions
considersroeprocessed whenremovedfrom thesalmon. Therefore, the
price paid forthe whole salmon isconsidered to indude roe. However,
Ifaprocessorpurchasesroealreadyseparated from thecarcass, thatroe
is taxable.

Forthose fewprocessors whodoreporttaxableroe, the valuesreflected
are high, up to $3perpound. Fishtaxrevenueswouldincrease Ifroe were
treated as aseparate fisheriesresource. Theaverage volumeofsalmon
roeexported from 1981 through 1987w as 10,263,000pounds (according
to the Com merce Department's Sector Report, May 1991). Using the
shore-basedtaxrateof3% andanaveragevalueof$3.00perpound, this
equates to approxim ately $923,000 in additionalrevenue peryear.

Theadditionofsubsection (d) willprovide Jiatroeisprocessed only after
removalfrom the resource. Further, the deaning and washing ofroe by
theprocessorisnotprocessing. Thetaxableprocessing eventforsalm on
roewillbeatthe timeofpackaging forshipm ent Currentlyroeisgenerally
consideredashavingbeenprocessed withtheresourcesonotaxlIsbeing
paid.

Sec. 43.75.017. Exclusion from fisheries business tax. A person. is not liable for the fisheries
business tax under AS 43,75.015 and is not required to obtain a fisheries business license under AS
43.75.011 when the fishery resource is frozen anoard a fishing vessel if S

1) the viessel is operated as a commercial fishing vessel under a valid commercial fishing license;
the fishery resource is not processed beyond heading, gutting or cleaning, freezing a'id glazing;
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the fishery resource was cauqht by the vessel; and
the f|sher¥ resource IS sold by the person clalmlng anexclusion fromthe tax to a fisheries business
licerised under this chapter. ( §7ch 117 SLA 1981)

COMMENT AS 43.75.017. Technically, fishermen are engaged in a fisheries busi-
ness when they perform processing activitieson the vessel. The statute
says they are notsubjectto the tax undersection 15but, presum ably,
since section 11 requires a fisheries business to obtain a license, they
wouldhave to be licensed. Thisamendmentwouldconform the statute
to presentpractice notto require fishermen to obtain licenses in these
situations.

Sec. 4375018, Fisheries husiness education credit (@ EQA person engaged in a fisheries business
isallowed asacredltagalnstthetaxdueunderthlscha ter ercent ofcas contrlbutlonsacceptedfor
direct instruction, research, and educational supportlpurposes including library and museum acquisi-
tions, by anaccredited, nonprofit, public orprivate, Alaska, two-or four-year, colle eorunlver3| The
credit may not exceed the lesser of 10percent of the amount of tax due under this Chapter or $
A contrlbut]!(%ﬂ cltat||med as a credlit u.ider this section may not be claimed as a credit under another
rovision of this title
P ) Contributions accepted for endowment purposes are not eligible for the credit under (8) of this
Section

(ﬂ (YSe ptember 300f each year, the Department of Revenue shall report to the Legislative Budget
and Audit Committee on the credits taken under this section. Each public college anduniversity shaII
Include in its annual operating budget request contributions rece|ved and how the contrlbutlons Were
used. (8 7ch 58 SLA

Secd3.75.020, Applicationfor icense, (a)Applicationforalicense shall be filedwiththe department
and accompanied by an annual fee of A separate annual fee is required for each plant qi
location specified in the application covere t()iy the license. The application shall contain the name of
the appllcant the ling.of business to be licensed, place ofbusiness, and other facts which the department
prescribes. Teapﬁ icant shall state that the applicant agrees to pay the tax imposed by AS 43.75.015
0r43.75.100, and that the applicant will file g return and pay the tax at the time provided by law.

(0 A Ferson with aflsherles business tax liability not exceedinz $5001n the Frewous tax year who

reasonably expects [a have tax I|ab In the current year not timesed ISHIQ may. file a special
eopilcau%?o afcenseaccompamedlb an annual eeof@% Aquaﬂymgspeua alr |cant|se>|?empt
fromA

[(b%] UPon rece|Pt of the application in proper form accom#aamedb y the annual fee, the
departmentshall issuethe cense Thede artmentmavrevokeaﬁcense| thepersonwouldnot thereafter
qualify for a license at anv time urmgt eca endaryear if an app |cat|on Is presumed to be made at that
1Imt (82«2 SLA 1949, am § B3¢h 59 SLA 1982 am § 3ch 150 SL )

COMMENT A S43.75.020(a). The $25fee, whichhasbeen ineffectsince statehood,
isreplaced witha $250 fee. Thisnew fee willcovermore ofthe costs of
the licensing function.

The addition of the word location is designed forbuyers who do not
operate processing facilities.
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AS43JS,02Q(t0 Anew subsection (b) has been added to allow sm all
operationstooperateatthe current$25 feeand tc filea specialsim plified
application. Theseprocessorswouldnotbhe required topostsecurity as
the amountoftax liability is minim al.

A S43.75.020(c). Languageisadded to subsection (c)toexpresslygive
the departm entthe authority torevoke a license ifthe taxpayerwouldnot
qualify atany time during the tax year.

Sec. 43.75.030. Filing return and payment of tax. (a%A person subject to the tax shall file a retumn
stating the value of fisheries resources processed during the license year, computed as required by this
chaptér, and such other information as the department prescribes by requlation. A person who buvs
fisheries resources prior to processing for resale shall file an information Teturn or report reporting stich
information as the department prescribes bv. regulatlon. The return shall show the license number and
shall he signed by the taxpayer or an authorize a?ent, underPenaI ofperjury. Ifareceiver, trustee,
or assngn 1S operating the property or business, that person shall file the return for the person. A tax due
onthe basisofsuchareturnshall be collected inthe same manner as ifcollected fromthe personofwhose
business the receiver, trusteg, or assign has custody and control. _
Thereturnshallbe mage onthe basis ofthe calendaryeartothe department at Juneau before April 1
after the close of the calendar year. . _ o -
¢) The department may adopt requlations for the granting of a reasonable extension oftime for filing
an m% grant an extension of time for filing.
e tax shall be paid before April 1after the close of the calendar year, .

(&)Every person engaging or attemPtmg to engage Inabusiness forwhich alicense s required under
this chaﬁtershall keepTecords, make statements tincler oath, file returns, and comply withall requlations
which the commissioner of revenue may adopt. _ _

() When the dePartment considlers it necessary, it ma%/ require a person, by notice served upon the
person, to file a return, make such statements under oat ,.0rkeep and displdy to it such records as it
considers sufficient to show the tax for which the person is liable, 1f a Person fails to file a return as
prescribed by law or by requlation, or makes, willfully or otherwise, a fabe or fraudulent return, the
department $hall make the return from the information which it can obtain. A return made by the
department is prima facie Hood and sufficient for all legal purposes. . _

ﬂf) Forpurposes ofthis subsection, in the case ofeach failure to file an information return or report
%n he oﬁtfe Hrescr*bed (dletermined with regarg 0 ar}g eﬁ?_nsmn ?_f%lme for le unjess it \s showg
that such farlpt* It fr* nrivkenaal# rene®and nnt sewalltiil n*ylirt a pwialtv of $60(10shall h™* pal
tn the e pyrinHnrfnutinn ne th* nrinA Airing whirh ttv. nmnn fails to fite
the return or J k department mav prescribe bv requlation circumstances, which constitute
reasonable cause ftr purposes of this subsection. (8 3ch 82SLA 1949; am §52,3ch 146SLA 1962
am 88 5,6, ch 79 SLA 197)

COMMENT AS 4).75.030 (a) A (g). The new language would require buyers of
unprocessed resource to file inform ation returns reporting such inform a-
tion as the departmentdeem snecessary. Thiswouldallow the depart-
mentto track resource from the fisherm en to the entity liable forthe tax.

Therequirementwould be given teeth by penalizing a buyer $5000 for
each 30 day period the inform ation return orreportis late.
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Sec. 43.75.032. Fisheries husiness tax credits (Effective until January _1,19923. (2).A fisheries
business isentitledto acredit ofnot more than S0percent of the business tax liability under AS 43.75.015
for capital expenditures made during the tax year that (1% increase product diversity, or production
efficiency and capacity, or improve product quality, at a shore-hased fisheries businéss facility in the
state, or (2% contribute to development of a cooperative seafood industrial park in the state, if an
applicationtorthe credit is approvedby the department in advance of the capital expenditure. Afisheries
business may claim a credit Under this subsection for amaximum period otthree consecutive years. An
applicant forthe cred.itmay elect to beginthe three-yearperiodwith any tax yearfrom 1987through 1989,
Atax credit under this subSection may not be approved tor more than S0pefcent ofa capital expenditure,
plus a%/]lncrease required under (b) of this section. _ o

. () The amount of a credlit under (g) of this section for a capital expenditure involving a shore-hased
fisheries business facility orcooperative seafood industrial park located orto be located inamunicipality
shall be increased by the amount by which the municipality’s fisheries business tax refund is reduced
under AS 43.75. ca. The total amount of a credit increase under this subsection during a three-year
period may not exceed 25 percent of the amount of the capita expenditure., = o

() The portion of a capital exBendlture that is eligible for a credit under this section but is claimed
during a single tax year may not be carried back to apriar tax }qear but Is available for the computation
taﬁ_a cregl_n under this section for a subsequent tax year within the three-year period elected under (a) of

IS section,

ﬁ Within 10days after _submlttln%an application for a credit uncer (a%oftms section the applicant
shall'sendacopy ofthe applicationtothe munici allty,_|fan%/, Inwhich the Shore-based fijheries business
Iactl) lit ortcgoperatwe seafood industrial park for which the expenditure is to be mad, is located or is
0 be focated.

e) A fisheries business is entitled to a credit of not ore than five percent of the business tax liability
undér AS 43.75.015 for contributions made during the tax year to the AW. “Winn" Brindle memorial
scholarship account d(AS 1443 290). Afisheries busingss may claim a credit under this subsection for
the 1987 tax year and subsequent tax years. A tax credit undef this subsection may not be approved for
more than 1 Percent_ofascholarshlp contribution. _ _

éf) The total tax credits that ma%/_be claimed under this section for a tax year for capital expenditures
andScholarship contributions combined, may notexceed SOpercent ofthe taxpayer s businesstax liability
under AS 43.75,015 for that tax year. _ o

The department may not approve a tax credit under this section if _ _

the property for which the capital expenditure was made was the subdect of a previous capital
expendlaure by another taxpayer for whom a corresponding tax credit under this section has been
aPProved, : : : _
IOFé_Z)the property forwhich the capital expenditure was macle was sold or transferred between fisheries
businesses having substantial common ownership; or o

(thefisherieshusinessclaimingthe credit isinarrears inthe payment ofafisheriesbusiness tax under
AS 43,75.015; for purpases of this paragraph, a taxpayer is not in arrears if the payment is under
administrative or judicial appeal. o _ o

The department shall prepare an application form for a credit undey, this section.

1) The department shall apRrove or disapprove an application for a credit under this section not later

thar 60 days after receiving the application.

In this section

“cooperative” has the meaning given in AS 10.15.59, o

“seafood. industrial R_ark” means a seafood processing center with facilities to land, handle, and
procéss or to ship or transsnip to any location all marketable Species of seafood; aseafood industrial park
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may contain commercial facilities o sup;ZJort the activities of the park, and the labor force and vessels
that operate at or from the park. (§ 2ch 79 SLA 1980)

Sec. 43.75.034. Tax creditreport (Repealed effective February 15,1992), Not later than the 15th
legislative day of each reqular legislative session the Department of Revenue, in conjunction with the
Départment f Commercg and EConomic Development, shall submit to the legislature a report on the
fisheries business tax credit program under AS 43.75.032. The report shall décribe the expenditures
forwhicha creditwas approved during the previous tax year and, ifpossible, the increase memRIo ment
m]%groce33|ng ca ach&%ﬂshenes businesses for which the credit was approved.(§ 2ch 79SLA

; am § 8¢h 79 SLA 198)

- Sec. 43.75.095, Security for collection oftaxes. Each aﬂphcantforahcense underthis chaptershall,
inorwiththe application, state uncer oaththe amount ofeach ofthe products which the applicant expects
to produce during the license year. The applicant shall further state the extent of lienable real proper
owned by the applicant in the state a?alnst which the tax may be collected and other information wit
respectt0 description, location andvalue ofthe property which the departmentprescribes. Ifthelienable
valye of the roEerty IS equal to three times the amourit of the tax for which the applicant will probably
be liable underthis section, the department mav issuethe license ifthe applicantpravidesthe de artmené
with an appraisal made within the immediately preceding 30davs. a commercial tide report, and adee
of trust securing three times the amount of the nrohahle tax andnaming the department as beneficiary.
Ifthe lienable value oftheproperty isnotequal tothree times the amountofthe tax forwhich the applicant
will probably be liable under this section, the department may not issue the license until the aPpllcant
files with thé department a surety bond a%)_rove by the attorne_ygleneral In apenal sum equal t0 twice
the probable amount of the tax for which die apPhcant will be liable, conditioned upon payment of the
tax In full when due, with interest if not paid betore delinquency. However, ifthe applicant purchases
salmon for exi)_ort from Alaska in the round, die amount ofthe bond is $60,000 unless the applicant is
the owner of lienable real propertry In the state of a value of at least $50,000, and the bond must be
conditioned upon payment to the fisherman of the full Rurohase price for the salmon and the payment
ofthe taxinfull when due, The department may waive the bond requirement ifthe applicant posts other
equivalent security as collateral acceptable to the department in the form nf Intangible property easily
converted tocashYCOLLATERAL CCEPTABLE TO THE DEPARTMENT] or prepays the
estimated tax. The department mav reicct intangible property if accepting it a* collateral would
necessitate additional accountln% bvthedepartmentorrequire reporting tofederal or other state agencies.
(54 ch 84SLA 19%7; am 58ch 79 SLA 197)

COMMENT A8 43.75.055. Theadditionallanguage gives express authority for the
-departm ent'scurrentpolicy ofrequiring lienable value to he three times
the tax liability, an appraisalwithin 30 days, a com m ercialtitle report, and

a deed oftrust.

Thechanges in the lasttwo sentences would allow intangible property
such as stock orbonds tObe used as security. Thechanges wouldalso
make ltdearthatpersonalproperty andotherformsofcollateralare not
acceptable.
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~AS 43.75.070. Responsible Persons. For purPoses of this chapter, all officers and directors of the
fisheries business, and such other ?ersons controlling the fisheries business, are jointly ancLscverallv
licHwin wrv'Int fr— pay over the tax to the department.

COMMENT ASA2J5.Q7Q, Thisprovision would give the departm entmuch needed
leverageoverthe collection offisheriesbusiness taxes.ltw ouldallow the
departm entto collectunpaid tax from the responsible individuals of the
fisheriesbusiness. ThepenaltyprovisionofAS43.05.220(d) wouldapply
to responsible persons.

Article 2. Acquiring [TAKING OF] Fisheries Products Which Are Sold
Outside Taxing Jurisdiction.

Sleﬁo%ax Imposed on Tgniring * [TAKING OF] fishery resource
110. Duty of taxpayer and payment of tax

Sec. 43,75.100. Tax imposed on acquiring a [TAKING OFL fishery resource
[TAKING, PURCHASING, OR O_THEF%WIS%Z%

_ : | q%urln%a_fishew resource cove_red_b)g IS Chapter
whlchhasnotbeensubf]]ecttothetammposed|n 15,015, issubject tothetax levied inAS 43,75.015
on he value of the fishery resource ifthe person

(1) transports the fishefy resource to apaint outsice the taxingjurisdiction ofthe state for subsequent
processm? or sale outside the taxing jurisdiction of the state;

2) sells the fishery resource outside the taxing jurisdiction of the state; or

has the fishery’resource processed by a fisheries business in the state. _ o

_ The rate oftax that shall bepaid by aperson whose liability for the tax is established b¥ this section
IS the rate oftax that would have been due under AS 43.75.015ifthe fisheries business that firs actuaIIX
an%hysmall processed the fish had been liable ]tgg%metax. (8lchl90 SLA 1959, am84ch79SL
1979 am * 8-9¢h 117 SLA 1981; am § 4 ch 199)

a&_A person

COMMENT AS 43.75.100. Removing thisunnecessary language wouldsim plify the
law and focus Its meaning on the activity thatis being taxed.

Sec.43.75.110. Dsty oftaxpayer and paymentoftax. Apersonsubjectto taxesunderAS43.75.100
shall make areturnstatln? the valUe of fisheries resources taken, purchased, or otherwise acquired durlng
the license year for sale fo fisheries businesses outside of the taxing jurisdiction of the state compute
as required oy AS 43,75.100, and other information to carry out the provisions of AS 43,75,100 as may
be prescribed by the department. The return shall contain the license number and shall be signed by the
taxpayer or an authorized ag{ent, under penalty of per!ury. I areceiver, trustee, or assign is operatm%
the property or business, that person shall make the return for the person. A tax due on the basis of suc
returnshalbe collected inthe same manner asifcollected fromthe person ofwhose business the receiver
trustee, or assign has custody and control. The requirements for fime and place of payment of tax, and
the obligationtokeep recordSand makethe records available to the commissioner ofrevenue are the same
as those prescribed in AS 43,75.011 — 43.75.050. (§ 2ch 190 SLA 1959; am § 9ch 79 SLA 1979)
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Article 3. General Provisions

on . .
EHBF&%%&IJ e omeles. 0y Dopgnalefund (Bffective uly 1,1562),

Sec. 43.75.130. Refund to local governments, (a) Except as provided in (d) of this section, the
commissioner of revenue shall Pay _ _ _

(1) to each unified municipality and to each city located in the unorganized borough, 50 percent of
the amount of tax revenue collected in the municipality from taxes levied under this chaPter, _

(Qtoeachcity located withinaborough, 25percent ofthe amount oftax revenue collected inthe city
from taxes levied undler this chapter, and

3)to each borougih _ L
H0percent of the enount of tax revenue collected in the area of the borough outside cities from
taxes levied under this chapter, and L "
2 percent ofthe amount oftax revenue collected in cities locked within the borough from taxes
levied under this chapter, _

() For purposes of this section, tax revenue collected under AS 43,75.015 from aperson entitled to
%1hcred|tOI utnderAS43.75.0325haII be calculated asifthe person’stax had been collected without applying

e qredit.

(c @EPEALED EFFECTIVE JANUARY 1,1992) Within 60days aftera credit is approved under
AS4375,032foracapital expenditure involving ashore-based fisheries business facility or cooperative
seafood industrial park located or to be located in a municipality, the municipality may adopt an
ordinance dwectmg the agpai troent to reduce the municipality’s refind under this section overa period
of not more than three Years by an amount not exceeding 25 percent of the capital expenditure.

Notwithstanding the prov_|5|onsof(a?](2) and (aX3XB)of this section, the commissioner shall pay
to eachcity that s located in aboroughincorporated afterJune 16,1987, the following percentages
of the tax revenue collected in the city from taxes levied under this chaﬂter. .

A) 45 percent of the taxes collected during the calendar year in which the borough is incorparated:
40percent ofthe taxes collected during'the first calendaryear after the calendar year inwhich the
borough Is incorporated:; _ o

(C) 3Bbpercent of the taxes collected during the second calendar year after the calendar year inwhich
the borough is incorporated; and _ _ o

(D) 30percent of the taxes collected during the third calendar year after the calendar year inwhich
the horough is incocporated; and _

(2 to each borol\\;%tf(that_ls incorporated after June 16,1987, the following percentages of the tax
revenue collected Mike cities located witljin the borough from taxes levied under this chapter:

A5 (g)ercent of the taxes collected during the calendar year in which the borough is incorporated;

10percent of the taxes collected during the first calendar year after the calendar year inwhich the
borough Is incorporated; _ o

(C) Iopercent of the taxes collected during the second calendar year afterthe calendar year in which
the borough is incorporated; and _ _ o

(D) 20 percent of the taxes collected during the third calendar year after the calendar year in which
the horough Is incorporated. . S _

ge) Notwithstanding the provisions of (d) of this Section, a city may adopt an ordinance to transfer a
portion of the funds received under (dXI) of this section to the borough in which the city is located.
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(95 In this section, “tax revenue collected” incluces the amount credited against taxes under AS
4375018, (§ 6¢h 155SLA 1962 am § 75.ch 69SLA 1970; am § 10ch 218 SLA 1976; am § 11.ch 79
SLA 1979 am § 10ch 117 SLA 1981 am § 73¢ch 74 SLA 1985 am §84.7ch 79SLA 1986 am § 8
ch 58 SLA 1987, am §5 1,2, ch 80SLA 1987)

Sec. 43.75.133. Provision of information to municipalities, (ﬁ) If the mayor, manager, or
administrator ofamunicipality makes awritten request the_degartments all furnishthe mayor, manager,
oradnJnistrator ofthe municipality the names of all fishertes businesses that have filed tax returns under
this chapter inwhich the fisheries business listed the municipality as the location inwhich the fisheries
business processed a fisheries resource subject to the tax imposed under this chapter.

I)Ift_he mayor, manager, or administrator of amunicipality makes awritten request, the department
shall verify that, asto atax levied and collected by the municipality that is based onthe value of fisheries
resource Broce_ssed inortransported to or within the municipality, the value of the fisheries resources
reported Dy a fisheries business to the municipality and the value of the fisheries resources reparted by
the fisheries business to the department under this chapter are substantially the same. If the values are
not substantially the same, the department shall permit the mayor, mandger, or administrator of the
munlmeaIlty_ to Inspect tax returns filed by the fisheries business with the department under this chapter,
or shall fumish to the municipal officer & copy of the tax returns, if the department determines that the
munici a|IKY provides adequate safeguards for the conﬁdenﬂah_ly ofthe returns and that the returns will
be used by the municipality only for purposes of collection of its tax levied and collected on fisheries
resources. In this subsection, the value of the fisheries resources reported by the fisheries business to
the department and the value reported to the municipality aresubstantially the same ifthe values are equal
or the variance between them dloes not exceed one percent of the greater value. (§ 1ch 128 SLA

Sec. 43,75.137. Additional Refund (Effective July 1,1992). To the extent that appropriations are
available for the purpose, and notwithstanding the requirement of AS 37.07. e% that approval ofthe
office of management and budget is required, and amount equal to S0percent ofthe tax revenue that is
collected under this chggter from floating fisheries businesses and is not subject to division with a
municipality underAS 43.75.130shall be fransmitted each fiscal year, withoutthe approval of the office
of management and budget, by the department to the De%tment of Communl%gl)d Regional Affairs
for dispersal to eligible municipalities under AS 29.60450. (§ 2¢h 1% SLA 1990).

Sec. 43.75.140. Definitions. In this chapter _ _ _ o

(1) (REPEALEDEFFECTIVEJANUAR 1,1992)‘_‘caﬁ)|talexpendltures”mcludestheprlcepaldfor-
equipment andthe cost ofimprovements made to deprecial eRroperty, but does not include expenditures
that are deducted entirely for federal income ta_xBurposes Intne yearInwhichthey accrued or were paid;
in this (Paraﬁ]raph, “equipment” and “depreciable_property" Rave the meaning given in requlations
adogte by the Commissioner of Commerce and Economic Development;
“Uepartment” means the Department of Revenue; _ _
“developing commercial fishs emes”meansthos%%peuesofflsh andshellfish annually designated
by the Commissioner of Fish and Game under AS 16.05.060(11);

‘fisheries business” means a person who; _ _ _

a)  engages. inprocessing fisheries resources for sale by freezing, cooking, salting, or other method,

and Incluces but is not limited to, canneries, cold stora%es, reezer ships, and processing plants;
| engages in processing fisheries resources for another person for afee or other conpensation: or.

f ¢) buvs fisheries resources prior toprocessing for resale or for transport out of the taxing jurisdiction
of the state,
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(5) “fishery resource” means finfish, shellfish and fish by-products, including but not limited to
salmon, halibut, herring, flounder, crab, clam, cod, shrimp, >ésod pollock: the térm does not include
such resources In narlrare form for distribution and sale to consumers, o

(6) “floating fisheries business” means a fisheries business which is not a shore-based fisheries
business; the term includes, but is not limited to, a shore-hased fisheries business as defined in (9)(B)
of this section when it is removed from the state; o _

((j??_(REPEALED EFFECTIVEJANUARY 1.1992)“Droductdiversity’meanstheprocessing ofnon-
tradlitional fish or other seafood species or products: _ L

(8) (REPEALED EFFECTIVEJANUARY 1,1992) “broduct quality” means the handling of fish or
other seafood species or products in order to increase product sales or value.

9) “shore-based fisheries business” means a fisheries business
operated from a facility which is permanently attached to the land; or _
opl_erated from a facility which remains in the same location in the state for the entire tax year
(IlQe AKING”MEANS PURSUING, FISHING, CAPTURING, OR HARVESTING A FISHER-
IESRESOURCE IN ANY MANNER:| Repealed o _

(11) “value means the fall market value consideration for the fisheries resource at the instant the
resource hecomes subject to the tax under this chanter. The department mav use confidential Alaska
Department of Fish and Game statewide statistics Of prices paid hv region for fisheries reamim*
adjusted to eliminate high and low prices and as further adjusted to take Into account deferred payments
suchas honus.toestablish apresumption for marketvalue. hedatauponwhlchdlepresumﬁtlon ismade
ISconfidential and mav not D@ disclosed. The presumption of the department shall only he nvercnmt
with clear and convincin[% proof of the fall market value ofthe fisheries resources that Were processed

ACTUAL PRICE PAID FOR THE FISHERIES RESOURCE BY THE FISHERIES BUSINESS

CLUDING INDIRECT CONSIDERATION SUCHAS FUEL , SUPPLIES, OR GEAR, WHETHER
PAID AT THE TIME OF PURCHASE OF THE FISHERIES RESOURCE OR TENDERED AS A
DEFERRED OR DELAYED PAYMENT, EXCEPT THAT “VALUE” MEANS THE MARKET
VALUE OF THE FISHERY RESOURCE IF THE TAKING OF THE FISHERY RESOURCE IS
DONE_IN COMPANY-OWNED OR COMPANY-SUBSIDIZED BOATS OPERATED BY EM-
PLOYERS OF THE FISHERIES BUSINESS OR IN BOATS WHICH ARE OPERATED UNDER
LEASE OR OTHER ARRANGEMENT}i 583ch 79SLA 1979, am 846.¢ch 94 SLA 1980; am §46¢h
113SLA 1980 am ?§ 11,12 ch 117 SLA 1981: am 985, 7 ch 79 SLA 1986) |

(12) “ienable real property” means the exceaa of current angr aed value ovTr all @) ref]orded I|ena
and encumbrances shown on atitle renort made within 15dava 0fthe date nf the license application an
() unrecorded liens and encumbrances known bv the owner of the real property. _

(13? “hrocess”, *hrocesses” and ,*processing” means anv activity which modifies the physical
condition ofafiahuri—resource, inclyding butchéring, freezing, salting. cnolriny. canning, dehvdratiny.
pr_smokgnﬁ. Pmruarint rlnes not include decapitating shrimp and guiting, silling. alitning. washlnP or
icing a fisheries re—nce solely for the purpose of maintaining the quality of the fresh resource until'the
resources can he delivered to aprocessing facility. The activities aboard fishing vessel bv a person with
an exclusion from the tax under AS 43,75,017 me ngt considered processr g. orpurPoses of fisheries
resources that do not traditionally require Proc_essm? In the Industry, such as scal OPS and ovsters.
processing is deemed to occur at the last unloading ot the fisheries résources from (a) the vessel from
which caught, () a tender vessel, or @ another Vessel owned, leased, arranged or provided bv the
m-rchaser. and the processor is deemed t0 be the first fisheries business acquiring the fisheries resource
fromthe personwho harvested the fisheries resource, or the person who harvested the fisheries resource
It he sells or transports the fisheries resource outside the taxing jurisdiction of the state.
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14) “processing fisheries resources for sale" means the series of processing activities which are
performed bv apegson inpreparing the fisheries resources for a subsequent sale to other than individual
consumers, regardlesswhetherthe person own* the fisheries resources and regardless whethertie person

f15) "market Value consicleration” means tite highest price awilling buvr.r would oav and awilling
seller would accent, both being fully informed and neither under anv compulsion fo buv or sell, and the
property being exposed for areasonableperiod of time. The marketvalue mav be different fromthe price
aP_ro erty can actually be sold for y t given time. Market value shall not be less than all amounts paid
of Incurréd bv the fistieries business iu acquwe, deliver, and preserve the resources prior to processing
and includes, but Is not limited to. the actual price paid to fishermen at th; time of purchase for the
resources and to preserve the resources and as deferred payments or bonuses, all indirect consiceration
provided to the fisherman such as fuel, sup[pl Ies, gear or Credits, and transportation «nd other costs to

deliver thejcsouices to.the processing facilities.

COMMENT AS 43.75*90 (4). The definition of “fisheriesbusiness’ism ade in three
parts. Thefirstdefinesaregularprocessor. Theseconddefinesacustom
processor. Thethlr)definesabuyer. Thepurpose istorequire allthree
to be licensed.

AS 43.75390 (S). The definition of “fisheries resource isexpanded to
includeroeandexcluderesourceinpackage form fordistributionand sale
to consum ers. This m)uld tie In with a landing tax provision.

AS 43.75290 (10). Subsection (10) defining “taking’is repealed as
unnecessary.

AS43.75290 (11). During the course offield audits the divisionbecam e
awareoftheneed forclarification ofthe definition oftaxable ‘vaiue’. The
currentdefinition oftix ible vaiue is “the actualpricepaid forthe fisheries
resource by the fisheries business, Including indirect consideration..’
This definition has been interpreted by a portion ofthe industry to mean
ex-vesselvalue. The currentdefinition is unworkable and unauditable
because thepointoftaxation (processing) and thepointofvaluation (ex-
vessel) are notthe same.

Audits have disclostK i taxpayers who have subtracted im puted costs,
such as tendering costs, from theprice paid to the fisherm en to arrive at
an “ex-vessel’ortaxable value. Forexam ple, certainprocossors willpay
more for fish thatthe fishermen have broughtto the dock than for fish
pickedup on the fishinggroundsby acompany-ownedtender. Theprice
difference is considered by the processor to be fortendering and not
attributable to taxable value (the actual price paid for the resource).
Theseimputedtendering costsare virtually unauditableas the fisherm en
arepaidatumpamountandtheprocessorislefttodeterm inew hatportion
of thatamountrepresents taxable value and whatportion represents
tendering.



O therexam plesofimputedcostsarepremium sforrefrigeratedseaw ater
system s, spotting fees, m anagem ent fees, and unloading fees. Allof
these Items have been subtracted from the totalpaid by the fisheries
business forthe resource and are notreported as taxahle value.

Thedivision $review of “ex-vessel™pricesas reported to the Com mercial
Ftsheries Entry Com mission (CFEC) show s thatreported prices vary
widely forthe sam e resource, harvested by the sam e gear type in the
sam e area. W hilethe divisionrecognizes thatqualityisa factorin a true
price, the variances seen lead It to believe the ex-vesselprices as
reported to CFEC are nota reliable m easure ofvalue.

Thenew language wouldallow the departm entto use the average price
perpoundreported to the DepartmentofRevenue to derive a taxable
vaiue perauditfornon-arms length transactions. The taxpayerwould
bearthe burden ofproofthatthe valueproposed by the departm entis
incorrect.

Thenew definition would also make Itdearthatvaluelsm arketvalue in
all cases and indudes “added” value. Value would be determ ined
generally at the processor's facilities at the point of processing. In
determ ining this value, the departm entis given authority to use ADF&Q
statistics to establish apresum ptionofvalue. Thetaxpayercannotattack
the presum ption but must instead establish a market value for the
resources.

Furtherm ore, this section would define taxable value as allvalues and
costs incurred by the processor up to and just before the point the
resource isprocessed. Thiswouldmakethe taxableevent(processing)
and thepointoftaxable valuation the sam e.

Expanding the definition of value would resultIn additional estim ated
revenue 0f$3,750,000.

AS43.75390(12).Anewsubsection(12)IsaddedtodefineIienablereal
property” The definition would provide express authority for current
departm entpractices.

AS 43.75220 113). (141 & (15k A dditional definitions are added for
‘Drocessing” ‘processing fisheriesresourcesforsale”and "marketvalue
consideration” These are all key elem ents and will clarify the intent

behind the changes.
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Chapter77. Landing Tax Act.

Section
10. Landing Tax 30. Credit for Taxes Paid Other States
20. Piling Return and Payment of Tax 40. Definitions

AS 43.77.010. Landing Tax. A person owning fisheries resources not subjectto AS 43 /Sthat are brought
into the jurisdiction ofthe state rfiall pav a landing tax on the market value ofthe fisheries resources.
>
AS 43.77.020. Filing return aNd payment 0f TaX, () A person subject to the tax shall file a return
stating the value offisheries resources brought into the state andsuch otherinformation as the department
prescribes bv regulation. _ _
Thereturn shall be made onthe basis ofthe calendarvearto the department at Juneau before April 1
after the close of the cal ndflr year and the tax shall be Pa|d with the return., o
(c?_ The department shall adopt re?ulatlons for the Implementation of this chapter, including the
granting of a reasonable extension of time for the filing.

AS 43,77030. Credit For Taxes Paid Other States. A credit not to exceed the liability for the tax
oneach fisheries resource shall be granted fortaxes equivalent to those imposed under AS 43.75.and AS
43.76that are paid to other states in which the resources were either caught, processed, or first landed.

O, SO, . shellfsh and fish by-proces, inclucing but nt fmited o

salmon, halitut, herring, flounder, crah, clam, cad, shrimp, roe and pollock: the term does not include
such resources In package form for distribution and sale to consumers. _

(h) “value*” means the, full market value consideration for the fisheries resource at the instant the
resolircebecomes subieetto thetax underthischarter. The departmentmav use confidential Department
offish and Game statewide statistics o prices paid for fisheries resources to estaplish apresumption for
market value, The presumption of the department shall only be overcome with clear and convincing
proof of the full market value of the fisheries resources.

COMMENT AS 43.77. A landing tax would capture significanttax revenues. The
division suspectsthatm ostofthe taxleakagereported toauditorsisreally
related to fisheries resources thatare caughtand processed outside
Alaska’s three mile limit. A portion of those resources are actively
managed by the state butno tax revenues are realized.

The current structure of the fisheries business tax taxes only those
resources harvested and/orprocessed inside A laska's three mile lim it
Thishasnotbeen effectiveingenerating revenue from floating crab and
groundfish catcher/processors. Theobjectiveofthe landing tax wouldbe
to tax thatpartofthe offshore fishing andprocessing activity thatim pacts
Alaskabs fishing com m unities and which is notatpresentbeing taxed
underAS 43.75. The landing tax would apply to processed resources
broughtinto A laska’s taxingjurisdiction. Thelanding tax wouldnotapply
to resources processed in Alaska thatare currently taxed under the
existing provisions ofAS 43.75.
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ThelLanding Taxcouldworkusingthe following definitionsand concepts:

1.Taxable Event. The firstpossession orlanding (off-loading) ofpro-
cessed resource in A laska.

2. Taxpayer. Theowneroftheprocessed resource atf/meoflanding.

3.Tax BUbO.ValueoffisheriesresourceatthepointoflandinginAIaska,
as evidenced by shipm ate’s receipts, bills of sales, sales invoices,
insurance value declarations, exportdocum ents, etc.

4.Pointoflanding. Fish are ﬁandednwhentheyareplaced onatender,
freighter, orothermode oftransportforhire in the tenltorialw aters of
Alaskaorw hentheyarebroughttoland, whichindudeswharves, piers,
orothersuch extensions.

5.Rate of Tax. For discussion purposes, this study uses the highest
currenttax rate 0f5% as theproposed landing tax rate.

6.Licensing and Reporting. The taxpayerwouldbe required to obtain
a Fisheries Business License. Thetaxpayerwouldreportandpay tax
ona monthlyorquarterly basis.

7. Estim ated revenues. The actualrevenues received vrould depend
uponthevaluebaseusedandthetaxrateapplied. Becauseprocessed
product values are not available, DORY% estim ate of landing tax
revenue usesunprocessed valueand the fisheriesbusiness tax rates.
Tables 22 and 23 depictestim ated landing tax revenue forcrab and
groundfish.

Alandingtaxwouldprim arilyaffectresourceharvestedandprocessed Inthe

EEZwhichiIncludesapproxim ately 18% oftotalcrab harvest(Table 12)and

59% ofthe totalgroundfish harvest(Table 16). DOR doesnothelieve that

thelanding tax wouldgenerate significantadditionalrevenues from salmon,

herring and haK butbecause the majority ofthese resources are harvested
is-andforprocessed within A laska's taxingjurisdiction.

Anestim ate forcrab waspreparedontheassum ption thatallunreported
crabvaluewouldbe capturedina landing tax:. Totalvaluew ascalculated
by sorting ADF&G harvestpounds by s{)ecies and multiplying those
pounds by the department's species aversje price perpound. This
estim ate Is conservative because the value base reflects unprocessed
value,notprocessed valueasenvisionedbyalanding tax. Theestim ated
revenue arising from a landing tax would be $3.0 million peryear, as
calculated per Table 22.
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Table 22

Estimated Revenue from Landing Tax«Crab
(Millions of Dollars)

1988 1989 1990 3YrAvg
%of %o0! % of % of
Crab Value Total Valua Total Valua Total Valua Total

DOR Total Value $231.7 100%  $269.5 100%  $351.4 100%  $284.2 100%
DOR Rep'd Value 1816  78%  213.7 80% 2746 18% 2233 T79%
Value Not Taxed  $50.1  22%  $55.8 20% $76.8  22%  $60.9 21%

Average value not currently taxed $60.9
Landing tax at 5% $ 30

Anestim ate forgroundfish hasbeen prepared using valuepublished by
PacificFisheriesInform ation N etw ork (Pac-FIN),ajointFederaland S tate
data collectionandm anagem entprogram . Using the threeyearaverage
ofvalues fortotalgroundfish harvested and landed in the Alaska region
and assum ing thatall value ofgroundfish notreported to DOR in those
years would fallunderlanding tax, the estim ated revenue arising from a
landing tax wouldbe $11.2 millionperyear, as calculatedper Table 23.

Table 23

Estimated Revenue from Landing Tax - Groundfish
(Miions of DoRars)

1988 1989 1990 3YrAvg
% of % of %of % of
Groundfish Value Total Value Total Valua Total Valua Total

Pac-FIN

Total Value ~ $245.2 100%  $338.3 100%  $446.6 100%  $343.3 100%
DOR Rep'd Value 1056 47% 1182 35% 1321 30% 1215 35%
Value Not Taxed $139.6 53%  $220.2 65%  $3145 70%  $224.8 65%

Average value not currently taxed $224.8
Landing tax at 5% $11.2

The total crab and groundfish revenues expected from a landing tax
wouldbe $14.2 million. Thisestim ate would vary depending on tax rate
and underlying m arketvalues.
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