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The Department; of Commerce and Economic Development, in cooperation with
other affected agencies and the industry, should investigate ways to assist small
operators in meeting the myriad regulatory requirements of various agencies.
This might range from exempting processors under a specified size from filing
certain forms to providing a central clearinghouse for permitting and filing infor-
mation, technical advisory services and special loans for equipment such as
computers and computer software.

The relevant state agencies should, in consultation with the Limited Entry Com-
mission, collect child support payments from permit holders at the time of yearly
permit renewal. Permit holders will be motivated to pay this fee and it will not

unfairly burden processors.

The Departments of Revenue and Labor respectively, should relieve the burden
of prepayment of the Fishery Business Tax and provision of Labor bond for

companies with proven payment records and sufficient assets.
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SUMMARY

Living marine resources —fish and shellfish —are among the economically dominant features of the
world's oceans as well as vital sources of protein for the world's people. However, the sustainability of
these essential resources is at risk. As a result of increased demands for fish products and expansion of
fishing fleets, many traditional fisheries around the world are now depleted.

As with many nations, U.S. marine fisheries managers have straggled to maximize harvests while
maintaining productive stocks. Early attempts at management were compromised by largely
unregulated foreign and domestic fleets. By 1976, the overexploitation of several stocks in offshore
U.S. waters led to the passage ofthe Magnuson Fishery Conservation and Management Act
(MFCMA), with the prevention of overfishing acknowledged as the first of the Act's seven national
standards for new fishery management plans.

Since 1976, increases 0f 40 percent in the number of fishing vessels and 60 percent in the number of
fishermen employed in commercial fisheries have yielded an increase of 50 percent in catches. Such
growth, largely attributable to higher levels of consumer demand, government encouragement and
assistance, and technological advances, has given U.S. fishermen continued incentive to further expand
their capacity to fish. Capital invested in this expansion, however, has not yielded the anticipated
returns. By 1993, 65 of a total 231 U.S. marine fish stocks were classified as overfished with the
livelihood of the Nation's fishermen becoming as threatened as the fish they seek. With loo many
fishermen vying for too few fish, the U.S. commercial fishing industry is becoming as overcapitalized
as the resource is overfished.

Scientists, managers, and industry experts have begun re-evaluating traditional models and techniques
for managing fishery resources. Under closest scrutiny is the traditional open access approach to
fishery resource use. Some critics insist that, in the absence of some effective form of property rights,
marine fish stocks will continue to diminish. A management regime that addresses open access
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concerns appears warranted, as does an overall reduction in fishing capacity. Nevertheless, significant
questions remain. In particular, how and in what form should access be addressed? In what sector(s)
and by what means ought reductions in capital invested in the commercial fishing industry occur? And,
what is the role of the Federal Government in such proceedings? These questions and several others
await careful evaluation by scientists, conservationists, industry experts, and lawmakers alike, while
the fates of fishermen and the fish they depend upon hang in the balance.
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INTRODUCTION

Since the 1600s, the principle of freedom of the seas has dominated use ofthe oceans and their
resources. (2) Operating within this open access system, the growth of commercial fishing has led to
declines in fish stocks compounded by excesses in capital investments. This growth is largely
uncontrolled by current management systems and is fostered by continued enhancement of fishing
methods as well as by government encouragement and assistance.

In some regions of the world, declines of commercially important fish stocks have become so severe
that the welfare of coastal communities and regions, as well as that of certain ethnic groups, has
become threatened. Perhaps the most d*  .ilic depletions of fish stocks have been in the western
Atlantic, where commercially viable quantities of cod have all but vanished from the fabled Grand
Banks, triggering layoffs reportedly involving more than 30,000 people in the fishing communities of
Eastern Canada. So serious have been the declines that in May 1994, in an unprecedented unilateral
move, Canada granted itself authority to seize vessels found breaking fishery conservation rules within
international waters of the Northwest Atlantic Fisheries Organization (NAFO) regulatory area, where
conventional national maritime laws do not extend. Such action not only indicates the severity t
depletion of the oceans' resources, but also the absence ofan effective international fisheries
management system.
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Managers of U.S. marine fisheries are straggling to "reverse the overfishing trends, improve economic
performance, and strengthen the conservation of protected species,” according to the National Marine
Fisheries Service (NMFS). (3) The enactment of the Fishery Conservation and Management Act in
1976 (4) reduced foreign overharvesting of marine fish in U.S. waters. But in some areas, domestic
overfishing replaced the foreign problem. Increases of 40 percent in the number of fishing vessels and
60 percent in the number of fishermen employed in commercial fisheries have resulted in a 50 percent
increase in catch since 1976. (5) Such increases have been attributed to increases in consumer demand,
government encouragement and assistance, and technological advances. (6) Capital invested for this
expansion, though, has not led to the anticipated returns. With too many fishermen vying for too few
fish, the U.S. marine industry has become as overcapitalized as it is overfished.

This report provides background describing the current situation faced by fishery managers and
policymakers. As such, this report provides a basic framework for considering possible amendments to
the MFCMA and other legislation that could affect the health of the industry and the welfare of the
resource.

A GLOBAL DILEMMA

Only a generation ago, the supply of fish available from the world's oceans seemed plentiful. With
advances in fishermen's ability to catch, preserve, transport, and sell products of ocean fishing, the
wealth from ocean resources appeared vast. Millions of fish were hauled from the depths while fleets
of trawlers and purse-seiners rapidly expanded and modernized. Worldwide commercial landings of
fish nearly quintupled from 1950 to 1989, from 20 million metric tons to nearly 100 million. (7)

Rapid growth continued until the Peruvian anchoveta fishery collapsed in the early 1970s. After that
setback, with some minor fluctuations, harvests continued to grow through the 1970s. By the end of
that decade, commercial fishing fleets had become larger, while the abundance of major stocks and the
catch per unit of fishing effort declined. According to the United Nations Food and Agriculture
Organization (FAO), growth ofglobal fish harvests slowed by the latter halfofthe 1970s. At the onset
ofthe 1980s, commercial fishing fleets had become so large and efficient that fish abundance and
average catch per day for major stocks declined to a level that threatened stock reproduction and was
unprofitable without subsidies. FAO estimates that combined global commercial fishing fleets at that
time cost taxpayers more than $50 billion annually in direct and indirect subsidies. During the 1980s.
world fish harvest increased slowly, with a peak harvest of nearly 100 million tons in 1989.

In 1990, for the first time since FAO began conducting annual assessments, catch declined
(approximately 3 percent), and world harvest fell below 97 million tons. Recently released FAO figures
show stable world harvest for 1991 and 1992. (8) Although overall catch has remained constant in
recent years, the increased landings of low-value species (e.g., anchoveta, jack mackerel, and

pilchards) used for fishmeal have masked the decline of more commercially valuable species. Species
whose catches have been declining arc, for the most part, high-valued.

Concerned by the apparent declines in world fisheries, the United Nations convened an international
Conference on Straddling Fish Stocks and Highly Migratory Fish Stocks, with the first session in July
1993. The conference represented the First organized effort to regulate high-seas fishing since the
United Nations Convention on the Law of the Sea was opened for signature in 1982. Scientists,
industry experts, and government officials agreed upon evidence which linked overfishing and habitat
destruction to declines in marine fish populations. FAO reported that, in some cases, heavily fished
species were not only reaching commercial extinction, but were threatened with biological extinction.
FAO asserted that the maximum sustainable yield for the world's fisheries had been surpassed, and
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showed that 13 ofthe 17 major global fisheries were depleted or in serious decline. (9)

FAO officials at the 1993 U.N. Conference underscored the paradoxical economics of global
overfishing by releasing figures showing that the cost of operating the world's fishing vessels in 1989
was $92 billion, while their catch was worth only $72 billion. Admittedly, the accuracy of such figures
remains uncertain, due to the difficulty of determining the size ofthe world's fleet; because there is no
formal methodology by which to assess vessel "strength" (as a function ofactual size and efficiency),
an exact figure indicating the size of the world fleet and the magnitude of its impact does not exist.

The economic effect of overfishing and resultant higher consumer prices, in response to supply
shortages, have led to shifts in both production and diet. The problem, as concluded by FAQO officials,
is worldwide, with substantial implications for the economic stability and future food production of the
countries dependent on fishing. Because ofrising costs and prices, more fish enter the commercial
market, but are less available to low-income consumers and subsistence cultures. Once considered the
poor person's protein, fish have become expensive - even for consumers in industrial countries. In
poorer countries, the export of seafood may help balance trade deficits, but it also may mean less food
at home. This is especially a concern in those countries where diets lack protein and where traditionally
fishermen have fed their families and supported their communities through the ages. In developing
countries, where this diet pattern exists (the poorest two-thirds of the world's people), 40 percent of
dietary protein comes from fish. Worldwide, fish and other marine products account for 16 percent of
animal protein consumption -- more than either pork or beef —and 5.6 percent of total protein intake.

(10)

If product demand were stable and fish stocks underutilized, one would have expected the dramatic
improvements in fishing technology over the last 40 years to reduce fish prices as supply increased.
Yet, faced with increasing competition for a declining resource, technological capitalization within the
industry has not alleviated supply shortages. Thus, increasing demands by a growing population have
raised prices. However, technological capitalization, to maintain competitiveness in the face of
resource scarcity, has not been matched by comparable increases in catch value, and subsidies have
become necessaty. The availability of subsidies has fueled further capitalization as fishermen searched
for some competitive advantage. The United States has not been immune to this dilemma. As one of
the world's major fishing nations, the United States claims one of the most heavily capitalized and
industrialized fishing fleets in the world today.

THE U.S. DILEMMA

Since the early 1970s, fish products have become increasingly popular in the American diet. New
items, including fast-food and convenience products, have been widely promoted, health experts have
testified to the nutritional benefits of fish, farmers have found fish protein to be an excellent additive to
livestock feeds, and improvements in food technology have allowed fish to be more widely distributed
with better quality, all making seafood more appealing than ever before. Demand for seafood has
provided substantial incentive for new entrants into the fishing industry.

Under the prevailing open access regime, many U.S. fishermen entered the industry through the 1970s
and 1980s with the hope of substantial earnings from an apparently massive resource. Demand was so
great and incentives so high that increasing numbers of fishermen entered the industry with greater
amounts of capital invested in boats, instrumentation, and gear. As the number of fishermen increased,
fish stocks began declining. Rather than promoting sustainability, the U.S. Government policy of open
access appears to have encouraged expansion of the commercial industry by emphasizing short-term
economic gains through competitive fishing rather than longer-term economic sustainability through
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conservation of the fish stocks and of marine ecosystems. An accurate assessment of U.S. fishing fleet
size is problematic. What is certain, however, is that increasingly effective and efficient fishing effort
was employed to harvest a limited, dynamic resource. The question, therefore, is not only how to
determine where excess exists, but whether, and if so how, to reduce it to ensure the sustainability of
the resource as well as the short- and long-term economic well-being ofthose who harvest it.

Despite the increased capital input, fewer fish are now available to catch. By catching fish at rates
above the capacity of natural stocks to replenish themselves through reproduction and growth,
fishermen depleted stocks long ago. Increasing numbers of U.S. fishermen are vying for fewer fish,
which results in smaller catch per unit of harvesting effort. More and more fishermen with
technologically advanced instrumentation, gear, and boats fish less and less time to catch fewer and
fewer fish. This has left the industry's infrastructure as overcapitalized as the ecosystems are
overfished.

The cost of supporting this system must be paid by someone. Not surprisingly, demand increases
coupled with fewer fish and higher harvesting costs have led to higher consumer prices. In some
segments of the fishing industry, bargaining by harvester groups or associations has succeeded in
passing along some costs to the processors, and ultimately to the American consumer. However, not all
costs can be passed along, and thus profit margins for harvesters and processors are also squeezed.

The effect of overcapitalization cannot be measured on a financial scale alone. The ultimate effect
bears most heavily on the health of fish populations and marine ecosystems. Under traditional fishery
management regimes, managers seek to conserve the resource by making it more costly, in terms of
effort, to harvest. This results in competitive pressure among fishermen to invest in improved gear and
boats to maintain their harvests as each tries to make a living; overfishing thus persists in the face of
regulation because of capital investments. The arguably ineffective regulations which govern fishing in
U.S. waters have resulted in many devastated stocks with substantial financial loss and disruption to
the economy, including: the demise of the haddock, cod, and yellowtail flounder off New England;
precipitous king mackerel declines in the Gulfof Mexico; and the destruction of the Georges Bank
herring fishery. Increased fishing pressure, pollution, and destruction of habitat in U.S. coastal and
offshore waters contribute to stress on fish populations. O f231 fish stocks in Federal waters, 65 (28
percent) are classified as overutilized - that is, more fishing effort is expended than needed to harvest
the potential yield - and another 71 (31 percent) are classified as fully utilized; 68 stocks (29 percent)
are classified as status unknown, while only 27 (12 percent) are classified as underutilized. (11)

Despite these conditions, some industry experts continue support for the present U.S. management
regime, arguing that most marine fisheries resources within U.S. jurisdiction are in good shape and are
being managed for sustained yield and full utilization. Even in the New England region, support for
current management continues. (12) Figures from previous years lend some credibility to this
continued support. The 1993 New England catch was 23.5 million pounds greater (4 percent increase)
than it was in 1977, (13) while the value ofthe 1993 catch reportedly exceeded ihat of 1977 by nearly
$350 million (not adjusted for inflation). (]4) In addition, recent revitalization of striped bass along the
Atlantic coast as well as of Alaska salmon indicates that some U.S. fish stocks are well-managed.

NATURALAND ANTHROPOGENICEFFECTS ONFISH POPULATIONS
Increases in the amount and/or intensity of fishing are not solely responsible for stock declines. In
evaluating fish populations, scientists examine anthropogenic effects as well as the effects ofa host of

natural occurrences. Natural environmental changes may affect biological productivity (i.e., survival,
growth, mortality) of a fishery resource in a largely unpredictable fashion, yielding wide fluctuations in
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annual production. Natural fluctuations in water temperature and salinity, for instance, can significantly
affect populations of small pelagic species, such as sardines, anchovies, pilchard, and capelin. (]5)

Equally important, and at times surpassing the effects of natural variation, are the effects of human
activities. Such factors include the destruction of coastal spawning habitats, certain fishing practices
that kill vast, numbers of immature fish and "non-target" species, impoundments along migratory
routes, harmful land use practices, pollution and sedimentation, and continually increasing fishing
pressure.

Acting alone, natural and human factors can greatly alter the numbers of fish. Acting together, the
effects can be devastating. During the early 1970s for instance, the Peruvian anchovy stock
experienced a massive decline. Ocean temperature and salinity changes, caused by an EINino, coupled
with overfishing reduced the stock nearly to extinction. More recently, a 1993 EI Nino moved warm,
less fertile waters north to Southeast Alaska, extending the range of several Pacific species. Tuna,
sunfish, and, most importantly, mackerel have been reported far outside their nonnal ranges, as far
north as the Queen Charlotte Islands; mackerel were observed feeding heavily upon herring and
juvenile salmon. As a result, both herring and salmon recruitment (J6) figures have dropped and are
predicted to continue dropping through 1996. (17) Fishery managers predict that the recent EI Nino will
have substantial residual effects upon salmon through at least 1997. Habitat degradation has worsened
matters, attributable in part to policies allowing or encouraging development in environmentally
sensitive areas, including hydroelectric dams and other barriers to migration, logging, and water
withdrawals for irrigation as well as municipal and industrial use. Fisheries managers face a daunting
task in distinguishing between natural fluctuations in growth and recruitment in fish populations and
adverse trends caused by fishing mortality and other human activities.

OVERCAPITALIZATION: A WORKING DEFINITION

From within lecture halls and from aboard the decks of fishing boats alike, one word has been used to
describe the condition of the U.S. fishing industry -overcapitalization. Because the state of U.S.
fisheries has far-reaching influence upon the livelihood of many individuals and the well-being ofa
host of businesses and communities, overcapitalization merits a widely acceptable definition. However,
agreement has been hampered by the many disciplines and interests involved - economists, biologists,
harvesters, conservationists, and others —and the lack of a common language by which to discuss and
define the term. Discrepancies in semantics, as well as conflicting interests and values, has led
inevitably to inconsistencies in and confusion over the term "overcapitalization."”

Some argue that overcapitalization is a term that may be applied to any industry where excessive
capital investment exists. Many fisheries managed under open access have excess capital invested
compared to that required to harvest the available resource efficiently, much more capital than is
necessary. (18) Thus, in a purely static sense, overcapitalization explicitly refers to the existence of
more capital applied in an industry than is necessary for the most efficient operation.

The fishing industry is not static, however. In reality, optimum fleet size to harvest the resource may
necessitate certain "inefficiencies,” such as the capacity of Alaska fishermen to adjust to wide
fluctuations in anticipated salmon runs or the ability of marginal fishermen to shift among various
seasonal fisheries. (19) Ti.c appropriate level of capital depends on a number of highly variable and
unpredictable factors —natural oceanic and atmospheric conditions that significantly affect the
numbers of fish available and can fluctuate substantially between seasons. Consequently, current
population assessments as well as future predictions arc often problematic; they often are insufficient to
craft effective management regimes and sound harvesting plans. Without accurate population data, it is
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difficult to assess industry efficiency at any given time and, therefore, to determine the extent of
overcapitalization. Comparing the total amount of capital invested in gear, instrumentation, boats, and
labor to total harvests oversimplifies a complex and highly intricate industry. Conversely, identifying
where excess capital exists is also problematic because no methodology currently exists to measure
individual components of the industry.

At least four interrelated forces contribute to overcapitalization: (20)

(1) Open access motivates fishermen to invest excessively in capital and labor to compete in the "rush
for fish." The latest and best technological equipment and machinery are seen as necessary to maintain
a competitive edge within the fishery. In addition, fishermen want to be in the best competitive position
to take advantage of the appearance of a dominant year class within the fishery.

(2) Tax incentives (depreciation and operating costs) are given to owners regardless of how much
fishing is done.

(3) Government assistance programs lower the cost of capital and allow uneconomic investments to be
profitable.

(4) Fishennen anticipate that Federal, State or regional public bodies will eventually impose some sort
of access controls. Such anticipation may motivate some individuals to enter the industry prematurely.
Others may be deterred from leaving ailing fisheries and moving into more profitable new fisheries for
fear of being denied significant quota shares if access control is adopted for their traditional fishery.

(21)

With declines in fish populations, the phrase "too many fishermen chasing too few fish" has become a
cliche. Stock depletion within the New England, Gulf Coast, and Pacific Northwest fisheries, matched
by declines in profit, attests its accuracy. Yet, it is notjust the number of fishermen which counts, but
also the size of their nets, the number of their hooks, the sophistication of their electronics, and the
girth of their boats -- in short, their capacity to fish. (22) Again, the extent to which excess capacity
resides in the amount of capital invested in gear, instrumentation, and boats, or in the amount of labor,
remains unclear. |f the United States wishes to control overfishing, it will need to consider the problem
of excess capacity in parts of the commercial fishing industry. The nature ofan open access system,
combined with a highly competitive industry, have limited the effectiveness of traditional control and
management efforts. And subsequent to controlling access, further major questions will likely focus on
how to move from limited access to controlled effort.

OPEN ACCESS AND THE "TRAGEDY OF THE COMMONS"

The number and variability of antliropogenic and natural factors influencing fish populations presents
scientists and managers with the unenviable task of devising management regimes to ensure proper use
of fishery resources. Open access into the fishing industry, for the most part, has rendered effective
management regimes difficult to devise and nearly impossible to enforce. Federal management of the
U.S. commercial fishing industry, directed by NMFS under the authority of the MFCMA, has generally
not sustained fishing yields. (23) A central factor in the inability to manage fish stocks effectively has
been open access and the ineffective allocation of fishing rights within domestic fisheries. This raises
several questions. Foremost is: why are U.S. commercial fisheries dominated by open access regimes?
Further, what alternative management regimes exist? Finally, if such alternative management systems
do exist, what role might the Federal Government play in their acceptance, implementation, and
enforcement?
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Substantial literature, both popular and scientific, exists on open access to public resources. Two
common perspectives are similar, but distinct. One was initially articulated in 1968 by Garrett Hardin
in his work on the "tragedy of the commons." (24) According to this perspective, natural resources held
in "common" are doomed to overexploitation. Users of these common resources do not have exclusive
rights, and cannot prevent others from sharing in their exploitation. (25) From this perspective, such
natural resources are inevitably overexploited because each user places self-interest above community
interests. Individual users compete with each other to gain a larger share of the total, and it is unlikely
that individuals would willingly restrain their efforts, because anything left will certainly be taken by

others.

It is argued that overutilization and overcapitalization result because individual users of the common
resource do not bear all the costs. (26) Although fishermen invest in boats, gear, and instrumentation,
they do not invest in the preservation and maintenance of the resource because they cannot be assured
ofreaping the rewards of that investment. Each fisherman, operating individually, seeks to maximize
profits. Because there are no costs of resource protection or depletion, profits are "excessive" and
attract additional fishermen. The added number of fishermen, then, results in an excessive amount of
labor and capital applied to the industry. With the total harvestable resources being shared by more and
more individuals, total costs rise and profits fall until total revenues equal total expenses (excluding the
cost of depletion), profits disappear, and the resource is depleted.

A second perspective on open access fishing criticizes Hardin's model as making too many
assumptions about the resource and about the selfishness of fishermen. Hardin's model equates
common property with open access management. Others, however, distinguish between these terms.
Under open access, anyone can use the resource. A common property resource, on the other hand, is
owned collectively, either by society at large or by a specific community, and therefore is subject to the
collective interest. Access to common property can be restricted, and case studies show that many users
can and Jo cooperate to protect common property resources. (27) Communities that depend on
common resources have occasionally implemented arrangements to manage thosp “sources, with
varying degrees ofsuccess. (28)

This second approach postulates that open access to a resource does not necessarily leM to
overexploitation, and that sustainable resource management is not inherently associated with any
particular property rights regime. It holds that the argument that self-destruction is inevitable, unless
common property is converted into private property or strictly regulated, s’ uld be evaluated critically.
Clearly, historical accounts ofwell-managed communal properties must i viewed within their social
and economic contexts. In a late 20th Century world, locally cooperating participants might be unable
to regulate use of common fisheries, because the dilemma is global. The economic interdependence
and pressures of the global market, combined with perceived declines in the ability of social pressure to
modify individual behaviors, are of a scale and nature unknown in the 18th and 19th Centuries. (29)
Thus, a key continuing question is whether and how fishermen can develop voluntary, local
cooperation in an industry where market pressures are increasingly global.

TRADITIONAL CONTROLS

Most U.S. fisheries operate under open access conditions for U.S. citizens. Currently only 5 0f43
fishery management plans, prepared under the authority of the MFCMA. control access to fishery
resources. In open access marine fisheries, only management jurisdiction over fish is claimed; rights to
the resource (in the "property" sense) do not exist until the moment of harvest, and are neither
transferable nor enforceable until the fish are on the deck of the fishing vessel. (30) Present markets are
not efficient in allocating the resources used to harvest fish, and intense competition in open access
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fisheries often leads to overcapitalization in the fishery, excessive fishing effort, and overfishing; i.e.,
too many fishermen harvesting too few fish. In the Gulfof Mexico shrimp fishery, for example, the
fishing fleet is allegedly three times the size necessary to harvest the present catch. (31)

The traditional approach to solving the problem of overexploitation has been to adopt fishery
management regulations to treat the symptoms. Fishery managers have tried to reduce excessive
fishing pressure through four types of programs designed to restrict the activities (32) of current
participants: (1) establishing seasons in which particular species may be harvested, to limit who.
participants can fish; (2) closing areas, to limit where they can fish; (3) restricting gear, to limit how
they can fish; and (4) mandating total allowable catches (total quotas), to limit fish harvest. (33)

Governments often deal with the problem ofoverfishing first by limiting the overall catch of certain
fish in theirjurisdictions. Theoretically, such a limit (often referred to as total allowable catch or TAC)
wilt provide for future catches by leaving enough mature fish to reproduce and replenish the natural
stock. Yet, the incentives for competition created by imposing such limits can lead to other problems.
Knowing that the season, will end as soon as the harvest quota has been reached, fishermen often race
to catch as many fish as possible. The result can be a hectic "fishing derby" that results in wasted fish,
poor product quality, high processing and storage costs, loss of vessels, and frequent injury or
occasional death of fishermen. For example, on September 12, 1994, the North Pacific halibut fishery
opened to harvest an 18-million pound quota; by September 15, the U.S. Coast Guard reported one
halibut fisherman dead and fifteen rescued after vessels sank or took on water in foul weather during
the 48-hour "derby."

Such highly competitive harvests in. an overcapitalized fishery may also dump more fresh product on
the market than can be handled. Prices paid to the fishermen are forced lower by large landings. After
the season closes, prices increase since no new product is being harvested. The fisherman must accept
the lower price offered since catch quality deteriorates despite investments in refrigeration. Ifa
fisherman hesitates to fish, others will quickly harvest the resource until filled quotas end the fishery. A
recent article portrayed the reality of harvest quotas within the New England lobster fishery: fishermen
reached quotas within two weeks of an anticipated month-long Massachusetts State lobster season;
because quality deteriorates with storage, most product was immediately marketed; after a short period
of lower prices, supply diminished and prices rose. (34)

In many ways, traditional fisheries management may be viewed as a constant battle between
government management and private industry. For example, if management were to reduce season
length by ore-third, fishermen would likely increase effort during the shorter open season. In the short
tenn, fishennen may not be able to respond quickly and harvests might temporarily fall, yet over time,
they can build bigger boats equipped with more sophisticated gear and instrumentation. Because such
competitive vessels are more expensive, they therefore increase the cost per unit of product harvested.
(35) And, to the extent that the short-run reduction in effort is successful in increasing the size of the
stock, each fisherman may justify the additional expenses by the anticipated increase in harvest. This is
what some analysts refer to as a "social trap" —what appears to be good for each individual is self-
defeating when all individuals act similarly. The increase in the effectiveness of the fleet can send fish
stocks into further decline. The managers then need to reduce seasons further to restrict harvesting,
thus perpetuating this expensive and destructive phenomenon. In this case, any biological gains are
lost, and the capacity and costs of the fleet are higher than before. In addition, vessels may sit idle for
increasingly long periods (or move to other fisheries).

Similar events may unfold with closed areas or gear restrictions. If managers restrict the use ofone

gear to the extent that it helps stocks increase, fishennen will have incentive to increase the use or
sophistication of other non-restricted gear. Closed areas, closed seasons, and restricted gear plans
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appear to all suffer the same potential weakness —they may not be effective under open access in
reducing long-term fishing mortality. At the same time, they encourage fishennen to fish in ways that
result in higher harvest costs than would otherwise be the case. Total quotas can be effective
biologically, to the extent that they can be enforced. However, they also encourage excess investment
in the fishing fleet and hence higher costs because each fisherman must be competitive to take as much
of the quota as possible before the fishery closes.

A management regime which insures that society makes reasoned use of communal fish stocks and the
inputs used to harvest and process them has proven elusive. There is widespread agreement that
reasoned use can not be achieved under complete open access. While quota management measures
have proven successful in some cases, the frequency with which overfishing occurs indicates they are
not universally successful. Total, vessel, or trip quotas: gear restrictions, limitations, or prohibitions;
and controls on total effort through moratoria, limited entry programs, or gear efficiency regulations
have all been proposed to prevent overfishing.

As stocks recover due to well-enforced total quota regulation, catch per unit effort (CPUE) increases,
leading to increased profits for individual fishermen. These profits create incentives for others to enter
the fishery and for existing fishermen to expand their fishing power. The result is shorter fishing
seasons and/or more complex management regulations. For example, the Gulf of Mexico shrimp and
the South Atlantic and Gulfof Mexico coastal migratory pelagic fishery management plans have each
been amended six times and the South Atlantic snapper-grouper management plan has four
amendmen‘3. Arguably, the social costs of this management approach are the inefficient use of capital
and labor in the harvesting and processing sectors that could have been used more productively in other
sectors of the economy. While harvest levels increase under this management philosophy, harvesting
costs increase as new fishennen enter the fishery and existing fishennen expand the fishing power of
their vessels, while other sectors of the economy are denied the use of investment capital.

FEDERAL STATUTES AFFECTING FINANCIAL ASPECTS OF THE U.S.
COMMERCIAL FISHING INDUSTRY

If, as is generally accepted, overcapitalization prevails within the U.S. commercial fishing industry, and
if Federal action is deemed necessary, existing laws may need to be reviewed and provisions may need
to be amended. A host of Federal statutory provisions affect the marine fishing industry. (36) For
example, some laws relate to various financial opportunities within the industry, others are concerned
with regulation, still others deal with financial assistance and loan opportunities, and some involve
applicable tax provisions.

A review ofthese laws suggests that many may affect the financial well-being ofthe fishing industry.
Scattered throughout the U.S. Code, administrative authority resides in numerous agencies within the
Departments of Agriculture, Commerce, the Interior, Labor, and State, as well as within independent
agencies, such as the Federal Maritime Commission and Small Business Administration, to name but a
few. The subject matter of these statutes ranges from laws designed to protect fish, those created to
protect fishermen and their vessels, those to regulate commerce and/or to protect consumers, and those
to provide financial aid for both under- and unemployed fishennen. Despite their variety, each statute
influences the allotment and management o f capital. Only a careful, detailed study could determine in
what way, if any, they have individually or collectively contributed to excess capital within the
industry. Those laws which provide "direct financial assistance" (especially for vessels and gear)
including tax incentives and access to "preferential loan rates," can significantly alter the level of
capital investment in the fishing industry. Finally, agency regulations, Federal statutes, treaties and
conventions, judicial decisions, and State laws also influence the economic structure of the industry
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and would need to be factored into such an assessment of the economic relationship between earnings
and capital invested.

NMFS's fisheries financial services programs have provided long-term fisheries credit for more than
two decades. NMFS became concerned about fisheries overcapitalization in the late 1970s, and began
restricting its fisheries credit accordingly. Through its conditional fisheries rule, NMFS made financing
unavailable for new vessel construction in fisheries where additional vessel capitalization was
unwarranted. North Atlantic groundfish, for example, was declared a conditional fishery as early as
1979. Other conditional fisheries soon followed: Alaskan salmon, Alaskan king crab, Pacific
Northwest and California salmon, yellowfin tuna in the Inter-American Tropical Tuna Commission
regulatory area, lobster in the Gulfof Maine, and Atlantic surfclams. Further credit restriction
occurred in 1992, when NMFS made financing unavailable for the construction, purchase, or
reconditioning of fishing vessels under its Fisheries Obligation Guarantee Program.

THE ROLE OF GOVERNMENT IN RESOURCE MANAGEMENT

The U.S. economic system generally relies on transactions between producers and consumers in free
markets to determine the outputs of goods and services. Prices established within this private exchange
system are the basis for allocating land, labor, and capital among producers, and goods and services
among consumers.

Two classical market failures are often used to justify government intervention in private markets. The
first occurs when a private exchange affects third parties (those not involved in the exchange), and
those effects are not taken into account in the exchange. These effects are external to the exchange, and
are known as externalities. For example, commercial fishing is an exchange between fishery

"owners" (i.e., the community in open access fisheries) and fish harvesters, but the harvest can affect
other people by altering fish habitats, animal populations (ofboth target and nontarget species), and
other resource conditions. An externality of particular concern in resource management is the impact
on future generations —potential future shortages from current overuse or misuse of productive assets,
leading to their destruction. Externalities are market failures, because the e: changes ignore some costs
(or benefits) imposed on society, and thus may result in more (or less) production than is socially
desirable.

The second classical market failure occurs when a good or service can be used or enjoyed
simultaneously by several people, and the owner or producer has difficulty controlling (and therefore
charging for) its use or enjoyment. Such goods and services are called public goods. Often, public
goods include resources that exist over spacious areas and/or that are mobile. Commercial fisheries fit
this description, since fish are mobile and fishing grounds can cover vast areas, both of which may
prevent effective control on access. In addition, nonuse values -- good feelings resulting from the
existence of the goods or services (e.g., natural wonders and endangered species) or from the desire to
leave them as a legacy for the future - contribute to the "public-ness” of some goods and services; it is
impossible to prevent people from having those good feelings, if the values exist, and thus it is
impossible to make those people pay for their good feelings. Private transactions in public goods result
in market failures, because the possibility of simultaneous use and the difficulty of controlling access
make profitable private exchange ineffective, and thus, fewer public goods would probably be provided
by private markets than are socially desirable.

As much as a century ago, many foresaw socially undesirable consequences, particularly possible

resource shortages, from allowing market-based allocations of natural resources. Although market
failures were not cited as the justification, Congress and the President used government ownership to
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protect certain lands and resources from the problems of market failures with private ownership,
beginning with the establishment of Yellowstone National Park in 1872. States, rather than the Federal
Government, have traditionally exercised direct control over most animal and water resources,
although the Federal Government often heavily influences the management of these resources. Federal
control and responsibility over fisheries in offshore U.S. waters were established by the MFCMA in
1976. Such control is similar to ownership, but differs because owners are able to extract rents from
users; the MFCMA currently prohibits the Federal Government from charging a market fee for
commercial fishing in U.S. waters.

In the past 30 years, government regulation of private activities has become a standard technique of
market intervention for protecting the enviromnent (as opposed to government ownership). In such
situations, governments (usually Federal or State) specify permissible and/or prohibited activities or
results for a particular resource or condition (e.g., water quality effluent standards for discharges into
navigable waters). Federal control over commercial fishing in U.S. waters is more similar to regulation
than to ownership, because the control mechanisms used parallel the regulatory approaches used for
enviromnental protection.

Finally, the Federal Government has long used an array of incentives and assistance to induce private
resource owners to behave in socially desirable ways. Assistance can be technical or financial (or
both), and is often made available in conjunction with State programs. Tax incentives are also used to
make it profitable for the private sector to alter behavior. However, as described above, many
assistance and incentive programs were created without regard to their impact on natural resources, and
may damage, rather than protect, the resources.

OPTIONS FOR CONGRESS (37)

Options available to Congress, should it choose to deal with overcapitalization in the commercial
fishing industry, can address the causes of overcapitalization outlined on page 8. In addition, several
options address the need for obtaining additional data to better characterize existing problems. Such
options attempt to balance sustainability and a concern for private property rights of fishermen, while
embodying a sense of the public trust in fisheries resources.

Necessary Data

More and better economic data are needed to determine what is happening within the U.S. commercial
fishing industry. Managers need to quantify what they subjectively know to be a problem. Fishery
managers, in many cases, lack adequate information on the number of commercial fishing vessels,
much less on their value, fishing capacity, estimated operating costs, and other features. Some have
suggested that a national registry of all fishing vessels should be developed. In addition, standardized
ways for better measuring or estimating, in a comparable manner, the amount of capital invested in
diverse fisheries as well as fishing effort regardless of gear and vessel configurations would assist in
cross-fishery analyses.

Competitive Open Access

Competitive open access fishing makes it difficult for biologists to manage for sustainable fish stocks,
may affect the efficiency of invested capital, and has often provided minimal profits for many
fishermen. Thus, some have suggested that controlled access (limited entry) regimes for fisheries be
more extensively implemented. These might include, where appropriate, the use of management tools
such as license limitation, individual fishing quotas, individual transferrable quotas, or other measures.
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Consolidation of fishing fleet size has been achieved by limited access in several U.S. fisheries
managed under the authority of the MFCMA. (38) Controlled access could be facilitated through
further amendment of the MFCMA and other applicable law to encourage more development of
regionally appropriate and acceptable limited access management programs. However, it remains
difficult to measure the impact that any limited access program might have on fishery capitalization
levels. Certainly, capitalization levels do decline as vessels retire from a fishery, and money previously
spent for insurance, maintenance, depreciation, and interest expenses can be putto more productive use
elsewhere. However, limited access would not be expected to solve the problem of overcapitalization
without concurrent or subsequent control and reduction of fishing effort.

Short of implementing limited access programs, fishery managers could be required to review fishery
regulations that manage fisheries by imposing harvesting inefficiencies (e.g., gear restrictions, area and
season closures, vessel size or power restrictions) on fishermen. Many observers content that such
regulations force fishermen to invest excessively to maintain their competitiveness, while draining the
fishery of its profit potential. Some suggest such measures also encourage illegal activity. An
alternative approach might be to require that fishery management plans and amendments, developed
under the authority of the MFCMA, be reviewed to avoid or minimize unnecessary competition within
each fishery.

Although some suggest that another possible option would be an orderly transition to corporate
management through privatization of the fisheries resource, this is not currently a possibility under
international law, which gives the coastal state the right to manage and exploit these resources to 200
miles but does not incorporate the concept of ownership. Accordingly, the United States has never
claimed ownership of the resource, but only extended management jurisdiction over fisheries in the
200-mile Exclusive Economic Zone. Such an approach, were it possible to create vested property rights
to the fisheries resource, might be seen as a step beyond limited access management, where only the
right to fish may be conveyed to fishennen.

Other possible alternatives include cooperative management at a more local level under the present
Regional Councils. Entities which are locally based could be more responsive to local situations, but
add more bureaucracy to already cumbersome management of marine fisheries. Such entities could
manage both entry and effort in local fisheries. However, many fisheries are sufficiently large that
benefits of such an approach may be minimal or contrary to sound biological management offish
stocks.

Tax Incentives

The impact of Federal and State tax incentives, including government loan programs, vessel
depreciation schedules, and non-road fuel tax rebates, applicable to the U.S. commercial fishing
industry has not been well quantified. Although the broad scope and magnitude of many of these
provisions should be calculable, their differential effect on various fisheries has not been evaluated.
Such information would be necessaiy to make sound decisions concerning the effects of any
modifications on the flow of capital into or out of some or all segments of the U.S. commercial fishing

industry.
Other Government Programs
It would similarly be useful to have a comprehensive study quantifying the impacts of other forms of

direct and indirect Federal and State assistance provided to the U.S. commercial fishing industry. How
much money has flowed to the commercial fishing industry from the various government programs
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over what time period? As above, such information would assist in making decisions concerning the
effects of modifying inducements to capital flow into or out of some or all segments of the industry.

Some have suggested that Federal user fees or royalties could recover management costs and even
reasonable economic rent from users of publicly owned resources; such returns are said to represent an
equitable return to the public treasury. One means to accomplish this, some suggest, is that fishing
rights be purchased from the Federal Government, rather than, granted through political or
administrative decisions —e.g., the United States might establish a competitive bidding procedure
similar to how offshore mineral resources are allocated. An important aspect of any fee or tax program
is that such measures should, if possible, be imposed only when implementation of the new
management programs begin. This is so that one does not change the assumptions on which
investments have already been made in the commercial fishery. More realistic would be detenuining
how to impose fees or taxes in a manner which minimizes effects on existing investment in the fishery
(except when the explicit purpose is to reduce existing investment).

Limited Access Anticipation

Piecemeal implementation of limited access programs can easily displace fishing effort from one
overcapitalized fishery to create new problems in other areas and fisheries. Thus, some argue that
commercial fish harvesting should be coordinated among State, Federal, and international jurisdictions
such that an entire fishery or group ofrelated species can be managed throughout its range by a
cooperative management regime. Similarly, some suggest the need to impose constraints on new
entrants to any U.S. commercial fishery or some other scheme to prevent a "domino effect" from
shifting overcapitalization from one overdeveloped fishery to adjacent areas or fisheries.

An alternative to a moratorium on new entrants to all fisheries might involve facilitation of movement
of capital out of overcapitalized fisheries by enhancing the "transferability” of money and capital
investment among different fisheries and/or out of the fishing industry entirely. One such approach
might involve the creation of a fishing vessel and gear "bank" as a holding institution responsible for
purchasing excess fishing vessels and gear and reallocating or selling purchased items such that new or
additional fisheries problems would not be created; coordinated national licensing of fishing vessels anc
gear might be necessary to make such a bank feasible. Major concerns with such an approach would
include how to facilitate the market to accomplish this task with minimal Federal intervention, and how
such a venture might be funded. One option for funding might be to amend the Saltonstall-Kennedy Aci
of 1954 to fund efforts to remove vessels from the domestic fishery, rather than its current purpose of
encouraging further development.
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STATUTES GOVERNING BUY-BACK PROGRAMS FOR CFEC

Article 04. REDUCTION TO OPTIMUM NUMBER OF ENTRY PERMITS
Sec. 16.43.290. Optimum number of entry permits.

Following the issuance of entry permits under AS 16.43.270, the commission shall
establish the optimum number of entry permits for each fishery based upon areasonable
balance of the following general standards:

(1) the number of entry permits sufficient to maintain an economically healthy fishery
that will result in a reasonable average rate of economic return to the fishermen
participating in that fishery, considering time fished and necessary investments in vessels
and gear;

(2) the number of entry pemiits necessary to harvest the allowable commercial take of
the fishery resource during all years in an orderly, efficient manner, and consistent with
sound fishery management techniques;

(3) the number of entry permits sufficient to avoid serious economic hardship to those
currently engaged in the fishery, considering other economic opportunities reasonably
available to them.

Sec. 16.43.300. Revisions of optimum number of entry permits.

(a) The commission may increase or decrease the optimum number of entry permits for
a fishery when one or more of the following conditions makes a change desirable
considering the purposes of this chapter:

(1) an established long-term change in the biological condition of the fishery has
occurred that substantially alters the optimum number of entry permits permissible
applying the standards set out in AS 16.43.290;

(2) an established long-term change in market conditions has occurred, directly
affecting the fishery, that substantially alters the optimum number of entry permits
permissible under the standards set out in AS 16.43.290.

(b) Ifthe commission decreases the optimum number ofentry pemiits for a fishery, the
number of entry permits may be reduced only under the voluntary buy-back provisions
set out in AS 16.43.310 and 16.43.320.



Sec. 16.43.310. Establishment of buy-back funds and permit buy-back assessments.

(a) When the optimum number of entry permits is less than the number of entry
permits outstanding in a fishery, the commission may establish a buy-back program, a
buy-back plan, and a buy-back fund for that fishery.

(b) The commission may establish by regulation a permit buy-back assessment for
each fishery for which the commission has established a buy-back fund under (a) of this
section. The amount of the assessment may not exceed seven percent of the value, as
defined in AS 43.75.290, of fish that a peimit holder in the fishery subject to the
assessment removes from the state or transfers to a buyer in the state. The Department of
Revenue shall collect an assessment established under this subsection.

(c) The commission shall expend money appropriated to a buy-back fund for the
purpose ofreducing the number of entry permits in the fishery to the optimum number, at
a rate to be established by the commission. The legislature may appropriate interest
accrued on the money in a buy-back fund to that fund. Except as provided in AS
16.43.320, money appropriated to a buy-back fund does not lapse.

Sec. 16.43.320. Administration of the buy-back program.

The commission shall adopt regulations providing for the purchase of transferable entry
permits with money in the buy-back fund for each fishery. The buy-back program for a
fishery shall terminate when the number of entry permits for the fishery is reduced to the
optimum. The unexpended balance of appropriations made to a buy-back fund for a
fishery shall lapse back into the fund from which the money was appropriated at the end
of the fiscal year in which the buy-back program is terminated.
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SENATE BILL NO. 315
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - SECOND SESSION

BY SENATOR BEN STEVENS BY REQUEST OF THE.JOINT LEGISLATIVE SALMON INDUSTRY
TASK FORCE

Introduced: 2/11/04
Referred: Labor and Commerce, Finance

A BILL
FOR AN ACT ENTITLED
"An Act relating to the administration of commercial fishing entry permit buy-back

programs."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 16.43.320 is amended to read:

Sec. 16.43.320. Administration of the buy-back program. The commission
shall adopt regulations providing for the purchase of transferable entry permits with
money in the buy-back fund for each fishery. The commission shall cease purchases
of entry permits in a fishery when the number of entry permits in the fishery has
been reduced to the optimum number. The commission shall terminate a buy-
back assessment established for a fishery under AS 16.43.310(b) when the
commission determines that the amount of revenue collected through the
assessment is sufficient to purchase the number of entry permits necessary to
achieve the optimum number of entry permits in the Fishery and to offset the

reasonable costs of the huv-hack program for the fishery, including repayment of

SHO315A -1- SB 315
New Text Underlined [DELETED TEXT BRACKETED]



315

23-LS1412\D

anv debt the commission was authorized to incur to capitalize the buy-back fund
for the fishery [THE BUY-BACK PROGRAM FOR A FISHERY SHALL
TERMINATE WHEN THE NUMBER OF ENTRY PERMITS FOR THE FISHERY
IS REDUCED TO THE OPTIMUM]. The unexpended balance of appropriations
made to a buy-back fund for a fishery shall lapse back into the fund from which the
money was appropriated at the end of the fiscal year in which the buy-back program is

terminated.
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REPORTED OUT

FISCAL NOTE MAK 0 9 2004
STATE OF ALASKA Fiscal Note Number: 1 ciiRE e
2004 LEGISLATIVE SESSION Bill Version: SB 315*
(S) Publish Date: 2/27/04
Revision Date/Time (Note if correction): Dept. Affected: Fish and Game
Title Commercial Fishing Entry Permit Buy-Back RDil Comm. Fish Entry Commission
Program Component Commercial Fisheries Entry
Sponsor Senator Stevens by request Commission
Requester Salmon Industry Task Force Component No. 471
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY’'2008 FY 2009 FY 2010
Personal Services 0.0 0.0 0.0 0.0 0.0 0.0
Travel 0.0 0.0 0.0 0.0 0.0 0.0
Contractual 0.0 0.0 0.0 0.0 0.0 0.0
Supplies 0.0 0.0 0.0 0.0 0.0 0.0
Equipment 0.0 0.0 0.0 0.0 0.0 0.0
Land & Structures 0.0 0.0 0.0 0.0 0.0 0.0
Grants & Claims 0.0 0.0 0.0 0.0 0.0 0.0
Miscellaneous 0.0 0.0 0.0 0.0 0.0 0.0
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0
CHANGE IN REVENUES ( ) 0.0 0.0 0.0 0.0 0.0 0.0
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts 0.0 0.0 0.0 0.0 0.0 0.0
1003 GF Match 0.0 0.0 0.0 0.0 0.0 0.0
1004 GF 0.0 0.0 0.0 0.0 0.0 0.0
1005 GF/Program Receipts 0.0 0.0 0.0 0.0 0.0 0.0
1037 GF/Mental Health 0.0 0.0 0.0 0.0 0.0 0.0
Other (Specify Type-Do not abbreviate) 0.0 0.0 0.0 0.0 0.0 0.0
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2004) cost: 0.0

Mark this box (X) if funding forthis bill is included in the Governor’s FY 2005 budget proposal:

POSITIONS

Full-time 0 0 0 0 0 0
Part-time 0 0 0 0 0 0
Temporary 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary)

Prepared by:  Shirley Penrose, Administrative_Officer Phone 907-790-6960
Division Commercial Fisheries Entry Commission Dale/Time 2/20/04 2:15 PM
Approved by: Frank M. Homan, Commissioner Date 2/20/2004

Agency Commercial Fisheries Entry Commission

(Revised 12/2003 OMU) Page 1of 1
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BILLANALYS SIS

Senate Bill 315

“An Act relating to the administration of commercial fishing entry permit buy-back
programs.’5

Bill Title: Entry Permit Buyback Program

Sponsor: Senator Ben Stevens, by Request of the Joint Legislative Salmon Industry Task Force

Bill Achieves:

« Retains the language in statute for the current approach for a buyback option but ADDS language
that would allow the possibility of using some other funding source to initially fund (or "front fund”) a
buyback and then assess the remaining fishermen in the fishery. This will provide funds to repay
the money that was front-funded.

« Bill does not change any policies relative to the Commercial Fisheries Entry Commission. It merely
sets up a mechanism for the state to fund and implement a buyback in an efficient manner.

« A front-fund source could be: a state or federal appropriation, private sector loan, a court settlement,
or another funding source.

Current law would finance a potential buyback in this manner:

e The Commercial Fisheries Entry Commission conducts an optimum number study. The study
confirms that there are too many permits in a particular fishery. A buy-back program is established
to reduce the number of permits. The fishermen are assessed a fee (can be no more than 7% of
the value) based on an individual’s fish tickets. The assessment goes into the general fund and the
legislature may appropriate the funds for the buyback.

« This method can take a long time to collect enough funds to reach the "optimum" number. The

permit reduction would be so slow that benefits would not be realized for a very long time. There
has, to this date, never been a buyback.



Ifwe are fortunate enough to find a source of repayable funding to provide for a quick, effective
buyback in a fishery for which an optimum number study determines a reduction is justified, the state
could:

 Use the available funding to quickly buy permits down to the optimum number in one attempt;
« Then assess earnings of those who have chosen to remain in the now (presumably) more lucrative
fishery to pay back the loan over time until the obligation is repaid.



Serator

Ben Stevens

M

askg State

L egislature

Senate District N

SPONSOR STATEMENT

Senate Bill 315

Session;.

“An Act relating to the administration of commercial fishing entry permit buy-back programs.”

Senate Bill 315 modifies existing law governing buy-back programs. It would allow the Commercial
Fisheries Entry Commission to “front fund” a buy-back program ifan appropriation were received.
The commission would then continue to collect funds through the designated rate of assessment in the
buy-back program to “pay back” the indebtedness.

W hen the optimum number of permits is reached in a buy-back andthe reasonable costs of the
program have been met, the Commission will terminate the assessment in the affected fishery. SB 315
will make the administration of a buy-back program more workable.



STATUTES GOVERNING BUY-BACK PROGRAMS FOR CFEC

Article 04. REDUCTION 10 OPTIMUM NUMBER OF ENTRY PERMITS
Sec. 16.43.290. Optimum number of entry pemiits.

Following the issuance ofentry permits under AS 16.43.270, the commission shall
establish the optimum number of entry pemiits for each fishery based upon a reasonable
balance of the following general standards:

(1) the number of entry pemiits sufficient to maintain an economically healthy fishery
that will result in a reasonable average rate of economic return to the fishermen
participating in that fishery. “onsidering time fished and necessary investments in vessels
and gear;

(2) the number of entry pemiits necessary to harvest the allowable commercial take of
the fishery resource during all years in an orderly, efficient manner, and consistent with
sound fishery management techniques;

(3) the number of entry pemiits sufficient to avoid serious economic hardship to those
currently engaged in the fishery, considering other economic opportunities reasonably
available to them.

Sec. 16.43.300. Revisions of optimum number of entry pemiits.

(a) The commission may increase or decrease the optimum number of entry pemiits for
a fishery when one or more of the following conditions makes a change desirable
considering the purposes of this chapter:

(1) an established long-term change in the biological condition of the fishery has
occurred that substantially alters the optimum number of entry pemiits permissible
applying the standards set out in AS 16.43 290;

(2) an established long-term change in market conditions has occurred, directly
affecting the fishery, that substantially alters the optimum number of entry pemiits
permissible under the standards set out in AS 16.43.290.

(b) Ifthe commission decreases the optimum number of entry ncrmits fora fishery, the
number of entry permits may be reduced only under the voluntary buy-back provisions
set out in AS 16.43.310 and 16.43.320.



Sec. 16.43.310. Establishment of buy-back funds and permit buy-back assessments.

(a) When the optimum number of entry pemiits is less than the number of entry
permits outstanding in a fishery, the commission may establish a buy-back program, a
buy-back plan, and a buy-back fund for that fishery.

(b) The commission may establish by regulation a permit buy-back assessment for
each fishery for which the commission has established a buy-back fund under (a) of this
section. The amount of the assessment may not exceed seven percent of the value, as
defined in AS 43.75.290, offish that a permit holder in the fishery subject to the
assessment removes from the state or transfers to a buyer in the state. The Department of
Revenue shall collect an assessment established under this subsection.

(c) The commission shall expend money appropriated to a buy-back fund for the
purpose of reducing the number of entry permits in the fishery to the optimum number, at
a rate to be established by the commission. The legislature may appropriate interest
accrued on the money in a buy-back fund to that fund. Except as provided in AS
16.43.320, money appropriated to a buy-back fund does not lapse.

Sec. 16.43.320. Administration of the buy-back program.

The commission shall adopt regulations providing for the purchase of transferable entry
permits with money in the buy-back fund for each fishery. The buy-back program for a
fishery shall terminate when the number of entry permits for the fishery is reduced to the
optimum. The unexpended balance of appropriations made to a buy-back fund for a
fishery shall lapse back into the fund from which the money was appropriated at the end
of the fiscal year in which the buy-back program is terminated.
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FISCAL NOTE

STATE OF ALASKA
2004 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):

Title Salmon Enhancement Tax
Sponsor Senator Ben Stevens
Requester House Finance Committee

Expenditures/Revenues

Fiscal Note Number;
Bill Version: HCS CSSB 322 (FIN)
() Publish Date:

Dept. Affected: Revenue

'‘BRU Revenue Programs & Services

Component Tax Division

Component No. 2476

(Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)
TOTAL

Estimate of any current year (FY2004) cost:

0.0

0.0

0.0

FY 2006

0.0

0.0

0.0

0.0

FY 2007 FY 2008 FY 2009 FY 2010
0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0

(Thousands of Dollars)

0.0 0.0 0.0 0.0

Check this box (X) if funding for this bill is included in the Governor's FY 2005 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page it necessary)

Prepared by:

Rep. Williams. Co-Chair

Rep. Harris. Co-Chair

(Revised 92003 OMU)

r " Phone 465-3424
.Dale/Tiime 4/29/04 12:45 PM

Dale 4/29/2004
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SPONSOR STATEMENT

Senate Bill 322

“An Act relating to the rate of the salmon enhancement tax.”

Senate Bill 322 modifies AS 43.76 by adding additional tax rates of 30, 20, 15, 10, 9, 3, 7, 6, 5, and 4
percentto the salmon enhancement tax.

Under current law, commercial salmon interim-use and entry permit holders organized under Regional
Aquaculture Associations (AS 16.10.380) may vote to tax themselves at the rate of one, two or three
percent of the value of their harvest. These monies are collected by the Department of Revenue and
deposited in the general fund. The legislature may make appropriations based on this deposit to the
Department of Community and Economic Development for the purpose of providing financing for qualified
regional aquaculture associations.

The decline inthe value of salmon due to changing market dynamics has led to increased costs for
regional aquaculture associations. In order to meet their continuing costs, many have increased the
amount of fish harvested for "cost-recovery.” Fishermen would like the opportunity to raise their tax rate to
avoid increased cost-recovery harvests.

Qualified regional aquaculture associations are permitted in statute (AS 43.76.015) to conduct an election
to approve or terminate a salmon enhancement tax. The statute requires approval by a majority vote of the
eligible interim-use permit and entry permit holders voting in an election.

Senate Bill 322 provides some flexibility for regional aquaculture associations to organize their operations
and respond to the changing conditions in the salmon industry.



FISCAL NOTE

STATE OF ALASKA
2004 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):

Title Salmon Enhancement Tax
Sponsor Senator Ben Stevens
Requester Senate Labor & Commerce

Expenditures/Revenues

Note: Amounts do not include inflation unless otherwise
OPERATING EXPENDITURES FY 2005

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)
TOTAL

Estimate of any current year (FY2004) cost:

Fiscal Note Number:

Bill Version: SB 322

(S) Publish Date: 3/3/04

Dept. Affected: Revenue

RDU Revenue Programs & Services

Component Tax Division

Component No. 2476

(Thousands of Doliars)

noted below.

FY 2007 FY 2008 FY 2009 FY 2010

A * A *

(Thousands of Dollars)

Check this box (X) if funding for this bill is included in the Governor's FY 2005 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

See page 2

Prepared by:  Chuck Harlamert

Division Tax Division

Approved by: Steve Porter, Deputy Director
Agency Department of Revenue

(Revised 12/2003 OMB)

Phone 465-2320
Date/Time 2/23/04 1:11 PM

Date 2/23/2004
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FISCAL NOTE #1

STATE OF ALASKA BILL NO. SB 322
2004 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Cost Discussion

Increased tax rates will increase our costs to administer the Salmon Enhancement Tax. The tax rates
authorized under the legislation, if approved within individual regions, can significantly increase compliance
risk, Our costs to maintain compliance would necessarily grow to maintain compliance. However, we are
unable to predict which regions, if any, will approve the higher tax rates authorized by the bill, the year of
approval, or the rates ultimately approved within any region. We are therefore unable to estimate our
costs associated with this legislation.

Revenue Discussion

Existing law provides the option of imposing the Salmon Marketing tax at 1%, 2%, or 3%. The bill creates
ten additional rate options: 4%, 5%, 6%, 7%, 8%, 9%, 10%, 15%, 20%, and 30%. Six aquaculture regions
have approved a Salmon Enhancement Tax, two at the rate of 3% and four regions at 2%. These six
regions generated $2.4 million of Salmon Enhancement Tax during FY03. The revenue generated by
these regions at the 30% rate authorized by the bill would have been approximately $30 million based on
FYO03 activity. The revenue impact of the bill therefore could range between zero and $27.6 million based
on FYO03 activity and dependent on the rates approved within individual regions.

Page_2_of 2
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Sec. 43.76.015. Election to approve or terminate salmon enhancement tax.

(a) A qualified regional association may conduct an election under this section
after the commissioner of community and economic development approves

(1) the notice to be published by the qualified regional association;

(2) the ballot to be used in the election; and

(3) the registration and voting procedure for the approval or termination of the
salmon enhancement tax.

(b) The salmon enhancement tax is levied under AS 43.76.010, 43.76.011, or
43.76.012 in aregion on the effective date stated on the ballot if

(1) it is approved by a majority vole of the eligible interim-use permit and entry
permit holders voting in an election held under this section in the region; and

(2) the election results are certified by the commissioner of community and
economic development.

(e) In conducting an election under this section, a qualified regional association
shall adopt the following procedures:

(1) the qualified regional association for the region shall hold at least one public
meeting not less than 30 days before the date on which ballots must be postmarked to be
counted in the election to explain the reason for the proposed salmon enhancement tax
and to explain the registration and voting procedure to be used in the election; the
qualified regional association shall provide notice of the meeting by

(A) mailing the notice to each eligible interim-use permit and entry permit holder;

(B) posting the notice in at least three public places in the region; and

(C) publishing the notice in at least one newspaper of general circulation in the
region at least once a week for two consecutive weeks before the meeting;

(2) the qualified regional association shall mail two ballots to each eligible
interim-use permit and entry permit holder; the first ballot shall be mailed not more than
45 days before the dates ballots must be postmarked to be counted in the election; the
second ballot shall be mailed not less than 15 days before the date ballots must be
postmarked to be counted in the election; the qualified regional association shall adopt
procedures to ensure that only one ballot from each eligible interim-use permit and entry
permit holder is counted in the election;

(3) the ballot must

(A) indicate whether the election relates to a salmon enhancement tax under AS
43.76.010, to a salmon enhancement tax under AS 43.76.011, or to a salmon
enhancement tax under AS 43.76.012;

(B) ask the question whether the salmon enhancement tax shall be levied;

(C) indicate the boundaries of the region in which the salmon enhancement lax
will be levied;

(D) provide an effective date for the levy of the salmon enhancement tax; and

(E) indicate the date on which returned ballots must be postmarked in order to be
counted;

(4) the ballots shall be returned by mail and shall be counted by the commissioner
of community and economic development or by a person approved by the commissioner
of community and economic development.



(d) The commissioner of community and economic development shall certify the
results of an election under this section if the commissioner determines that the
requirements of (a) and (c) of this section have been satisfied.

(e) Except as provided in AS 43.76.020(b)(2), an election to terminate a salmon
enhancement tax shall be conducted under the same procedures established under (a), (c)
and (d) of this section for an election to approve a salmon enhancement tax.

(f) In this section, "eligible interim-use permit and entry permit holder" means an
individual who, 90 days before the date ballots must be postmarked to be counted in an
election under this section, is listed in the records of the Alaska Commercial Fisheries
Entry Commission as the legal owner of an interim-use permit or an entry permit which
authorizes the individual to fish commercially in an administrative area established by the
Alaska Commercial Fisheries Entry Commission under AS 16.43.200, which is included,
in whole or in part, in the region in which the election is held.

History -
(Sec. 2 ch 154 SLA 19S0; am Sec. 2, 3 ch 33 SLA 1989)
Revisors Notes -

In 1999, in this section, "commissioner of commerce and economic development"
was changed to "commissioner of community and economic development" in accordance
with Sec. 88, ch. 58, SLA 1999.

Sec. 43.76.020. Termination of salmon enhancement tax.

(a) The salmon enhancement tax levied under AS 43.76.010, 43.76.011, or
43.76.012 may be terminated by the commissioner of revenue upon majority vote at an
election held under AS 43.76.015 in the region in which the salmon enhancement tax is
levied.

(b) A salmon enhancement tax shall be terminated by the commissioner of
revenue under (a) of this section following an election in a region if

(1) a petition is presented to the commissioner of community and economic
development requesting termination of the salmon enhancement tax which is signed by at
least 25 percent of the number of persons who voted under AS 43.76.015 in the election
approving the salmon enhancement tax in the region;

(2) the commissioner of community and economic development determines that
there are no outstanding loans to the qualified regional association under AS 16.10.510
that are secured by the tax;

(3) an election is held in accordance with AS 43.76.015; the ballot must ask the
question whether the salmon enhancement tax for the region shall be terminated; the
ballot must be worded so that a "yes" vote is for continuation of the salmon enhancement
lax and a "no" vote is for termination of the salmon enhancement tax;

(4) a majority of the eligible interim-use permit and entry permit holders who vote
in the election cast a ballot for the termination of the salmon enhancement lax; and

(5) the qualified regional association provides notice of the election in accordance
with AS 43.76.015 within two months after receiving notice from the commissioner of
community and economic development that a valid petition under (1) of this subsection
has been received.

History -
(Sec. 2 ch 154 SLA 1980; am Sec. 15 ch 117 SLA 1981; am Sec. 4, 5 ch 33 SLA 1989)



Revisors Notes -

In 1999, in this section, "commissioner of commerce and economic development"
was changed to "commissioner of community and economic development" in accordance
with Sec. 88, ch. 58, SLA 1999.

Sec. 43.76.025. Collection of tax and disposition of proceeds.

(a) A buyer who acquires fisheries resources that are subject to a salmon
enhancement lax imposed by AS 43.76.010, 43.76.011, or 43.76.012 shall collect the
salmon enhancement lax at the time of purchase, and shall remit the total salmon
enhancement lax collected during each month to the department by the last day of the
next month.

(b) A buyer who collects the salmon enhancement tax shall

(1) maintain records reflecting the region designated under AS 16.10.375 in
which the fishery resource was caught; and

(2) report to the Department of Revenue by March 1of each year the total value,
as defined in AS 43.75.290, of the salmon caught in each region designated under AS
16.10.375 which the buyer has acquired during the preceding year.

(c) The salmon enhancement tax collected under AS 43.76.010 - 43.76.02S shall
be deposited in the general fund. The legislature may make appropriations based on this
revenue to the Department of Community and Economic Development for the purpose of
providing financing for qualified regional associations. The legislature may base an
appropriation for a qualified regional association operating within a region designated
under AS 16.10.375 on the value of the fisheries resources caught in that region rather
than the value of the fisheries resources sold in that region if those values differ.

History -

(Sec. 2 ch 154 SLA 1980; am Sec. 16, 17 ch 117 SLA 1981; am Sec. 6 ch 33 SLA 1989;
am Sec. 14 ch 6 SLA 1998)

Revisors Notes -

In 1999, in this section, "Department of Commerce and Economic Development"
was changed to "Department of Community and Economic Development™" in accordance
with Sec. 88, ch. 5S, SLA 1999.

Amendment Notes -

The 199S amendment, effective June 28, 1998, made section reference
substitutions in subsection (c).

AG Opinions -

It would be an inappropriate use of public funds for the Department of Commerce
and Economic Development to disburse funds to the Bristol Bay Regional Aquaculture
Association, knowing that these funds are not to be used to finance current salmon
rehabilitation and enhancement projects, but rather are to be used as investment capital.
March 19,1987 Op. Alt'y Gen.
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FISCAL NOTE
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Land & Structures
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TOTAL OPERATING
CAPITAL EXPENDITURES
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FISCAL NOTE #1

STATE OF ALASKA BILL NO. SB 322
2004 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Cost Discussion

Increased tax rates will increase our costs to administer the Salmon Enhancement Tax. The tax rates
authorized under the legislation, if approved within individual regions, can significantly increase compliance
risk. Our costs to maintain compliance would necessarily grow to maintain compliance. However, we are
unable to predict which regions, if any, will approve the higher tax rates authorized by the bill, the year of
approval, or the rates ultimately approved within any region. We are therefore unable to estimate our
costs associated with this legislation.

Revenue Discussion

Existing law provides the option of imposing the Salmon Marketing tax at 1%, 2%, or 3%. The bill creates
ten additional rate options: 4%, 5%, 6%, 7%, 8%, 9%, 10%, 15%, 20%, and 30%. Six aquaculture regions
have approved a Salmon Enhancement Tax, two at the rate of 3% and four regions at 2%. These six
regions generated $2.4 million of Salmon Enhancement Tax during FY03. The revenue generated by
these regions at the 30% rate authorized by the bill would have been approximately $30 million based on
FYO03 activity. The revenue impact of the bill therefore could range between zero and $27.6 million based
on FYO03 activity and dependent on the rates approved within individual regions.

Page_2_of 2.
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SPONSOR STATEMENT

Sate Bl 32

“An Actrelating to the rate ofthe salmon enhancementtax.”

Senate Bill 322 modifies AS 43.76 by adding additional tax rates of 30, 20,15, 10, 9, 8, 7, 6, 5, and 4
percent to the salmon enhancement tax.

Under current law, commercial salmon interim-use and entry permit holders organized under Regional
Aquaculture Associations (AS 16.10.380) may vote to tax themselves at the rate of one, two or three
percent of the value of their harvest. These monies are collected by the Department of Revenue and
deposited in the general fund. The legislature may make appropriations based on this deposit to the
Department of Community and Economic Development for the purpose of providing financing for qualified
regional aquaculture associations.

The decline in the value of salmon due to changing market dynamics has led to increased costs for
regional aquaculture associations. In order to meet their continuing costs, many have increased the
amount of fish harvested for “cost-recovery." Fishermen would like the opportunity to raise their tax rate to
avoid increased cost-recovery harvests.

Qualified regional aquaculture associations are permitted in statute (AS 43.76.015) to conduct an election
to approve or terminate a salmon enhancement tax. The statute requires approval by a majority vote of the
eligible interim-use permit and entry permit holders voting in an election.

Senate Bill 322 provides some flexibility for regional aquaculture associations to organize their operations
and respond to the changing conditions in the salmon industry.



Southeast Alaska Fishermen’s Alliance

9369 North Douglas Highway
Juneau, AK 99801

Phone 907-586-6652 Fax 907-586-5648 E-mail: seafa@gci.net

February 23, 2004

Senate Labor & Commerce Committee
Honorable Con Bunde, Chair

Alaska State Legislature

State Capitol, Mail Stop 3100

Juneau, AK 99801

RE: Comments on SB 322 - Enhancement Tax legislation
Dear Senator Bunde,

We apologize that we will not be available to testify on SB 322 but are submitting the
following comments for your consideration.

The Southeast Alaska Fishermen’s Alliance brought up this issue during the hatchery
committee meetings about doing away with cost recovery and assessing fishermen in
place of as something that commercial fishermen had discussed as a possibility. We
also suggested in our hatchery comments that an analysis of what this meant was
necessary for the fishermen to determine if this is a logical option. The hatchery
committee never met after these comments were submitted by our association and Chris
Moss as a salmon task force member and were never discussed in the hatchery sub-
committee process. Without an analysis this legislation is premature.

We are attaching our comments to the hatchery sub-committee for your information.
The Southeast Alaska Fishermen's Alliance is a non-profit fishing association
representing our members involved in the Salmon, crab, shrimp and longline fisheries of
Southeast Alaska since we formed in 2000.

Sincerely,

Kathy Hansen
Executive Director


mailto:seafa@gci.net

Southeast Alaska Fishermen’s Alliance
9369 North Douglas Highway
Junoau, AK 99801

Phone 907-586-6652 Fax 907-586-5648 E-mail: seafa@gci.net

November 24, 2003
Senator Ben Stevens and Hatchery Committee,

You requested information on the issues that commercial fishermen are concerned
about and additional information on the point | had made during the last teleconference.

The major issues brought out last year and that fishermen have expressed concern

about over the last several years are as follows:

Cost Recovery:

Price difference between hatcheries and common property fisheries.

Suggestion: determine price paid to hatcheries for cost recovery of
different species (by hatchery) and compare with data McDowell group
prepares in season on common property prices so that fishermen can see
whether hatcheries receive more or less than they think they are paid.
(This information would be most effective if provided for a 5 year period or
s0.) In the future this information should be provided to the McDowell
group for their final wrap up weekly price tracking. Itis understandable
that the hatchery might not want the information to be published prior to
the season but it would be nice to know what the price is without
speculation being involved or | heard information at the end of the
season. Continue discussion on this issue based on information received
in analysis of price paid over last five years. (Note based on comments
received after this testimony was submitted the following comment is
being added. Information from lastyearis available in the Annual
Operators report but ihis information is generally not available until Jan or
Feb of the following year when fishermen are already discussing the bids
for the upcoming season.)

Impact that cost recovery has on the market, both price and volume of fish.
Suggestion: Processors need to respond to this issue and following are
some of the questions that are asked. We have been told that if the cost
recovery pre-season bid price is tco high, the pries paid to fishermen is
lowered to make up the difference? Do the processors purchase less fish
from fishermen when they receive a cost recovery hatchery bid? What is
the differential in costs to process fish for fishermen versus cost recovery
- i.e. tender costs etc.? Is there a priority placed on cost recovery fish in
the plant? Is there a quality difference between hatchery fish and cost
recovery fish and if so why?

Many fishermen feel that no cost recovery should occur.
Suggestion: An analysis of what percentage of enhancement tax
fishermen would have to pay if all hatchery fish are caught during the


mailto:seafa@gci.net

course of common property fisheries and no cost recovery fishing
occurred. Side issues to be considered under this are: 1.) how would you
fund the non-regional associations and 2.) how would you prevent
hatchery budgets from becoming over-inflated under this type of system.

Difference between Regional associations and Non-regional associations:

Other issues:

As | explained last meeting on the teleconference fishermen feel more in
control when they elect commercial fishermen on the board to represent
them. If you don't like the policy direction an association is following you
can make changes by voting different representatives on to the board.
Many of the SE non-regional associations have commercial fishermen on
the board but there is a difference when you represent yourself or you
represent the views of a single association and not the whole fleet on the
board and you are a commercial fishermen and you have an obligation to
all the fleet because you were elected to the board.

Difficulty in getting inform ation: | have requested many times to be
sent information and put on mailing list for various regional and non-
regional associations on board meeting dates and board packets - Some
regionals and some non-regionals are responsive to this request - other
associations you never hear from and some you have to request several
times before you get the information. If an association (SEAFA) has this
much difficulty following the issues and trying to get information pre-
meeting so that they can comment on issues that might be on an agenda,
it must be very difficult for an individual and this difficulty helps cause the
disconnect between fishermen and hatcheries.

This issue also exists within the RPT process. |am usually unable to get
copies of the PAR’S prior to the RPT meeting and therefore unable to get
the information out to my membership for comment and therefore go and
listen rather than more actively participate in the process. While the
meetings are publicized, and an agenda can be received, the detailed
information is not sent. | have requested to be put on the SE RPT mailing
list and receive all the information that a member of the RPT would
receive and have not been successful.

The RPT is a good process, itjust needs to work on performing all of its
suggested duties and could be a mechanism for looking at the amount of
cost recovery a facility is taking if it is felt that an association is taking too
high of a percentage. See comments that SEAFA sent in last year.

The RPT is suppose to review and provide recommendations to the
Commissioner on annual management plans but the past several years in
Southeast the plans have not been available for the spring RPT meeting
and the years previous the plans were available at the meeting only so no
comments were ever made as no one had a chance to read the material
and see what the annual management plan contained that year. This is
one of the check and balances to the hatchery program that is not as
functional as it should be. Also the hatchery regulations and statutes
state that after a cycle of fish have returned the permit will be reviewed for
management issues. | have been attending most of the RPT meetings in



SE Alaska for the last 8 years as a member of the public and | have not
seen this process take place although several of the projects reached
maturity during that time. It is possible that this process was done just
through the area managers and not soliciting information from the fleet.

I recently sent out a questionnaire to the SE gillnet permit holder list and all SEAFA
members. One of the questions asked was: “Do you believe that the hatchery programs
in the State of Alaska need changes? Ifyes, Piease explain what hatchery issue you
think the task force should focus on and why?" Several of the written comments
received are included below:

«

State should get out of the hatchery business

All hatcheries should contribute the majority of production to common property
fisheries

Cost recovery needs to be more fair

1.) Fair allotment of fish 60/40, 70/30 split; 2.) Cost Recovery; 3.) Hatcheries
having unfair market advantage. Why? The hatcheries serve no purpose and
have no value to the commercial fleet unless 1-3 are followed.

Eliminate the 3% assessment

1)) If hatcheries are non-profit why do they keep increasing their savings
accounts? Example NSRAA., on the plus side their allocation split is far better
than DIPAC'’s which is almost criminal some years in DIPAC'’s favor, Example
2002. 2.) Common Property should increase as the hatcheries become solvent.
Open Cost recovery to permit holders.
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United Southeast Alaska Gilhictters
PO Box 23378, Ketchikan, AK 98901 Phone & Fax (907) 247 2471 Email uea_gillnotters@att.riol

February 23, 2004

Thy Honorable Con Bunde, Chair

Senate Labor & Commerce Committee

Alaska State Capitol, Room 506

Juneau, AK 99801 Send Via Fax to; 465-3871

Dear Senator Bunde,

The United Southeast Alaska Gillnetters (USAG) is an association of about 150 small

business owners who catch salmon by drift giilnetting in Southeast Alaska and market
salmon throughout the United States. Many of our members also participate in other

fisheries such as crab, shrimp, longline, and dive fisheries.

USAG is opposed to SB 322 that would permit the rate of salmon mihancement tax to
increase by increments up to a limit of thirty percent of a fisherman s gross earnings,
The fishermen represented by USAG are not interested in any increase in directed
taxes on their gross earnings. Our fishery simply does not generate enough income to
support any additional directed taxes on our gross above the 3% enhancement tax and
the 1% marketing tax that are currently in place. We understand that this legislation, If
passed, would not itself result in additional taxes, it would only enable areas interested
In additional enhancement taxes to vote on a proposal to increase this tax, We are not
interested in having this option for ourselves, or having it available to other salmon
permit holders In our area. We are not interested in replacing the funds our
enhancement facilities generate from their cost recovery fisheries with funds from an
increased assessment on our gross income.

We ask the Senate Laborand Commerce Committee to not support this bill or pass it
out of committee. We appreciate your consideration or our position on SB 322.

Kenneth Duckett
Executive Director

cc: Senator Ben Stevens, Via faxto: 465-3872
UFA, Via email
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February 23, 2004

Senator Ben Stevens
Sum Capitol
Juneau, AK 99401

RE: SB 322/resting to the salmon enhancement tax

Dear Senator Stovana;

Aathe Chairman of tha Board ofthe Prince William Sound Aquaculture Corporation (PWSAC),
I would like to thank you and the other members of the Joint Legislative Salmon Industry Taak
Force for addressing the isauea surrounding aalmon enhancement and salmon hatcheries in
Altries. During our Hatchery Subcommittee meetings, the staff at tha Alaska Department ofFish
and Game expressed their opinion that the hatcheries had auooesafolty fulfilled their purpoee and
that our aalmon enhancement program was the envy of other states We at PWSAC agree with
the! conclusion.

There are currently two mechanisms (other than loans) available to ¢ Regional Non-profit
Aquaculture Association (PNP) to psy for annual hatchery operating expenses: cost recovery and
salmon enhancement taxes. In our region, permit holders combine s 2% salmon enhancement tax
with oost recovery to pay for the operations of PWSAC. This combination has worked well in
our axes, and 1 doubt my members will vote to increase the eohanoement tax in tha near fixture.
But SB 322 could allow other W P’i the option of forgoing any coat recovery in lieu of a higher
enhancement tax to pay for their operations, if so desired by their members. This could allow all
storiesto be utilinsd by regional permit holders.

As was stated many times during your meetings, it was the Intent ofthe Task Force to include ¢
number of new tools” for participant! in the Alaska salmon industry to use as best fit their
individual situation The proposed changes included in SB 322 will allow PNP*s to deride how
they would rather fiind their enhancement programs-through cost recovery, increased
enhancement taxes, or a new combination o f both.

Thank you again for your herd work on behalfof Alaska's salmon industry. Plcaso let me know
if PWSAC can assist you in any way.

Sincerely,

B.J. ChaOiiv
Chairman ofthe Board

PRINC* WILLIAM SOUND AQUACULTURE CORPORATION
OonwtaSe OTle* « P. O. Roe 1110, Covdme, AK 99574
Oflfcs: 907/424-7311 « Pax. 907/424-7514

Email: naifidB hatf
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FAX NO. :2358053 Feb. 23 2004 09:39PM

February 22,2004

Senator Con Bunde, Chair
Senate Labor and Commerce Committee
907-465-3871 (FAX)

Dear Senator Bunde and Committee IMembers:

1would like to voice my supportfo r 1B 322 that provides the option o fvoting on additional rates
for the salmon enhancementtax for Regional Aquaculture Associations.

As acommercial salmon fisherman fdir over 40 years and a member o fthe Salmon Task Force
and Hatcheries Subcommittee, | belie \& this is a necessary option for fisbermeD subjectto the
Salmon Enhancement Tax. Through onversations with individual fishennen it became apparent
thatthere is growing concem abouttl t impact o fregional hatchery costrecovery contracts,
These contracts impact the sale and v ilue o ffish sold by individual fishermen. Due to declining
Bah prices in both pink and ohum mai kets, vast quantities o ffish are often presold to processors
to pay for debt and the ongoing opera isns o f (he regional hatohcres. In some cases, markets are
flooded and individuals have difficultt in i lling their own produt

The original Salmon Enhancement T ut o f 2%, approved by the Cook Inlet fishennen to fond the
programs o fthe Cook Inlet Regional i Aquaculture Association, was never envisioned to pay for
the ongoing operations o fhatcheries At the time it was instituted the state was in the business o f
funding and operating the haicheries ipr the fishing industry. The state is now out o fthe hatchery
business and the financial burden is oil the industry. The option o fvoting to institute a larger tax
to finance the operations of hatcheries and other projects at the regional level is appropriate.

The passage o fthis bid would allow avote o ftbe fishennen in an area to assess a highertax rats
to fund their projects. Processors wot W purchase the salmon from individuals and the result
should be expanded markets for fishetpnen - markets that are currently being filled by cost
recovery product The regional* cost recovery goals would still be met

Key to this entire oonoept is the major ty approval in an areao fany increase In ttxee. It would be
selfimposed and not implemented by toy governmententity. 1t would be baaed on catch; and,
therefore, would place the burden on twse who benefit die most-commercial fishennen. This
soems to be the most equitable way to determine the direction a business should progress.

Thank-you for tho opportunity to ceminenton this legislation.

gﬁT \r ~
ris Moes

Box 1115
Homer Alaska 99603
907 235-1053
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Alaska Hatchery Commercial Common Property & Cost Recovery Return Data-1993-2003
Alaska Department of Fish and Game, contact; Craig Farrington (907) 465-6154
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Kate File 907-789-2670

Kate File
4515 Trafalgar
Juneau, Ak. 99801

March 22, 2004
Senator Wilken

To the Chairman and Members of the Senate Finance Committee;:

| would like to thank all the members of the Finance Committee for
considering my comments as you deliberate on SB 322. Please
accept my apologies for not being presentto testify. | am a fisheries
committee member for Southeast Conference and there has been a
meeting scheduled that is at the same time as today's hearing.

| speak in opposition to Senate Bill 322. In it's present form this bill
would do great harm to an already overtaxed and over regulated
industry.

My family is a fishing family in a unique position. Our boat and
permit are paid for. If this proposed tax were implemented we would
have to consider whether or not it would be cost effective for our
crew and family to fish salmon. Forthose fishers who have loans it
would be almost impossible to make expenses, pay their crew and
take home income to live on for the winter. Several fishermen | have
talked too say that Senate Bill 322 would completely wipe out their
profit margin.

| believe this bill could work BUT in a different format. This bill is
missing a major component Please bear with me as | start from the
beginning.

Senate Bill 322 would stop the practice of taking cost recovery for
regional hatcheries (like NSRRA & SSRRA) while allowing non-
regionals (like Kake, DIPAC and Port Armstrong) to continue the
practice of cost recovery.



Kate File 907-789-2G70

As you look at the information provided to you by Fish & Game on
the Alaska Hatchery Commercial Common Property & Cost Recovery
Return Data handout, you will see the regionals are within their
salmon enhancement allocation goals. In contrast, it is the non-
regionals who are in some cases taking far and above the Board of
Fish suggested allocation goals for cost recovery.

In the Board of Fish findings the suggested salmon enhancement
allocation goals for cost recovery are for regionals-70% to common
property & 30% for cost recovery. Also keep in mind that regionals
receive a 3% aquaculture tax in Southeast Alaska. For the non-
regionals the suggested salmon allocation goals are 60% common
property with 40% to cost recovery. Non-regionals receive No
aquaculture tax and have no taxing authority.

Ac you can see it is NOT the regionals cost recovery practices that
are affecting your average commercial fisher. It is the non-regionals
who are taking far and above the suggested salmon allocation. In
some hatchery operations; ou will see 74% and 89% being taken for
cost recovery purposes. This practice is harmful to commercial
fishers.

The component that is missing to SB 322 is to regionalize ALL
non-regional hatcheries. The only way taxing fishers to replace cost
recovery is going to work is if you eliminate ALL cost recovery fishing
in that region.

To benefit the fishers of Southeast Alaska we would need to take all
hatcheries in the region and create a single regional association. This
would also benefit the region by decreasing overhead administrative
costs.

| ask that serious consideration be given to this suggestion. Many
fishers feel that if the bill were amended in this way it would go a
long way to help stabilize the salmon industry. It would also help
hatcheries reach their full potential and be of benefit to the
commercial fisher.



Kate File 907-789-2670

This bill as it is written now will NOT help the commercial fleet.

It will make a bad situation disastrous. | ask that you NOT approve
Senate Bill 322 in it current form.

| thank you for your time and service to our state.

Sincerely,

Kate File
Commercial Fisher
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Richard I. Eliasonjr. 907-747-8111
709 Sirstad street Cell 907-738-8111
Sitka, Alaska 99835 salmo@gci.nct
3/24/04

Senate Finance Committee

I’m writing in regard to SB322, being a salmon fisherman for 30 years and a current lember of
the NSRAA board of directors, although representing myself. | felt compelled to wr..e, in hopes
not to add to the already muddled waters.

My main concern about SB322 is the public sentiment about imposing taxes on an already
burdened industry. In reading the bill one can see that the regional aquaculture associations will
have the authority to indicate what boundaries ofthe region in which the salmon enhancement tax
will be levied, this | think may be the concern of the public. | would suggest striking section 4,3,C
and adding an amendment to the bill in which the tax may only be levied in a special harvest areas
(5 AAC 40.005 sec.c). By doing this it would alleviate the fear that a regional aquaculture
association can assess a region wide tax, thus taxing someone not catching enhanced fish.

Points to consider:

« One can’t assume that all fish caught are enhanced fish.

» This bill would allow regionals to eliminate Cost Recovery giving fisherman an upper hand on
their markets.

e This bill would eliminate higher fish prices being paid to the regionals through cost recovery
and possibly provide the fisherman a better price for their catch. Historically regionals have
been paid more money for their Cost Recovery fish than the fisherman in the same area,
catching the same fish.

* In lieu of Cost Recovery a fisherman in a Special Harvest Area will pay up to 30% of his catch
towards operations ofa regional.

» 5AAC 39.220 Policy for mixed stock salmon fisheries, mandates ADF&G to manage wild
stock fisheries with the highest priority, tiiis not allowing regionals to dictate what happens in
mix stock fisheries. Most fisherman agree with this policy.

» Hatchery Allocation Policy allows hatcheries to take up to 30% of the returning run(plus
brood stock) for cost recovery. Not sure of stat.” number.

« 1f SB322 is passed, it will have many more hurdles to overcome before it’s implemented. It’s
still a good tool in the tool kit.

RI Eliason jr.
Sitka


mailto:salmo@gci.nct

HAR-28-2004 SUN 09:20 PH Ken Duckett 907 247 2471 P. 01

United Southeast Alaska Gillnetters
PO Box 23378, Ketchikan, AK 99901 Phone & Fax (907) 247 2471 Emaii:uBci_gllinetiers@att.net

March 28, 2004

The Honorable Gary Wilken, Co-Chair

Senate Finance Committee

Alaska State Capitol, Room 514

Juneau, AK 99801 Send Via Fax to: 465-4714

Dear Senator Wilken,

The United Southeast Alaska Gillnetters (USAG) is an association of about 150 small

business owners who catch salmon by drift gillnetting in Southeast Alaska and market
salmon throughout the United States. Many of our members also participate in other

fisheries such as crab, shrimp, longline, and dive fisheries.

USAG is opposed to SB 322 that would permit the rate of salmon enhancement tax to
increase by increments up to a limit of thirty percent of a fisherman’s gross earnings.
The fishermen represented by USAG do riot support any increase in directed taxes on
their gross earnings. Our fishery simply does not generate enough income to support
any additional directed taxes on our gross above the 3% enhancement tax and the 1%
marketing tax that are currently in place. We understand that this legislation, if passed,
would not itself result in additional taxes, it would only enable areas interested In
additional enhancement taxes to vote on a proposal to increase this tax. We are not
interested in having this option for ourselves, or having it available to other salmon
permit holders in our area. We are not interested in replacing the funds our
enhancement facilities generate from their cost recovery fisheries with funds from an
increased assessment on our gross income.

There are numerous arguments that can be made concerning the desirability of the
current cost recovery program used by the regional and non-regional aquaculture
corporations in Alaska. One basic fact is that they have worked, and allowed the
corporations to produce the volume of salmon necessary to keep our fleets viable in this
changing world of global competition. In general, regional aquaculture associations
have been able to sell the cost recovery salmon for a higher price than fishermen have
received based on the grounds price offered by processors. This is because
associations have been able to offer for bid an assured volume to processors that
allowed them to amortize their fixed costs over a higher volume of product. The
difference in spread is a price differential that fishermen would have to make up out of
their own production if hatcheries were completely funded from a fisheries assessment.
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It is also significant that, specifically in Southeast Alaska, the three salmon fleets are not
similarly situated concerning their ability to catch salmon in terminal areas. The seine
fleet, is at least 5 times as effective as the yillnet fleet when significant volumes of
salmon are present. The troll fleet can only be effective in terminal areas if large
numbers of salmon congregate in an area and the schools offish are not broken up by
the activity of the net fleets. Given this situation, why would the fleets vote to implement
an increased salmon enhancement tax if SB 322 was passed? Wu don't think they
would, however, we do not relish the idea of spending a significant amount of precious
capitol and energy debating the issue should a small group of vocal fishermen force the
issue to the agenda.

The argument has been made that our current cost recovery programs are a tax on
fishermen just as an increased enhancement tax is. This is true. The real argument is
whether the tax (funds to run the associations and produce the fish) is most efficiently
developed by a cost recovery program or a direct tax on fisherman's gross income. We
believe that as long as commercial fishermen control the boards of directors of the
aquaculture associations, the current system is the most fair and equable program for
all the fleets.

One final comment on this legislation. Should you pass SB 322 from the Finance
committee, please leave the requirement for a vote in the bill. We would like to see the
passing vote requirement increased to a super majority of 60% which is not surprising
based on the arguments we have put forth above.

We ask the Senate Finance Committee to not support this bill or pass it out of
'ommittee. We appreciate your consideration of our position on SB 322.

Yours truly,

Kenneth Duckett
Executive Director

cc: Senator Lyda Green, Via fax to: 465-3805
Senator Con Bunde, Via fax to: 465-3871
Senator Ben Stevens, Via fax to: 465-3872
Senator Fred Dyson  Via fax to: 465-4587
Senator Lyman Hoffman Via fax to: 465-4523
Senator Donny Olson Via fax to: 465-4821
UFA, Via email
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CS FOR SENATE BILL NO. 326(STA)
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - SECOND SESSION
BY THE SENATE STATE AFFAIRS COMMITTEE

Offered: 3/5/04
Referred: Finance

Sponsor(s): SENATE RULES COMMITTEE BY REQUEST OF THE LEGISLATIVE BUDGET AND
AUDIT COMMITTEE

A BILL
FOR AN ACT ENTITLED
"An Act relating to investments of Alaska permanent fund assets; and providing for an

effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 37.13.120(e) is amended to read:

(e) The corporation may not borrow money or guarantee from principal of the
fund the obligations of others except as provided in this subsection. With respect to
[REAL PROPERTY] investments of the fund, the corporation may, through an entity
in which the investment is made, borrow money if the borrowing is without recourse
to the corporation and the fund.

* See. 2. AS 37.13.120(k) is amended to read:

(k) The board shall establish and from time to time as necessary modify
guidelines for the investment of the assets of the fund. Before adoption of any
guidelines, the guidelines shall be reported to the Legislative Budget and Audit

Committee for review and comment. Notwithstanding (iz), (li). and (j) of this section
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or the percentage investment limitations under (i) of this section and so long as doing
so satisfies the prudent-investor rule under (a) of this section, the board may invest up
to 10 [FIVE] percent of the total assets of the fund in either or a combination of the
following:

(1) other types of investments not specifically listed in (g) of this
section;

(2) categories of investment subject to the percentage investment
limitations established in (i) of this section, even though investing additional assets in
a category will cause the aggregate investment in the category to exceed the applicable
percentage limitation.

* See. 3. This Act takes effect immediately under AS 01.10.070(c).
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STATE OF ALASKA Fiscal Note Number:

2004 LEGISLATIVE SESSION Bill Version:
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Revision Date/Time (Note if correction): Dept. Affected,;

REPORTED out
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SENATE FINANCE
1 OQMM1TEE
CSSB 326(STA)

3/5/04

Revenue

AK Permanent Fund Corporation

'‘Component AK Permanent Fund Corporation

Title Permanent Fund Investments '‘RDU
Sponsor Rules by request of LBA
Requester Senate State Affairs Committee Component No.

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006
Personal Services

Travel

FY 2007 FY 2008

Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0

0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) \

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)
TOTAL

(Thousands of Dollars)

0.0 0.0 0.0 0.0

Estimate of any current year (FY2004) cost: 0.0

109
FY 2009 FY 2010
0.0 0.0
\
0.0 0.0

Mark this box (X) if funding for this bill is included in the Governor's FY 2005 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

The existing manager fee budget of $40 million is sufficient to cover any changes in investments under this

legislation.

Robert D. Storer, Executive Director
Alaska Permanent Fund Corporation

Prepared by:
Division
Approved by:
Agency

Steve Porter, Deputy Commissioner
Department of Revenue

(Revisod 1212003 OVE)

COMMITTEE COPY

Phone 465-2047
Date/Time 2/24/04 9:37 AM

Date 2/6/2004
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