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SOUTHEAST ALASKA ENERGY
A Regional Solution

For years, only the larger urban communities enjoyed the benefits of low-
cost, low-pollution hydroelectric power. Small communities which
investigated the feasibility of hydroelectric or transmission intertie
projects for their areas found that electric rates would rise dramatically if
the project were built. The problem was simple: small numbers of people
having to pay foi large projects. For instance, a transmission line from
Kake to Petersburg would increase the rates in Kake by 50c per kWh. If
the line was downgraded to serve only Kake, rates would increase by 15d.

Meanwhile, the wurban communities which enjoy hydroelectric power are
now reaching the capacity limits of their hydros. Ketchikan is using all of
Swan Lake, Sitka is nearing the capacity limits of Green and Blue Lake
hydros, Juneau will exceed capacity from Snettisham when ..e AJ mine is
brought on line, and Skagway already supplements its hydro with diesel.
Wrangell and Petersburg have excess hydro energy at Tyee Lake, but no
one can wuse it. The irony is that these communities now face a larger
version of the rural problem. That is, power project development exceeds
their ability to pay or to finance the project.

The significant common factor is that each community is trying to find a
solution only for itself. They are forced to look at projects which are
inherently unfeasible because they are too small to benefit from economies
of scale, or because they are too large for the community's size. None are
looking at a project that could benefit the entire region. Such a solution is
a regional transmission intertie. If all of the Southeast communities were
connected, a number of positive benefits and opportunities result:

1. Individual communities would not have to pay the entire cost of any
project by themselves. For instance, Kake would not have to pay for
an expensive intertie to Petersburg. Rather, Kake would only pay for
a fair portion of an intcrtie that serves Juneau, Sitka, Wrangell,
Petersburg and Ketchikan, not to mention all of the smaller
communities along the route of the intcrtie.

2. Communities would not be forced to look at projects in their area
which may be too small or too large an increment of power than they
need or can afford at that time. Rather, only the best project meeting
the needs of the entire region would be considered. For instance, the
Takatz Project, which is too large to meet Sitka's current need, may



be just the right size to meet the needs of the entire region. The
PijeC'_[ could then go forward—and it would enjoy the political and
inancial support of the entire region.

3. No longer would a parade of community leaders come to the
Governor and the Legislature asking for funds to build projects in
their communities.  Rather, the community leaders in concert would
lend their support to projectsthat would “benefit the entire region.
Because of economies of scale, the regional projects would have more
long-term benefits than the sum of all” of the individual projects.

4, | propose that the communities join with the Administration and the
Legislature  to promote this regional solution. It is asolution that can
be “applied across the State, providing benefits to all Alaskans.

A regional intertie system would start with a connection of Tyee Lake to
Swan  Lake. Excess” power from Tyee would be |mmed|ate|¥) available to
Ketchikan where it's needed. The "next logical ste|o would be an intertie
from Petersburg to Snettisham, but from a re?mna solution perspective,
the intertie would run through Kake to Sitka (af the Takatz sﬂeﬁ) then on to
Green's Creek, finally joining the Juneau system at Douqlas Island. . The
communities of Angoon Tenakee Springs and Hoonah could then easily be
tied into the system. The line could then be extended to Haines, Skagway
and finally toYukon Energy at Carcross. In the south. Prince of WaleS
Island and Metlakatla would” be connected.

The total load represented by the interconnected communities would be
large  enough to consider joining the continental grid, either at Prince
Rupert or through the Misty Fjord- Monument to Stewart, B.C., picking up
the Quartz Hill “mineral development Power could be provided to mineral
developments in B.C. at Johnny Mountain east of Wrangell, and to proposed
mineral developments at Kensington/Jualin mines at Berners Bay and the
Windy Craggy mine northwest of Haines in Canada.

The attraction of this regional solution is that each community contributes
its fair share to the project and no more. No one community will be forced
to develop and pay for small, unfeasible power projects ~Only the best,
most efficient projects with lowest unit costs need be developed. Each
community would pay only for the portion of the energy used by that
community.  Everyoné benefits.

Lonnie Anderson, Mayor
Kake, Alaska
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March 7, 1992

Senator Lloyd Jones
State Capitol
Juneau, Alaska 99811-1182

Dear Senator Jones:

I am writing in support of Senate Joint Res lution 40 asking the Congress and the Forest
Service to refrain from placing further unnecessary land use designations/restrictions in
Southeast Alaska. This statement is necessary given the Forest Service’s current revision of
the Tongass Land Management Plan. These land restrictions hamper transportation and
utility corridor planning and construction. Both the state and federal governments through
these designations have placed needless, yet costly, bureaucratic hurdles on reasonable

economic development.

An example of the need for this resolution is my community of Kake located on Kupreanof
Island, some 100 miles from Juneau. Kake has been anticipating for some time both an
energy transmission line and road extending from near Petersburg to Kake. Kake lies some
60 air miles due west of Petersburg. The Forest Service has nearly completed a forest road
between Kake and the east side of Kupreanof Island near Petersburg. Most the residents of
Kake would like to have the opportunity to drive into Petersburg to use the medical and
dental facilities both in emergency and non-emergency situations. Another benefit would be
more commerce and less costly access for Kake residents.

This past fall the Forest Service had made a preliminary decision to build the final link
between the two road segments. The village of Kupreanof located on the east side of
Kupreanof Island near Petersburg objected because they have chosen to be a roadless
community. An outside group American Rivers also objected because they wanted the
upper portion of the Duncan-Saltchuck River designated a Wild River under the Wild and
Scenic River System. This river may be recommendation by the Forcsr Service for
inclusion in the Wild and Scenic River System. The road was netrly built, except for these
objections. Because of these small group's objections the Forest Service abandoned the

project for now.

The people of my community want this road with a power line to help the local economy.
The federal government is hampering our economic development efforts. This resolution is
needed to tell the Congress and the Forest Service to let us get on with becoming
economically self-sufficient.

I urge passage of this resolution. Thank you for yo .r consideration of my testimony.

Sincerely,

nderson. Mayor






Alaska State Legislature

Sen. Jay kerttula, Co—Chairman Slate Capitol
_ Juneau, AK 99801-1182

San. Pal Pourdol, Co-Chairman (907) 465-1200
(907) 463-3066 fax

Sen. Al Adami

Senate Finance Committee

Sen. L>man F. Huffman (907) 376-2675

Sen. Dick Shultz (907) 376-0315 Fax

Sen. Rick L'ehling

SPONSOR STATEMENT
SJR 45

by

Senator Jay Kerttula

SJR 45 attempts to alleviate some of the problems which are being
experienced within the pink salmon industry due to a severe drop in
prices, at least partially caused by a surplus inventory of canned pink
salmon.

By this resolution, the Alaska Legislature is urging the Department of
Agriculture to place canned pink salmon on the 1992 "Food for Peace"
docket; this is essentially a list of the commodities which are available
to countries under our foreign food aid programs.

Public Law 480 governs the foreign food aid programs of the Agricultural
Trade Development Assistance Act of 1954. The programs are
administered jointly by the Agency for International Development (AID)
and the U. S. Department of Agriculture (USDA). This program provides
humanitarian assistance and market development activities for U.S.
agricultural products overseas.

The prices for each commodity are set through an open bid process.

Title | of PL 480 (Sales Prcgram)is a long-term concessional loan program
for countries where the annual per capita income is above $600. Loan
terms are for 20-30 years. Each country looks at the commodities that
are available and the prices which are being quoted and then decides if
they wish to purchase the commodity. The country purchases directly from
the seller.

Title I (Foreign Donations) provides for foreign donations through private,
nonprofit organizations. The organizations request an available



commodity and the Department of Agriculture purchases the commodity at
commercial prices.

Title 111 of PL 480 (Food for Developments a grant program for the
neediest countries who cannot afford any long-term loans. The
Department of Agriculture issues an invitation to bid on commodities
which have been approved and USDA then pays the supplier directly. Each
country decides which commodities they wish to purchase and how much
of their allocation they wish to utilize.

Now that the Department of Commerce has declared canned pink salmon a
surplus commodity, the next "step" is for the U.S. Department of
Agriculture to place the commodity on its docket so it is available for the
various programs under PL 480.
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JForeign Food Aid e

Backg[round Section 4160fthoAr%]rrcultura| Act of1949andPX 460, Pood for
Peace, an ha % l]errmar forel oog aid [a Both foreign fP aBd
gro grama conduct humanitarian assistance and mar et evelopment actwvitiee for U

rrculttnral product* overaaae PX. |et a farrg roTiding about 6 |I||onmetrrc
orm commoditiee onrwer eao year forlo 4(Stermc ncessron credlt: aalee

t] Pen forergn onatrone Title 107 Section. reamu(f %lna ler %giram
torzm% t(? Jonate CCC-owned commodrtres ee needed end oe av able
ahort term food e IC/t* In forer ncountrres In contrast to PX. 460, about 1t0 2

mrl lon metric tone 0 9(%“ commo ditiee are ihipped annually under Section 416.
(See CR3 Luma Brief for more detail on foreign food aid program*.)

Prior to tha l990ac(§ ?th USDA and tha A enrc[Y for Internatronal Development
SAIDP orntlx admrmstere al forerﬁnfood ald progra USDA wae the load a ency|n
Ister| Title | and Section 416 and' AID was tha lead agency in

gmmrsterrng 46(111118H

%othP 460 and Section 416wore amended by CPL%farm act PX. 480was
reauthorized through Dec. 31,1990. Congress inchidtd a number of amendments in
1985 to move more co mo ifies abroad: arernstrtutron of the sales [orloca currenc
Ero ram Gon term | el ans or currencres that are mconvertrbeto do lars), th
for Progress Program (multjyear food JJ %rammm% smg en
ectron 416 andm etization ( aJes of donated commoditie wrthm the country to
% fond drstrrbutron costsg are a few examples. Section 416was amended to Include
ahle c(age held surplus commodities, notjust wheat and dairy products, as was formerly

The Food Segurrtg Wheat Reserve gF8WR% a 4million_metric ton reeerve of
Government-owned wneat, was established by Congress In 1980at the time of the U.S,
grain embargo to the USSR. It was designed to remove the amount of wheat that
wruld have been purchased by the USSR, to offset any nergatrve Impact the surplus
wheat might have on the domestic market, and to be available when yrgent world food
needs cannot be met through production or normal P X460 oununodity programming.

Funding. Fundm)g authority for Title | is within the CCC b %et Annual
fonding authority for Trtle wasrncreasedfrom$1br||r0nto 12in the Food

Secnrr Act of a%prgerratrons act sets total P X 480 wrammmg
levels at more than 22b| ron 1991 appropriation*! law (P X "101-506) set
total J X 480 frinding at $1,576billion.

1990Changes. The 1990Act extends the P X 460 rogram FoodForPro ress

and the authorrtf)[/]to reﬁ de nish the Food Security Wheat Reserve hro%g FY19
aiso directs new fhnds and commodities to* emergngdemocracres such thecountrres

ofEastern Europe.

The new law makessnumberofsrgmfrcantchangesm the P X 480pro ram with
the intention of streamlining it and incréasingts sfieotivinees in delrverrn 00d grants
and developing fixture markets. One fundamental change in P X 480 under tha'Act Is
that It assrglrns USDA primary responsibility for the long-term concessional sales
program in Title 1, while assigning the Agenty for International Development (AID)

CRS-8
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grimary res”ponsibilit%/ for food grant af]tivities unde,Y,Titges | ?nd IK. Prior,éo this act,
- ninteragency commfttee maintained the responsibility for all foreign food aid actMtiaa
L'JM  under PX. 480, no single agency had final authority.

Under the, 1990 Act, Title | contimfes to provide for sale ﬁf U.S. algricultural
commod|t|<?s usmq onP—term c_onces%mna crei?lt. Tho_ 1990 act allows, for repayment
to be in dollars orocal currencies.. Tho Title also specifies various eligible uses for the

acquired local currencies under this Title.

Title Q_continues os tho gnmar fore|%n food donation component of P X. 480. As
before, this Title distinguishes between em r%erl%%nd nonemergency assistance, with
minimum nng,al ton gef S[P?leled throuq , The act Rron es authority for
maximum flooding ot 8L0illion tor Title |1 activities. However, the President can waive

this limit if urgent, hum ']'tﬁ”(?“ need%,re ul[e rea,tﬁr Ainding. A Food Aid
Consy tane Group Is estaplished under this Title; It will meet reﬁularlx and is to
terminal Dec. 31,1995, The Group will include representatives from AID, USDA,

ervate voluntarP/ orgamzaﬂons CPVOs), and African, Asian, and Latin American
ongovernmentar organizations.

A new provisionin Title |l requires that between $10million and $135million be
made avallable to assist PVOs and cooperatives In administering the program and
distributing the food.

Title m, Food for Development, is a Olgovernrn,ent—to— overnment bilateral grant
program. Donated food to least developedcountries may be used for direct fe dm%
programs, for developing emerqenq{ food reserves, or may be sold in the recipien
country for local currency. The'local currency tgen s tobe useg for specific economic
development activities asagreed to by tha AID"Administrator and ths recipient country

government.

Title IV contains administrative and technical requirements, including definitions
and consultation requirements. It dtes Ineligible commodities ~ tobacco and alcoholic
beveragg,s gestnctm? tobaccg_only under Title ID - and provides for multi-year
commodity agreements under PX. 480

Ptle V, the Far er—to—Farmeégrogram, rowdesamAmm m qf 02% oftotal PX.
480 flinds annually from FY1991-96 to-assist fanners and agribusiness operations in
developing countries by transf,errm? knowledge of forming technologies and methods
from Ui3. formers, agriculturalists, fand grantuniversities, privets agriusinesses and
nonﬁroﬂt font organizations to form ‘and agribusiness operations in developin
cquntries, middle income countries, and emerging democracies. gA minjmum of 0.1%
of PX. 480 (bads is to be used fbr farmer-to-Garmer activities in developing countries.)

i S S s e i i
| I . T0IS T X _ .

It Provupes_yautﬁont tf]or the President tq use an addﬂmr?af%lOm |HPon ofC,gC
commodities or flinds to enhanos development ofprivate sector agriculture In countries

participating in the Food for Progress program.

Tha act also.amends cargo greference law with resfoect to PX. 480 C(flrgo
preference, a law requiring a percéntage of groee tonnage of government subsidizéd
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ex ert* be shi GD ed onU|s flag veeeels, has been apglredto PX. 480ex ortssrnce 1964

Syrnt e Great Lakes areghave argue th £ th1S requirement has hvor (?Guf
Coastal ports over Great Lakes 1e orts, am Act attempts to a dresst
mriticIs ga\thorrzrn that for n fa vessescan be desr nate |fcerta|n crrterra
are met) es American reat Lak Vess Is and can carr rtarn D eference cargoes
wrthouthavrn%%owartthe requisite 9 ears The actuguar nteesGreat Lakes operators
access to 60% 0t P X. 480 cargoes on a lowest [anded cost basis.

CurrentIsFues In the firsthalf of 1991 PX. 480, Title H, has been strained b
the aggroxrmatey million people starving In Sudan, the widespread starvation tha
|sar ult of civil'unrest in Lrberra and the plight of Kurdish refugees (approximately
2mill |on afterthe Persran Gulf War Administration offrfrals believed the fUndlng 0
H)e over 48? GgEmwou F a quat |f%|venb nket authority to tran er
nds rom Trtl IE Into TrteI nor ert meet t enumerous emergencies
aroun the wor This autharity Is provided onl 1991 1n the E mergency
&] mental PerskanGu(JfEeftrge As Istance Act 0 1991$]PX ? ti
ntBus authorized the use ofup to 900000metric tohs ofwheat from t eFood
fbec#rrrt heat Reserve. C(\FSWK) So far, an estimated 60000 tons have been tapped
r food needs in Ethiopi

With respect to the Middle East refugee emergency, the Administration states that
at otal ofSIEZQnrllronworth 0fPX 1gte co?n oydrtres have been provided to the

World . Food. Program FP) for |tr| tron nthe re lon. In addition, the
c?mrnrstratron |sgc0nsq]d€er§r ta)p pingw eat romt e FSWR. J
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Honorable Ted Stevens
United States Senate
Washington, D.C. 20510-6025

Dear Ted,

Thank you for your latter regarding the inclusion of
canned pink salmon aa an eligible commodity in the Public
Lav 480 (P.L. 480) Food For Peace Program.

We have concluded that a surplus of U.S. harvested and
processed canned pink salmon exists. The necessary
information is being sent to Secretary Madigan at the U.S.
Department of Agriculture with our recommendation that canned
pink salmon be placed on the P.L. 480 docket for FY 1992.
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December 12, 1991

The Honorable Edward R. Madigan

The Secretary of Agriculture

14th Street and Independence Avenue, S.W.
W ashington, D.C. 20250

Dear Ed:

Secretary Mosbacher recently informed me that the Department
of Commerce has determined canned pink salmon to be a surplus
commodity and has recommended to the Department of Agriculture
that it be olaced on the Public Law 480. Food for Peace, docket
for 1992.

The salmon industry in Alaska is currently facing a great
hardship. A worldwide glut of pink salmon has depressed prices
being paid to Alaska fishermen to a ten-year low of twelve cents
a pound. Last year's pink salmon run increased stocks by 27% and
a run of this magnitude or greater is expected next year.

In an effort to help alleviate the economic distress that
this has brought to many of Alaska's fishing communities, | urge
you to implement Secretary Mosbacher's recommendation as soon as
possible and place canned pink salt.on on the P.L. 480 docket for
199 2.

Thanks for your help.
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INTRODUCTION

The Food Security Act of 1985 (P.L. 99-198) and other legislation in
the 99th and 100th Congresses significantly changed the foreign food
aid programs of the Agricultural Trade Development Assistance Act
of 1954 (P.L. 83-480), often referred to as P.L. 480. These changes
provided for monetization (sale or barter) of donated commodities,
for local currency sales, and for a new commodity donation program,
Food for Progress, to promote agricultural policy reform and private
sector development in receiving countries. More recently, Congress
has authorized an expansion of monetization of donated food aid.

U.S. food aid programs serve multiple objectives: U.S. market
development, recipient country economic development, humanitarian
relief, and support of foreign policy goals. The programs are ad-
ministered jointly by the Agency for International Development
(AID) and the U.S. Department of Agriculture (USDA). The Office
of Management and Budget, the U.S. Department of the Treasury,
and the U.S. Department of State participate in the decision-making
process for food aid.

In addition to reporting the status of the P.L 480 program in fiscal
1988, this report highlights achievements in the Food for Progress Pro-
gram and in the Local Currency Loan Initiative legislated by the Food
Security Act of 1985 and amended by the Omnibus Trade and Com-
petitiveness Act of 1988.

Under the Food for Progress Program, commodities financed under
section 416(b) or from P.L 480 title | resources can be programmed
on a multiyear basis to countries that agree to promote free enterprise
in their agricultural sector. A maximum of 500,000 tons of com-
modities were to be made available for each of the fiscal years 1986
through 1990.

The objective of the Local Currency Loan Initiative is to promote the
development of private enterprise by authorizing U.S. Government
sales of agricultural commodities for local currencies rather than for
long-term dollars. Local currency obtained from the sale of title |
commodities is loaned by the U.S. Government to private inter-
mediate financial institutions in the recipient country. These institu-
tions then lend to the private sector within the recipient P.L 480



country. Under this program, the President is directed to enter into
section 108 sales at a level of not less than 10 percent of the aggregate
value of all title I agreements unless the total level of agricultural ex-
ports would be adversely affected. To the maximum extent prac-
ticable, the President is to use at least 5 percent of the local currencies
to provide agricultural technical assistance, including the funding of
market development activities.



Title I and
Title 111

Title 11

PROGRAM SUMMARY

U.S. agricultural exports amounted to 148.4 million tons valued at
$35.3 billion in fiscal 1988. The P.L 480 program accounted for ap-
proximately $1.2 billion of this, or about 3 percent. Commodities
under the program were shipped to 74 countries. The largest
recipients of food under title I/111 were Egypt and Bangladesh. They
accounted for 37 percent of the total title I/l exports. Under title II,
the Asia/Near East region was the largest recipient, with India the
largest single recipient, ~is region accounted for 46 percent of the

total title Il exports.

The fiscal 1988 aggregate program value of title I/l agreements
signed was $728.6 million. Title | agreements and amendments were
signed with 26 countries. The objectives of the title 11l Food for
Development Program were met through the signing of two agree-
ments with Bolivia and Bangladesh, totaling $80 million.

Commodities were shipped under the title Il program to approximate-
ly 59 million needy people in 72 countries in fiscal 1988. TTie Com-
modity Credit Corporation (CCC) valued these commodities at S458.3
million. Major commodities donated under title 1l were wheat and
wheat products, including flour, blended foods, nonfat dry milk, and

vegetable oil.



Summary

Allocation
Requirements

Credit Terms

TITLE -SALES PROGRAM

During fiscal 1988,46 title | sales agreements and amendments were
signed with an export market value of $728.6 million. The agreement
actions were concluded with 26 countries considered to be friendly
with the United States, in accordance with section 103(d) of P.L. 480.

In fiscal 1988, convertible local currency sales agreements (including
title 111) comprised 95 percent of the total value of agreements signed.
The remainding 5 percent of the agreements signed were on section
108 local currency terms.

The five countries with the largest amounts programmed were:
Egypt—S180 million; Pakistan--S80 million; Bangladesh--$60 million;
El Salvador~$41.5 million; and the Sudan~$40 million.

Commodities programmed included wheat, wheat flour, corn,
sorghum, rice, vegetable oil, tallow, and cotton. Wheat and wheat
flour (3.2 million tons) were the major commodities. Other quantities
were 381,000 tons of vegetable oil, 286,000 tons of feed grains (corn
and sorghum), 208,000 tons of rice, 40,000 tons of tallow and 40,000

bales of cotton.

Title | programming during fiscal 1988 met the requirement that at
least 75 percent of food allocations go to countries with per capita in-
comes of less than $835. This 75:25 ratio is set forth in section 111 of
the Agricultural Trade Development and Assistance Act of 1954, as
amended. Tables 8 and 9 provide the initial and final country and
commodity allocations for fiscal 1988.

Title 1 of P.L 480 provides for the concessional sale of agricultural
commodities to friendly countries. Agreements under title I may be
signed either for dollar credit with up to a 20-year repayment period
or for convertible local currency credit with up to a 40-year repayment
period. The grace period for dollar credit agreements may go up to 2
years, and for convertible local currency agreements it may be as long
as 10 years.



Section 401

Role of the
CCC

Accountingfor
Title I Costs

Initial payments that are not part of long-term credit may be required
under both types of agreements. Minimum interest rates under both
types of financing are set by law at not less than 2 percent during the
grace period and 3 percent thereafter. Terms for agreements are
determined on a case-by-case basis.

Section 401 of the Act requires that the Secretary of Agriculture deter-
mine the availability of commodities for inclusion in concessional

sales agreements and donation programs. In determining this
availability, the Secretary must consider U.S. productive capacity,
domestic requirements, farm and consumer price levels, adequacy of
carryover stocks, and anticipated exports for dollars.

Although the CCC finances the sale and export of commodities under
title 1, actual sales are made by private U.S. suppliers to foreign im-
porters or government agencies. The CCC finances sales by paying
suppliers directly through the U.S. banking system for their sale
except for any portion not covered by a required initial payment. The
CCC then collects the an.junt provided in the agreement with the
importing country. These funds are used to support current title 1
programs.

The gross cost to the CCC of financing long-term credit sales for U.S.
agricultural commodities from July 1,1961, through September 30,
1988, totaled $34,777 million-$31,856 million of commodity and
other costs, $2,669 million of ocean transportation costs (including
$1,982 million for ocean freight differential), and $251 million of
interest costs.

Through September 30,1988, the CCC had been reimbursed for all
costs by dollar payments under government-to-govemment and
private trade entity agreements in the amount of $4,945 million, by
$4,650 million in foreign currency funds used to finance long-term
credit sales, and by appropriations of $24,934 million.



Self-Help AJL P.L 480 title | sales agreements since 1967 have contained self-

Provisions help measures to which recipient countries have committed
themselves. Examples of self-help provisions contained in agreements
include the following:

» Devoting land resources to production o fneededfood;

» Developing agricultural, chemical, farm machinery and equip-
ment, transportation, and other necessary industries;

» Trainingfarmers in agricultural techniques, and reducing il-
literacy among the rural poor;

» Constructing adequate storagefacilities;
» Improving marketing and distribution systems;

» Creating afavorable environmentfor private enterprise and in-
vestments;

» Adoptinggovernmentalpolicies that ensure adequate incentives
forproducers;

» Expanding institutionsfor adaptive agricultural research;

» Allocating sufficient nationalfunds andforeign exchange
resourcesfor self-help provisions;

* Implementing health programsfor the ruralpoor; and

9 Carrying out voluntary programs to controlpopulation growth.



Summary

Operations

TITLE [I-FOREIGN DONATIONS

The title Il food aid program is the U.S. Government’s most direct ef-
fort to combat hunger and meet food shortages abroad. Food aid is
best known historically for meeting emergency and short-term needs
of the hungry. However, a considerable portion of title Il food com-
modities are also used to promote long-term development to address
the underlying issues that prevent developing countries from meeting
their own food needs.

During fiscal 1988, about 2.3 million tons grain equivalent of title 1I
commodities were shipped to approximately 58.6 million needy
people in 72 countries. The CCC valued these commodities at S458.3
million.

W heat and wheat products, including flour, comprised over half the
commodities donated through title 11 in fiscal 1988. Feed grains and
their products, rice, vegetable oil, and nonfat dry milk were also
donated.

In both value and volume, the Asia/Near East region was the largest
recipient of title Il food aid. Approximately 41 percent of the total
title 11 tonnage was distributed to Asia, with another 5 percent to the
Near East Distributions in Africa increased from 30 percent in fiscal
1987 to 42 percent in fiscal 1988, with Ethiopia, Mozambique and the
Sudan receiving the largest amounts for famine relief.

One of the main objectives of the P.L 480 title Il food donation pro-
gram is to alleviate hunger and malnutrition of people in the poorest
countries of the world. The target recipients included 15.4 million
women, infants, preschool children in maternal child and day-care
centers; 93 million older children in school feeding programs; and
12.1 million adults and dependents through food-for-work projects.
In addition, another estimated 16.2 million people, including

7.8 million refugees, were fed through emergency, general relief, and
other self-help programs.

Administered jointly by the USDA and AID, title Il activities are car-
ried out by the following groups:
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Private voluntary organizations

Adventist Development and ReliefFAgency (ADRA)

American Jewish Joint Distrilutaon Committee (AJJDO)

Arerican ORT Federation (ORT)

Cattolic RelliefServices (CRS)

Church World Service (C\VS)

Cooperative TarArerican ReliefFEverywhere (CARE)

Doullos Community

Ethigpian Orthodox Church (EOC)

Food farthe Hungry (D

Jamai ca Agriaiitural Development Foundaition (JADP)

Joint RliefFProgram (=P)

League of Red Cross and Red Crescent Societdies (UCROSS)

LutheranWor Id Relief (LWVR)

Netiaal Cogperative Business Association (NCBA)

Oxford Famine Relief (OFR)

Projects InAgriaulture, Rural Il stry, Science and
Medicine, Incorporated (PRISV)

Save the Chilldren Federation (SCH)

Wor Id Vision Rellief Orgenization (WRO)

Intergovernmental organizations

Interratiacal Committee of the Red Cross (ICRO)
League of Intarmatdical Red Cross
and Red Crescent Sccieties (UCROSS)
Wor Id Food Program (WHP)
U-N. High Comissioner far Refugees (UNHCR)
U_N. Intermatdaal Children S Education Fund (UNICEF)

Recipient governments



Distribution

Famine
Prevention

Maximizing
Development
Potential

Private, voluntary agencies and international organizations distributed
52.7 percent of 2.0 million tons of commodities shipped (1.1 million
tons, valued at $243.1 million); the World Food Program including
the International Emergency Food Reserve, 24.3 percent (490,000
tons, valued at $108.3 million); and the bilateral govemment-to-
govemment programs, 23 percent (465,000 tons, valued at

$106.9 million). Of the total, nearly $201.2 million in commodities
were channeled to meet emergency programs around the world.

Ethiopia was an outstanding example in fiscal 1988 of title Il com-
modities being used to prevent a famine of major proportions. A
number of nongovernmental organizations distributed food to mil-
lions of Ethiopians suffering from the drought and civil war which
ravaged the country. In order to avoid a repetition of the 1984-85
starvation and massive shelter feeding programs, the U.S. Govern-
ment and other donors prepositioned food stocks and began early
distribution of food while the people were still strong enough to carry
rations and return to their farms. The United States and other donors
responded quickly and efficiently to meet the needs. By April 1988,
confirmed food pledges totaled 1.04 million tons, of which the United
States supplied 268,866 tons valued at $47.4 million. Port and
logistical capacities were greatly improved, airlift operations were
implemented where needed, and financial support for transport and
management was granted to the nongovernmental organizations to
avert massive starvation. The U.S. Government also supported an
agricultural recovery program of some $19 million in Ethiopia,
making the total value of the P.L 480 contributions approximately
$100 mJlion.

Ir, recent years, there has been a growing recognition that food aid
also can play a longer term development role in addressing problems
which prevent developing countries from meeting their own food
needs. Recurring drought in Africa highlights the need for develop-
mental efforts to overcome the underlying causes of famine. AID
continues to help develop mutually reinforcing approaches to
strengthen the effectiveness and development impact of food aid.

Through two title 1l full monetization programs in Indonesia, suffi-
cient initial capital and interest income are being provided for two
private voluntary organizations to implement targeted development
activities over the next 5 years. CARE's Community Self-Financing
and Water and Sanitation Facilities project will support technical
assistance for communities to develop and construct their own clean

16



World Food
Program

The Food Aid
Convention

water and sanitation systems, and to provide technical training while
developing community self-help capacity and skills for undertaking
loans and debt servicing.

Also in Indonesia, the National Cooperative Business Association is
establishing the Indonesian Enterprise and Trade and Development
Foundation. This foundation will provide both long-term lending and
equity capitalization to high-priority, labor-intensive business ventures
and promote viable Indonesian enterprises while developing and
testing flexible private sector investment strategies. The project is
intended to promote U.S. and Indonesian mutual trade interests.

The World Food Program (WFP), under the auspices of the United
Nations and the Food and Agriculture Organization, had a $1.4-billion
pledge target for the most recent biennial (calendar years 1987 and
1988). The United States, in turn, pledged $250 million for the same
biennial as its share. The pledge authorized $175 million through title
Il'and $75 million under section 416 for commodities and transporta-
tion, of which $2.9 million is for administrative support. Section
416(b) of the Agricultural Act of 1949 authorizes overseas donations
from CCC surplus stocks.

The WFP also administers the International Emergency Food
Reserve (IEFR), which has a 500,000-ton yearly target for emergency
contributions. During fiscal 1988, the United States contributed over
230,000 tons of food, valued at $36.7 million, through the IEFR.
Additional funds were provided by the U.S. Government to cover
transportation costs.

The objective of the Food Aid Convention (FAC) of 1986 was to
improve world food security by ensuring a minimum of 10 million tons
of cereal aid annually to developing countries, a target first estab-
lished by the World Food Conference of 1974. Signatories are
obligated to pledge minimum annual amounts of cereal aid ii.wheat
(or its equivalent) suitable for human consumption.

Ten countries and the European Community (EC) are members of
the new FAC, with total pledges of 7.5 million tons. The United
States is the largest donor, with a pledge of 4.47 million tons. All of
the U.S. obligation is met by P.L 480 shipments, including title 1
concessional sales and section 416 donations. Efforts are made to
encourage the participation of other potential donors to reach the
10-million-ton target.



Operations

Goals

Special
Provisions

TITLE Il - FOOD FOR DEVELOPMENT

Title 111, known as Food for Development, was added to P.L 480 in
1977. A country must be eligible for a title 1 agreement before a title
HI1 program can be approved. This allows low-income countries to
purchase U.S. agricultural commodities on title | terms. It differs
from title Iin that as the proceeds from the sale of the commodities
are used for developmental purposes, an equivalent dollar value of the
title 1 loan is offset. When the offset occurs, the loan in effect becomes
agrant of commodities.

Before a title m agreement may be approved and negotiated, the
recipient country must submit a Food for Development Plan which
describes how the commodities are to be used. TTie plan must
describe the self-help projects to be financed by the sales proceeds.
Projects and programs financed must increase food production, im-
prove storage, transportation, and distribution of farm products, or
improve the quality of rural life through health and nutrition or family
planning programs. A joint evaluation of progress in the implementa-
tion of the Food for Development program is conducted each year.

The goals of title I1l are: 'To increase the access of the poor in the
recipient country to a growing and improving food supply through ac-
tivities designed to improve the production, protection, and utilization
of food, and to increase the well-being of the poor in the rural sector
of the recipient country.”

A special provision of the Agricultural Trade Development and
Assistance Act of 1954 provides for the negotiation of multiple- year
commitments of up to 5 years, provided suitable commodities are
available for programming through P.L 480. A plan to use the
commodities or the sales proceeds must be approved. Also, the
recipient country must show it is making satisfactory progress in
implementing the provisions of the agreement.

A second special provsion of the Agricultural Trade Development and
Assistance Act of 1954 allows relatively least developed countries to
apply the currency use offset to any P.L 480 principal or interest
payments falling due that fiscal year. This allows recipient countries
to more easily meet their obligations of remaining current in the
repayment of principal and interest from previously negotiated title 1
agreements using the food or sales proceeds in accordance with an
approved Food for Development plan. Countries not considered to

10



Requirements

Bellmon
Amendment

Self-Help
Measures

Agreements

Bangladesh
($60 million,
Title HI)

be "relatively least developed"” may reduce or offset the loan under
which the commodities were purchased by an amount equivalent to
the dollar value of the proceeds applied.

The legislation established that, of the annual aggregate value of title 1
agreements, not less than 10 percent is to be under title 111 beginning
in fiscal 1986 and each fiscal year thereafter.

As is the case for title I, no commodity will be exported unless at the
time of exportation adequate storage facilities are available to prevent
spoilage and waste, and the shipped commodities will not create a sig-
nificant disincentive to domestic production in the recipient country.

Each agreement or amendment, regardless of terms, must contain self-
help measures which improve the production, storage, and distribu-
tion of agricultural commodities. They are to be implemented in such
a way as to enable the poor to participate actively in increasing food
production through small farm agriculture. In addition, the recipient
government agrees to provide adequate financial, technical, and
managerial resources for their implementation.

Self-help measures are to be additional to those which the recipient
country would otherwise be able to undertake in the absence of the
loan or grant and are to be described in specific and measurable
terms. Other provisions require that the sales proceeds be used for
financing the self-help measures set forth in the agreement.

During fiscal 1988, title 1/111 agreements valued at $728.6 million were
negotiated with 26 countries. Agreements with two of the countries-
Bangladesh and Bolivia totaling $80 million-contained currency use
offset provisions as authorized under title 111. This amounts to

10.9 percent of the aggregate total value of the program. Highlights
from these two programs follow.

Highlights: 1988 Title 1l Food for Development Program

In fiscal 1988, an amendment was negotiated to a title Ill agreement
signed initially in 1987. Bangladesh falls into the "relatively least
developed country” category. Self-help measures contained in the
agreement included commitments to: (1) continue to reduce the costs
of the Public Food Distribution System and to redirect all reduced

20
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ALASKA STATE LEGISLATURE SENATE
SENATOR RICHARD | ELIASON

PRESIDENT OP THE SENATE 0, apx
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MMERCIAL FISHERIES P I 4548
Feb. 7, 1992

COMMENTS OF PRIME SPONSOR, SEN. DICK ELIASON, ON SJR 46
RELATING TO VESSEL CONSTRUCTION INCENTIVES AND THE MERCHANT
MARINE CAPITAL CONSTRUCTION FUND PROGRAM

The Capital Construction Fund program was established under the
Merchant Marine Act for the purpose of improving the U.S. fishing fleet by
encouraging the construction, reconstruction, or acquisition of fishing
vessels with before-tax rather than after-tax dollars. (Section 607,

Merchant Marine Act).

The program was designed to offer a tax incentive, essentially a form of
advance or accelerated deoreciation, to assist in the purchase of new
vessels, and was intended to encourage the rehabilitation of the U.S.
fishing fleet.

The Internal Revenue Service (in its publication 595 based on a Revenue
Ruling), and the Tax Court in Eades v. Commissioner, 79 TC 985 (Dec. 8,
1982) have ruled that while the Merchant Marine Act provided that taxable
income would be reduced by the amount deposited in the CCF, no provisions
exist for sarnir to be reduced in the determination of self-employment

tax.

These rulings do not affect those who have entered into a CCF agreement
as a corporation or a partnership, so it discriminates against those who
have entered into the agreement as individual proprietors (or as married
couples), and effectively penalizes them. The majority, roughly 70%, of
CCF agreementholders are individuals, many of them Alaskans, and they
represent only a fraction of the fishermen eligible to use the program.
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The self-employment tax add-back provision by the IRS effectively
withdraws the very incentive the CCF program was established to provide.
It is very likely discouraging many fishermen from using the CCC program,
and is thus thwarting the intent of the U. S. Congress.

Last November Senator Ted Stevens introduced legislation that would
amend the Internal Revenue Code (sec. 1402) and the Social Security Act
(sec. 211) to exclude deposits to a Merchant Marine Act Capital
Construction Fund account from net earnings for the purposes of
computing self-employment tax (social security tax on a self-employed
individual). It is retroactive to the 1986 tax year. A similar measure, H.R.
1363 was introduced in the House by Congressman Al Swift (WA).

Sen. Stevens has stated he believes the omission his bill seeks to correct
was unintentional. He has pointed out that it is unfair for the Tax Code to
permit fishermen to use their depreciation to reduce self-employment
taxes, but to deny this deduction simply because they have utilized a
Capital Construction Fund. This undermines the whole purpose of the fund.

There is a good chance that the changes Sen. Stevens is proposing may be
tacked on as an amendment to a tax simplification bill this year. This
measure demonstrates our unified support for changes in IRS rules which
will benefit many Alaskans.
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March 22, 1991

Dr. William W Fox, Jr.

Asst Administrator for Fisheries

National Oceanic and Atmospheric Administration
Metro One Building, Room 9334

1335 East-West Highway

Silver Spring, MD 20910

Dear Bill:

This spring | will introduce a bill in the Senate to permit
participants in Merchant Marine Act Capital Construction Funds
(CCF) to reduce their self-employment income by the amount of
contributions to their CCF. As you know, under current law, an
amount equal to the amount deposited for the taxable year into a
CCF account reduces taxable income, but not self-employment income.
My amendment would reverse Revenue Ruling 79-413 and the Tax Court
ruling in Eades v. Commissioner, 79 TC 985 (Dec. 8, 1982).

In my view, the purpose of the CCF program is to improve the
US fishing fleet by allowing fishermen rapid accumulation of funds
with which to replace or improve their vessels. Under Section 607
of the Merchant Marine Act, earnings deposited into a CCF are not
taxed—this enables fishermen to make large downpayments or
periodic payments on a new fishing vessel. Essentially, this is
a form of advance or accelerated depreciation to assist in the
purchase of new vessels.

Depreciation on a commercial fishing vessel can normally be
used to reduce both income tax and self-employment tax liability.
However, the Internal Revenue Service and the Tax Court have ruled
that although the Merchant Marine Act provided that taxable income
should be reduced by the amount deposited in a CCF, no provisions
exist for earnings to. be reduced in the determination of self-

employment tax.

| believe this omission was unintentional. It is unfair for
the Tax Code to permit fishermen to use their depreciation to
reduce self-employment taxes, but to deny this deduction simply
because they have utilized the CCF program. This reduces the
benefits CCF can provide to fishermen, which undermines the

purposes of the program.

In the preparation of my legislation, it would be most helpful
to know the position of the Fishery Service. In particular, |
would appreciate any published opinions or positions the Pishery
Service has taken on this self-employment tax issue during tho
existence of the CCF program. You should be aware that | may
make this information available to constituents who are seeking to
resolve these questions through litigation.
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My staff tells me that Dorothy Bostic, in your Capital
Construction Fund O ffice, may also have background inform ation
which could assist me in resolving this problem. I would
appreciate any information she may have, as well, including
statistical data which would assist us in determining the revenue
impact of changing the law.

If you have any questions about this inquiry, please contact
Chuck Konigsberg at 202-224-3699. Thank you for your assistance.

With best wishes,

cc: Ms. Dorothy Bostic
NOAA/NMFS
Financial Service Division
Capital Construction Fund Program
1335 East-West Highway, 5th Floor
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Bv M1, STEVENS:

S. 1934, A bill to exclude deposits
Into a capital construction fund ac-
count under section 607(d) of the Mer-
chant Marine Act from net earnings
from self-employment; to the Commit-
tee on Finance.

T RN B AR A

o Mr.STEVENS. My. President, today
| am Introducrnﬁﬂa hill to’\h)ermrté)
ticipants In the Merchant Marine

ital Construction Fund—or C CF—Pro-

?ram to reduce their self-employment
ncome by the amount of contribu-

tions to their CCF account. Under cur-

rent law, on amount equal to the
amount deposited for the year Into a
CCF account reduces taxable Income,
but not self-employment Income. M
amendment would reverse revenug
ruIrng 79-413 and the Tax Court
rul |n% N Eades V. Commissioner, 19
985—December 8. 1

The purpose of the Capital Con-
struction Fund Program, which was
created bY the Merchant Marrne Act
In 1936, Is to. ImBrove the U-S.-flag
merchant marine by providin

mulation of funds with which to ac-
quire. construct, or reconstruct ves-
sels— IncIudrnr]r processing and trans-
Bortrng vessels. ' This is accomplrshed

y permitting any citisen ownrnq
leasing an elrorble vessel to enterInto
an agreement with the Secretarz
Commerce to establish a Capital o
struction Fund, Taxation of funds de-
Fosrted into a CCF fund are deferred.
n order to facilitate the accumulation
of funds required for the acquisition,
constructron or reconstruction of the
specified vessel(s).

Essentially, thisis.a form of advance
deprecratron Earnings  which are
placed Into the CCF accounts are not
subject to the Income tax. However
when funds are taken from the CCF
accounts to acquire, construct or re-
construct a vessel, the basis of the

vessel Is reduced to reflect the tax ben-

efit relclenaed wthedn the money was
originally deposite

ane ayvahjce depreciation benefit
dees not. however appIy to self-em-
ployment Income. The 'Internal Reve-
nue Service and the n,S Tax Court

have ruled that although the Mer-

chant Marine Act provided that tax-
able Income should be reduced by the
amount deposited Into a CCF. ng pro-
visions exut for earnings to be reduced

SENATE

eter-

fisher-
men a mechanism ‘to facilitate accu-

- are not using

S 16241

in the determination of self-employ-
ment tax. Fishermen using the CCF
program are therefore. In a sense,
double-taxed with reference to sclf-
cmployment Income. They pay tax on
their self emplogment incomé at the
time of F deposit, and lose
future depreciation deductions against
self-employment Income due to the
basis reductions required by the pro-
gram.

Despite this apparent double tax-
ation, the Tax Court found It "unlike-
ly that Congress ever copsidered
whether deposits Into a capital con-
struction fund established pursuant to
Section 607 of the Merchant Marine
Act should be subject to the self-em-
ployment tax." Certainly, the court Is
correct as to the law settrngC p the
CCF pro?ram because when Congress
enacted the Merchant Marine ATt in
1936, the self-employment tax did not
exist. The court, however, went on to
find that subsequent’ Merchant

~ Marine Act amendments fail to Indi-
cate any congressional Intent to apply

the CCF deférrals to self-employment
income,

Mr. President, there continue to_be
disputes and court actions regardrngi
congressional Intent on this matter
believe the Congress should squarely
address this Issue and make clear that
deposits Into CCF accounts will reduce
self-employment Income. The current
situation where Individuals must lose
future depreciation against their self-
employment Income In order to utilize
the CCF program is Inconsistent with
that Program 'S purpose. [t simply
doesn't make sense 0 provide reduc-
tion of taxable Income as an Incentive
to use the CCF program, and at the
same time have a disincentive_on the
self- emRIo ment Income side. This re-
duces the benefits CCF can provide to
fishermen, which undermines theTp -
poses of the program. | have, in fact

een told by administrators at the
Fisheries Service that some fishermen
CCF because of the
double taxation drsrncentrve

The Dbill | am Introducing today
makes clear that deposits into CCF ac-
counts will reduce—In addition to tax-
able Income—"net earnings from self
employment.” In addition, the bill pro
vides for recapturing self-employment
taxes for funds which are withdrawn
from CCF accounts for nongqualified
purposes, that is. [purposes other than
acquisition, cons ruction, or _recon-
struction of qualified vessels, Finally,
the bill would apply the self-employ-
ment tax deferral to all tax cases be-
ginning with tax year 1988. and would
provide 1year from the date of enact-
ment during which time tax refunds
pursuant to thts Iegrslatron could b«

claimed.

1 thank my colleagues for thelr at-
tention and urge the Finance Commit-
tee to act on this legislation.*

By Mr, SIMPSON (for himself.
Mr. WAixor. Mr. Berns. Mr.
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STEVENS BILL WOULD BRING TAX RELIEF FOR FISHERMEN

into Capital Construction Funds

Fishermen who make deposits
under a b ill

(CCF) would no longer face a form of double taxation
introduced by Senator Ted Stevens.

Under current law, taxation, of funds deposited®into a CCF
are deferred, so that funds can accumulate more quickly in order

to buy, construct or reconstruct a vessel.

Taxation of the deposited funds does not occur until the
vessel is actually built or refurbished, at which time the
permitted depreciation deductions are reduced in the amount of

the CCF tax deferral.

This advance depreciation benefit does not, however, apply
to self-employment income, according to Stevens. This
distinction is important because most Alaska fisherman are self-

employed.

The Internal Revenue Service and the U.S. Tax Court have
ruled that although the Merchant Marine Act provided that taxable
income should be reduced by the amount deposited in a CCF, no
provision exists for earnings to be reduced in the determination

of self-employment tax.
legislation would amend the Merchant Marine Act to

in a CCF could also be applied to reduce
the self-employment tax.

Stevens'
make clear that doposits
self-employment income, thereby reducing

"If we are going to defer income tax with deposits to CCFs,
we should defer self-employment tax as well. Otherwise, we are
defeating the purpose of the program,' said Stevens.

Stevens' b ill would apply the self-employment tax deferral
to all tax cases beginning with tax year 1986, and would provide
one year from enactment of the b ill for fishermen to apply for
refunds.

Similar legislation has been co-sponsored in tho House of
Representatives by Congressman Don Young.

# ¢ 0
Alaska Offices: Anchorage: 271-5915 Fairbanks: 456-0261 Juneau: 536-7400
Kemai: 1.0-5808 Ketchikan: 22S5-6330
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To exclude dgosits Into N cpital construction fund acocounTt under secdian
«8507(d) of the Merchant Marine Act from net eamings from self-erployment

IN THE SENATE OF THE UNITED STATES

November 7 (lagislatineday, October 29), 1991
Mr. STEVEN"S introduoed the follovirg hbill; which was reed twice and refarad
1o the Committee on Finance

A BILL

To exclude deposits into a capital construction fund account
under section 607(d) of the Merchant Marine Act from

net earnings from self-employment
1 Be it enacted by the Senate and House.of Rep-
2 resentatives of the United States of America in Congress

3 assembled,

4 SECTION 1. DEPOSITS IN CAPITAL CONSTRUCTION FUND

5 ACCOUNT EXCLUDED FROM NET EARNINGS
6 FROM SELF-EMPLOYMENT.
7 (@) IN General.—Subparagraph (A) of section

8 607(d)(1) of the Merchant Marine Act, 1936 (46 U.S.C.

9 1177(d)(1)) is amended by striking “taxable income ole-
10 tcrmined without regard to this section anil section 7.2
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t
of such Code) for the taxable year shall be reduced" and
by inserting *taxable ineoma and Ret earnings from seif-
employment attributable to the operation of the agreement

vessels (determined without regard to this section and sec-

tion 7518 of such Code) for the taxable year shall each

be reduced"”.
(b) Nonqualified Withdrawals.— Section 607(h)
of the Merchant Marine Act, 1936 (46 U.S.C. 1177(h))

is amended by adding at the end thereof the following new
paragraph:
“(7) Nonqualified withdrawals subject
TO SELF-EMPLOYMENT TAX.—

“(A) In general—In the case of any
taxable year for which there is a nonqualified
withdrawal (including any amount so treated
under paragraph (5)), the tax imposed by sec-
tion 1401 of the Internal Revenue Code of 1986
(at a rate for such taxable year unless otherwise
established by the taxpayer to the satisfaction
of the Secretary) shall be determined without
regard to section 230 of the Social Security Act
(42 U.S.C. 430).

“(B) Tax benefit rule.—If any portion
of a nonqualified withdrawal is properly attrib-

utable to deposits (other than earnings on de-

<31tk is
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3
posits) made by the taxpayer in any taxable
year which did not reduce the taxpayer’s liabil-
ity for tax under section 1401 of such Code for
any taxable year preceding the taxable year in
which such withdrawal occurs, such portion
shall not be taken into account under subpara-
graph (A).”.
(c) Conforming Amendments.—

(1) Subparagraph (A) of section 7518(c)(1) of
the Internal Revenue Code of 1986 is amended by
striking “taxable income (determined without regard
to this section and section 607 of the Merchant Ma-
rine Act, 1936) for the taxable year shall be re-
duced” and by inserting “taxable income and net
earnings from self-employment attributable to the
operation of the agreement vessels (determined with-
out regard to this section and section 607 of the
Merchant Marine Act, 1936) for the taxable year
shall each be reduced”.

(2) Section 7518(g) of the Internal Revenue
Code of 1986 is amended by adding at the end
thereof the following new paragraph:

“(7) Nonqualified withdrawals subject

to self-employment tax.—

<0 1K4 19
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“(A) In general.—In the case of tffiy
taxable year for which there is a nonqualified
withdrawal (including any amount so treated
under paragraph (5)), the tax imposed by sec-
tion 1401 (at a rate for such taxable year un-
less otherwise established by the taxpayer to the
satisfaction of the Secretary) shall be deter-
mined without regard to section 230 of the So-
cial Security Act (42 U.S.C. 430).

“(B) Tax benefit rule—If any portion
of a nonqualified withdrawal is properly attrib-
utable to deposits (other than earnings on de-
posits) made by the taxpayer in any taxable
year which did not reduce the taxpayer’s liabil-
ity for tax under section 1401 for any taxable
year preceding the taxable year in which such
withdrawal occurs, such portion shall not be
taken into account under subparagraph (A).”.

(3) Section 1403(b) of the Internal Revenue

Code of 1986 is amended by adding the following

new paragraph:

“(3) For treatment of earnings of ship con-

tractors deposited in special reserve funds, see sub-

sections (d) and (h) of section 607 of the Merchant

<5 1M4
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Marine Act, 1936 (46 U.S.C. 1177) and subsections
(c) and (g) of section 7518.”

(d) Effective Date.—

(1) In GENERAL.—The amendments made by
this section shall apply to taxable years beginning
after December 31, 1985.

(2) Waiver of statute of limitations.— If
on the date of the enactment of this Act (or at any
time within 1 year after such date of enactment) re-
fund or credit of any overpayment of tax resulting
from the application of the amendment made by
subsection (a) is barred by any law or rule of law,
refund or credit of such overpayment shall, neverthe-
less, be made or allowed if claim therefore is filed
before the date 1 year after the date of the enact-

ment of this Act.

*S 1914 IS
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I. y/hat is the Capital ConstnigtioiiJEund-fCCEI
pmgaml

The CCF program enables fishermen to
construct, reconstruct, or acquire fishing vessels
with before-tax, rather than after-tax dollars.

It allows fishermen to defer taxable income
from their fishing vessels. This tax-deferred fish-
ing income under the CCF program when used to
help pay for a vessel project is, in effect, an
interest-free loan from the Government.

2. Who iseligible?

Eligibility is limited to U.S. citizens. Appli-
cants mustown or lease a U.S.-built fishing vessel
of at least 2 net tons and have an acceptable
program for constructing, reconstructing, or ac-
quiring a fishing vessel of at least 2 net tons. Any
vessel not U.S. constructed, but documented by
Coast Guard or State registered on or before April
15. 1970, also qualify. The term fishmfc_y«3Cl
includes vessels used commercially for catching,
transporting, and processing fish. Also included
arc commercial passcngcr-canying vessels used
for fishing parties.

3. How do \ou *ct ?mo the CCF program?

You mustenter intoa CCF Agreement with
the Secretary of Commerce through the National
Marine Rsheries Service (NMFS). An application
kit can be obtained from NMFS. Ifyou need any
assistance oradvice, please contact our Headquar-
ters Office at the following location:

NOAA/NMES Financial Services Division
Capital Construction Fund Program
1335 East-West Hwy., 5th Floor
Silver Spring, MD 20910
Telephone No.: (301) 427-2393.

You may apply at any time. But to be
applicable in a given tax year, you must enter into
a CCF Agreementon or before the due date (with
extensions) for filing your Federal tax return.

if you decide to enterthe CCF program, wc
urge you to submit your CCF application as soon
as possible, orat least 45 days in advance ofthe tax
due date, to ensure timely execution by NMFS.

4. How does the CCF program work after vou get
imp,it?

Your CCF Agreement will establish:

(a) Which of your fishing vessels will be



eligible for deferral of taxable income. These
are called “Schedule A" vessels.

(b) What kind of vessels you will con-
struct, reconstruct, or acquire with your CCF
account These are called “Schedule B ves-
sels or objectives.

(c) Where you will keep the tax-deferred
income you will use to pay for your objectives
.The place whereyou keep thismoney iscalled
the “CXFdepository,” and the accountinwhich
you keep it is called the “CCF account.”

Youthendccide whatportionofyourSched-
ule A vessels' taxable income you want to deposit
into your CCF account for the tax year. (The CCF
deferral cannot create a loss in your fishing in-
come, but can reduce it to zero.)

You then deposit that income, on or before
your tax due date, with extensions, into your CCF
account. Thus, you have put it into your own
account in your own depository and will have it
available to help you pay for your Schedule B
vessels.

5. How does the CCF pi.-.um st.*c me.uaiuip..

Show me an example for an individual fisherman.

Assume you want to build a new fishing
vessel in 5 years and want to start saving foritnow.

Without the CCF program, 5-years savings would
accumulate as shown in Figure 1

With the CCF program, 5-years savings
would accumulate as shown in Figure 2. As you
can see, use of the CCF program during those 5
years will give you an additional $119,772 to pay
for your new vessel. This means that the amount
you will need to borrow will be SI 19,772 less than
it would be if you had not used the CCF program.
You also save the interest which you would other-
wise have had to pay to borrow this amount. This
sum may well represent the required downpay-
ment on your new vessel.

6. Show me another example, this rime using a
corporate owner.

Assume your corporation wants to build a
new fishing vessel in 5 years and decides to set
aside $30,000 a year for the downpayment. Your
yearly taxable fishing income must be $35,300 in
order to save the $30,000 per year. Without the
CCF program, 5-years savings would accumulate
as shown in Firguc 3:

With the CCF program, the corporationcould
deposit the full $35,300 and funds wouU be accu-
mulated as shown in Firgurc 4:

7. How do vc; notify the Internal Revenue Serv-
icc?

Figure 1. Fivp-Tear Savings without CCF

Annual taxable income

Living expenses $(40,000)

Federal taxes on $100,000 m m
Annualsavings

S yean* savings (5x$31/560)

5 yearslinterest earned $34,473
5 yean' Federal taxes on
interest earned m sn a

Het interest saved

Assume that in each of the next 5 yean your
taxableincome from your present fishing operation
is $100,000. Assume that you are married and
need $40,000 a year for living expenses and taxes,

When you prepare

$100,000 your Federal tax return,

simply deduct from

m m your taxable fishing

income the eligible

amounts you deposited

JL2L3Q to your CCF account

during the tax year (list

$157.800 on Other Expenses/
Deductions line).

8.pQ.dcpofIBinaCCE
accountalso defer State

§ 21559 inmmg.mecsl

Thisdependson the
Slate in which you re-
port your income. You
should check with your
State income tax office. If your State has adopted
the CCF provisions of Federal law (or uses Federal
ux statutes), then your State income tax will like*
wise be deferred.



Figure 2: Accumulation vith CCF
Annual taxable income
Living expenses

Federal taxes on $50,900

$(40,000)
$(10,900)

Annual CCF savings
5 years' savings (5x$49,100)

5 years' Interest earned and
deposited into CCF

TOTAL ACCUMULATIONS WITH CCF

9. How do vou establish the CCF account?

Your CCFaccountcan bearegularchecking
or savings account established at your local bank,
savings and loan, or other Federally insured insti-
tution. Your CCF account is in your own name. It
must be separate from your general operating
account or personal savings or checking account.
It must not be used for any purpose other than CCF
deposits and withdrawals.

You may use more than one depository ifall
arc designated in the CCF Agreement. After
entering a CCF, additional depositories may be
added by submitting to NMFS the name, address,
and date the account was opened.

10. Hflw.do you withdraw CCF deposits?.

Figure 3: Corporate Savings Vv ithout CCF

Annual taxable income
Federal taxes

Annual Savings

5 yean' savings (5x$30,000)

5 ytars' interest earned $32,770
5 years' Federal taxes on
interest earned (10,188)

Net interest saved

TOTAL SAVINGS WITHOUT CCF

Before making any
CCF withdrawal you
must obtain NMFS
consent. Once consent
is granted, you simply
withdraw the money as
you would from any
other account. If you
need to make a quick
CCF withdrawal for a
qualified purpose, a
phone call will gener-
ally result in verbal
consent. The necessary
paper work can be
completed later.

BEFORE MAK-
ING A  WITH-
DRAWAL. YOU
MUST OBTAIN NMFS APPROVAL. Without
NMFES approval, you may jeopardize the tax-de-
ferral associated with any such withdrawal.

$100,000
(50.900)

J* 49,109

$245,500

l a s i

$299,131

11. Can CCF program funds be used to oav offa
mortgage?

Yes. Where you icewithamongage the
cost of constructing, reconstructing, oracquiring a
Schedule B vessel, you may use your CCF account
to pay the principal of.that mortgage.

NMFES consents to CCF withdrawals of an
amount equal to the total cost of the completed
Schedule B project (e/en though payment is to be
made by a series of withdrawals over an extended
period of time to meet installment payments as
they come due). Thus, vou will not have torequest
NMFES consent to each and every separate install-
ment payment.

12. How much can be
deposited into a CCF
account each year?

$3S,300
The total amount
I&SL2QQ you can deposit during
any one tax yearis equal
JL2LQQQ to the total ofthe follow-
ing for each Schedule A
$150/XX) vessel you designate in
your CCF Agreement:
(@) 100 percent of
taxable income from
$ 22,582 vessel operation;
$172.582 (b) 100 percent of

vessel depreciation;



(c) 100 percent of the net proceeds from the
sale or other disposition of vessels; and/or

(d) 100 percentofthe earnings from invest-
ment or reinvestment of amounts deposited.
(When you deposit into your CCF account the
earnings of that CCF account, you may also
defer the Federal tax which you would other-
wise have paid on those earnings.)

Although you can deposit up to 100 percent
of the amounts listed in (a) through (d) above, it is
up to you to decide how much you actually can or

Figure A: Total Accumulation, vith CCF

Annual taxable income
Federal taxes

Annual CCF savings

5 ytais' savings (5x$35,300)
5 years' interest earned and
deposited into CCF

TOTAL ACCUMULATIONS WITH CCF

want to deposit.

Whatever yoo decide to deposit cannot, of
course, be more than the total amount needed to
pay for the cost of all Schedule B projects.

13. How much must be deposited into a CCF
1CCOunt each year?

The minimum annual depositis 2 percentof
the estimated cost o fall Schedule Bprojects; or, if
that 2 percent is more than half of your taxable
income in any year, then half of your taxable
income. Any earnings of the CCF account which
are redeposited may be used to meet the minimum
annual deposit.

Ifyou plan to complete a Schedule B project
more than 3 years in the future, you may meet the
annual 2 percent test on a 3-year basis. In other
words, you must deposit 6 percent every 3 years.
You may make deposits in any amount, and in any
year, provided that you deposit a total of 6 percent
of the estimated cost ofall Schedule B projects for
each 3-ycarperiod. You may carry forward excess
deposits (over the 2 percent in any one year) to

meet the minimum deposit requirement for future
years.

14. Mav_VQU .keco.the investment income fam -
ines) of the CCF.mthcr than redeoositing it into the
CCF account?

Yes, if you withdraw it within your taxable
year. IF NOT, THESE EARNINGS BECOME
AN ASSET OF YOUR CCF ACCOUNT. If
withdrawn, however, the earnings will be taxable
income to you. If the earnings are redeposited or
left in your CCF account, taxation on those earn-
ings is deferred and is available for payment of the

cost of your Schedule B
projects.

15. If vou have already
deposited. IOQpcrcenLof

$ 35,300 . .
.0-  Yyounaxablcincome,into
a CCF account, whv
would vou want to_de-
$ 35,300 posit anv depreciation?
$176,500 Although you do
not get an addirinna’
deduction 'L. ,, .e,
$38.558  ofdepredation, you may
redcposit CCF account
$215.058  earnings from your de-

positofdepreciation and

defer taxation on those

earnings. When you are
saving money for the construction ofa new vessel,
this can considerably accelerate your ability to
accumulate funds.

16. What bencfiiis deriv.c<L&gni a CCFdeposiLof
full net proceeds from the sale of a vessel?

If you sell a Schedule A vessel, tax on any
gain may be deferred by depositing the full net
proceeds in your CCF account This applies to

mstallmcntsalcs also, exceptthatyou mustdcposit
the total pain in the vcarofsale. No deferment, not

even a partial deferment, is allowed except with a
deposit of full net proceeds. It's either all or
nothing.

17. Whv should vou enter a CCF Agreement after
the end of a tax vcar instead of doing so for.thc

following us y «t2

There arc two advantages.

First, deposits into your CCF account made
after the tax year’s end. but before the due date of
your Federal tax return, .nay be applied to the



previous tax year.

Second, if in the year before entering into a
CCF Agreement, you make a downpayment on a
vessel whichwould have qualified underthe Agree-
ment, NMFS will approve it as eligible. Any
transaction (downpayment, mortgage payment,
payment on reconstruction, etc.) must have been
such that it would have qualified if the CCF Agree-
ment existed

For example, assume you built a vessel in
1987 and did not know of the CCF program until
early 1988. You could enter the CCF program
before yourFederal tax due date, and NMFS would
approve any amounts you paid on the vessel in
1987 as if they had been deposited to or withdrawn
from your CCF account. These deposits and
withdrawals are called “construc-
tive." This would give you a 1987
income tax deduction of a like
amount.

18. Whenincome is dcfcned.undcr
the CCF. and vou use it to oav for

Schedule B projects, do vou ever have
iq pay taxes somehow?

Yes, income de-
ferred under the CCF
program and used to pay
for Schedule B projects
is subject to future “re-
capture” by the ERS.

This “recapture” is accomplished by a re-
duction in the basis for depreciation of Schedule B
vessels. In otherwords, future depreciation allow-
ance for these vessels will be reduced to compen-
sate for the income you deferred under your CCF
Agreement.

“Recapture” of the deferred income occurs
overthedepreciable life ofyour Schedule B vessel.
So the interest-firec-loan aspect continues for as
long as you have depreciation to claim on the
vessel.

19. If vou lose future vessel depreciation, whv
should vou enter the CCF?

Although the future basis fordepreciation of
your Schedule B vessels is reduced, remember that
you did receive a deduction of a like amount in the
years in which you made your CCF deposits.
Therefore, you really have not lost anything as a
result of this future reduction. You have gained.
You have gained a relatively quick accumulation
ofcapital for vessel construction. You have gained
by not having to borrow as much to pay construc-
tion cost, thus reducing your interest payments on

borrowed funds. You have gained by having CCF
funds available to you interest free.

20. If deposits and withdrawals associated with
these differentsources receive different treatment,
how do_vou keep track of all of this?

Although you have only one CCF Agree-
ment, it has three separate “bookkeepingaccounts”
as follows: (a) Capital account; (b) Capita] Gain
account; and (c) Ordinary Income account These
bookkeeping accounts must be maintained be-
cause thcTax Reform Actof 1986requires taxpay-
ers to distinguish between ordinary and capital

gains.

21. Whatis the effect of.deposits.jptg-ihc
YiriQuiacoounts?.

(@ The Capital £

Depjsits into the capital account

do NOT generate a CCF tax

deduction. Theseareprin-

cipally deposits of ves-

sel depreciation and

proceeds from the sale

of CCF Agreement ves-

sels. Since you receive

anincome tax deduction

fordepreciation whether

or not you have a CCF

Agreement, you natu-

rally do not receive another deduction when

you make adeposittoyour CCFaccount which

is attributable to thisdepreciation. If, however,

you have cash in excess of that which you want

to, or may, deposit to the ordinary income

account, you can deposit it to the capital ac-

count under the depredation ceiling. Any

interest earned by this deposit can be rcdepos-
itod and the taxes thereon deferred.

(b) The Capital Gain Account. Deposits into
the capital gain account are mainly from the
salcof Agreementvessels. Insurance proceeds
may also be deposited if your vessel sinks.
Taxes on these deposits are deferred.

(c) The Ordinary Income Account. Depos-
its into the ordinary income account create an
immediate income tax deduction. You deposit
to this account your current year’scan ings on
which you wish to defer taxation. Y*.I- tlso
deposit to this account the ordipary  mirnc
portion (depreciation recapture) ﬁa < I sale
or other disposition of Agreementve v ind
the interest ncomc of the CCF account .tself.



22. What are the effects of withdrawals from the
various accounts?

Remember that no income tax is paid on
amounts deposited in the capital gain or ordinary
income accounts. Instead, the deferred income tax
is recaptured by decreasing the depreciable basis
of your Schedule B project when you withdraw
funds from your CCF account. The effect of
withdrawals from the three accounts is as follows:

(@) TheOrdinary Income Account. QUALI-

FIED withdrawals from the ordinary income
account reduce the depreciable basis of your
Schedule B project by an amount equal to the
withdrawal.

You must include nonqualified withdrawals
from the ordinary income account i n
yourincome tax return as ordi-
nary income in the year
you make the
withdrawal.

(b)  Thc.Capital
Gain Account.
QUALIFIED withdrawals
from the capital gain account re -
duce the depreciable basis of your Schedule B
projectinan amountequal to theapplicable tax
rate for an individual or corporation.

You mustinclude nonqualified withdrawals
from the capital gain account in your income
tax return in the year you make the withdrawal.

(©) The Capital Account.
receive any income tax deduction atthe timeof
thecapitalaccountdeposit. Soany withdrawal
from the capital account is equivalent to a
return ofcapital and, accordingly, has no effect
on your taxable income or the depreciable
basis of Schedule B vessels.

23. Can.you choosc.ihc.account.from.which a
withdrawal will be made?

No. Qualified withdrawals come, first, from
the capital account; second, from the capital gain
account; and, last, from the ordinary income ac-
count.

Nonqualified withdrawals are made in the
reverse order, first, ordinary income; second,capital
gain; and last, capital.

Generally, withdrawals from a particular
account are made on a first-in/first-out basis.

You did not 27.

24.  Will .nonqualified withdrawals be ap-
proved regardless of reason?

No. Nonqualified withdrawals will only be
approved for good cause. Forinstance, should you
incur a net operating loss and need funds to con-
tinue operation, NMFS would approve anonquali-
fied withdrawal upon proof of the need.

25. Are there anv Penalties for Nonqualified
Withdrawals?

All nonqualified withdrawals for taxable
years beginning after December 31,19S6, will be
taxed at the maximum rate applicable in the year
you make the withdrawal. Nonqualified with-
drawals stand alone as income and cannot be used
tooffsct net operating losses. The tax on nonquali-
fied withdrawals is subject to a self-assessed inter-
est penalty. Withdrawals aremade on a first-in/
first-outbasis and interest is charged from the

year of w deposit to the year
of withdrawal.
26. What happens
if vou make with-
drawals without prior ao-

ptflyall

Without NMFS approval, the withdrawal
may be considered nonqualified. In addition to the
tax consequences of a nonqualified withdrawal,
this is a
breach ofyour CCF Agreementand could resultin
its termination.

What happens if vour CCF Agreement is
Terminated?

Ifitistcnninated,voluntarilyorinvoluntarily,
anv balance remaining in the CCF will be treated
asanonqualified withdrawal. The balance inyour
CCF account will be considered income for the
year of termination, possibly causing you a sub-
stantial tax liability for that tax year.

23. What effect docs basis reduction have. on
future.sale of pencil

Upon the sale of a Schedule B vessel, any
reduction in depreciable basis is treated the same
asdepreciation claimed. Thus, any gain on the sale
would be reported as ordinary income. However,
if the net proceeds from that sale are deposited in
a CCF account, taxation of the gain can again be

deferred.



29. Are there penalties if vou fail to complete the
required second Schedule B objective?

Yes. In order to acquire a used vessel as a

Schedule B objective, you must agree to a second.

Schedule B objective of cither rcconsoucting that
vessel or constructing another 0L;e at some time in
the future. If you fail to do so, all previous
withdrawals for acquisition of the mscd vessel may
be considered nonqualified. Atpre: ent, itisuncer-
tain what will happen if the tax statute of limita-
tions has expired in respect toany of the withdraw-
als.

If plans or circumstances change, however,
the second Schedule B objective may be amended
or revised with NMFS consent.

30. What if vou makc_CCF_dcoQsiis
liLcxcecess of your taxablc-incomcl

You have several op-
tions available. The excess
may: (a) be withdrawn, as
if never deposited; or
(b) be treated ™ |
depositunder >un;u/«.
ceiling, if available,
and/or as a deposit under
any ceiling for the next taxable
year, if ceilings for prior yean arc
filled.

31. What.iL.YQur taxable income, is
changed bv an IRS audit?

Ifan IRS audit results in an increase of your
taxable income, you may make a deposit to your
CCF equal to the increase ifa ceiling from vessel
operations isavailable. This deposit will be attrib-
uted to the yearofthe tax return which was audited.
The deposit must be made within specified time
limits.

If the audit results in a deciease in income,
which reduces any ceilings below the amounts
previously deposited in your CCF, you would have
anovcrdcposit which could be treated as explained
in No. 32.

32. Qncc vouenter aCCFAgteement can Deposits
or Withdrawals be considered as Constructive?

No, once you have entered intoaCCF Agree-
ment, all deposits and withdrawals must be physi-
cally made through your designated CCF account
in order to qualify. If, however, you make an
otherwise qualified payment outside of your CCF
account, you may use your CCF account to rcim-

burse yourselfwithin 6 months from the date of the
expenditure.

33. How.manv annual reports must be submitted
to NMFS?

Only one. This is a "DEPOSIT/WITH-
DRAWAL REPORT’which you must submit not
later than 30 days from the due date along with a
copy of your “FEDERAL INCOME TAX RE-
TURN? as filed with IRS.

34. HQw.is-ihs-CCF proeram .restricted in_a
Conditional Fishery?

You may enter a CCF Agreement to con-
struct a new vessel for a conditional fishery if you
are able to remove from that fishery within one

year a vessel of equivalent capacity. The
removed vcs-  sel must have operated
i n that conditional fishery

for at least 18 months

prior to construction of

the new vessel, and must

be removed from all fish-

ing or placed perma-

nently in a non-con-

tional fishery. Re-

construction of a vessel in a conditional

fishery will not be deemed to increase the

harvesting capacity significantly if it operated

substantially in the conditional fishery for at least

36 months before reconstruction.

35. Can the CCF program and the Fisheries Obli-
gation Guarantee (FOG) program be used together
on the same "esscl?

Yes. The FOG program provides private
lenders a 100% U.S. Government guarantee of
obligations financing up to 80% of the cost of
constructing, reconstructing, or reconditioning
fishing vessels of at least 5 net tons.

Long-term maturities (up to 20 years) can be
obtained at very reasonable interest rates under the
FOG program. Ifyou cannot findasuitable lender,
NMFS can help you find one.

An obligation guaranteed under the FOG
program would finance the portion of your vessel
project’s cost which was not paid for from your
CCF account at the time your ves: :1was delivered
to you. You could, thereafter, cortinue to use the
CCF program to pay off the obligation guaranteed
under the FOG program.

If you are interested in applying under the
FOG program, call or write a Regional Financial
Services Branch of NMFS.



36. Are CCF Deposits a Tax-prefcrencc item to
"C" Corporation Taxpayers?

Yes. This is the most significant change
made by the Tax Reform Act of 1986. When tax-
prefcrencc items reduce a ”C" corporation’s tax.
Then itmust calculate an alternative minimum tax.
If the regular tax is greater than the alternative
minimum tax, then the regular tax must be paid.
Any alternative minimum tax in excess of the
regular tax can be used as a tax credit in a later year
when no alternative minimum tax is due.

Thus, a **C" corporation with a CCF must
calculate an alternative minimum tax for any tax-
able year in which a CCF deposit is made after
December 31,1986.

The regular tax is calculated on taxable
income, after subtracting tax-prefcrencc items.
The alternative minimum tax of 20% is calculated
on taxable income by: (a) adding back the tax-
preference items, (b) subtracting depreciation al-
lowances lost as a result of withdrawals of CCF
deposits made after 12/31/86, and (c) subtracting a
$40,000 exemption (phased out on income over
$150,000).



UNrrao btatbb obpartmiimt op commbrci
National Ooaanlo and Atmoapharlo Admlinlatration
NATIONAL MARINE RSHERIES SERVICE

Silver Spring, Maryland 20910

NATIONAL MARINE.EISHERIES SERVICE (NHFSL

FISHING VESSEL, CAPITAL-CONSTRUCTION FUND (CCF).

Su>»W
Ra: H R» 13"3 - Social Security Self-Employment Tax.on-CCF

The Internal Revenue Service (IRS), in their Publication 595 (which is
based on a Revenue Ruling), instructs self-employed fishermen to add
back their CCF deduction of taxable fishing income to refigure their
Self-Employment Tax (S.E. Tax). In other words, they are being
discriminated against because they entered into a CCF Agreement as an
individual proprietor (husband and/or wife). |If they had entered into a
CCF Agreement as a different entity--Corporation or Partnership--their
CCF deduction would not be subject to S.E. Tax.

MARAD has a CCF program also, but none of their Agreementholders are
subject to S.E. Tax. MARAD"s participants are all Corporations!

The CCF add-back for individuals (for S.E. Tax purpose) 1is DOUBLE
TAXATION! When CCF monies are used to purchase a vessel and/or
equipment, the Depreciable Basis of same must be reduced accordingly.
For example, in 1988 a vessel was purchased for 5500,000 using CCF
monies of 5100,000 as a down payment--in lieu of a 550,000 deduction for
Depreciation on Schedule C (based on 10-year straight line depreciation)
only 540,000 was allowed--thus creating more taxable income and more
S.E. Tax, resulting in DOUBLE TAXATION. In 1989, the owner of this
vessel worked on the Alaska oil spill and deducted 5200,000 for CCF, all
of the monies were paid on his vessel mortgage. His vessel basis is now
reduced to 5200,000, therefore, he can only claim 520,000, etc., etc.!

CCF Program Participations 197Q thru 1990

Individuals Other
Total No. of CCF"s 3 6,336 4,524 1,812
No. CCF"s Terminated = 2.236 1.52* 712
Active No,. of CCF"s 3 4,100 1/ 3,000 1,100

The majority of CCF Agreementholders are individuals (73%), as shown in
the table above. This number is only a fraction of the fishermen
eligible to use the CCF program. Over the years, |1 have been told many
times that the S.E. Tax add-back provision by IRS is the major reason
for many fishermen not using the CCF.

X/ As of March 22, 1991.



| did a sampling of the 1990 Federal tax returns for individuals with a
CCF Agreement; i.e., 10% or 300 of the 3,000 total participants. The
results are asfollows:

1. 25% or 750 paid S.E. Tax on fishing income - no CCF deposit.

2. 20% or 600 paid maximum S.E. Tax - no CCF income deposit,
deposited interest, sale proceeds of vessel, etc.

3. 20% or 600 paid maximum S.E. Tax - fishing income deposited.

4, 35% or 1,050 - half added back CCF deduction for S.E. Tax,
the other half did not.

If that 35 percent (1,050) deducted $35,000 (high estimate) per year for
CCF and did not have to add the amount back, the total would equal
$36,750,000. The 1990 S.E. Tax schedule has you multiply that figure by
.9235% to arrive at the amount subject to S.E. Tax, that amount would be
$33,938,625, you then multiply that amount by .153% to arrive at the
S.E. Tax amount owed. This amount would be approximately $5.2M per year
in revenues, but they are allowed to add back one-half of that amount on
Line 25 of their 1040. That amount would be $2.6M which reduces A.G.I.
(Adjusted Gross Income).

| have run out of ideas today. Please call if there are any questions.

Dorothy JV Bostic

Financial Assistance Specialist
Financial Services Division
Phone: (301) 427-2393

Fax: (301) 589-2686
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February 12, 1992
HC1 Box 8330
Soldotna, AK. 99669

Senator Dick Eliason

State Capital
Juneau, Alaska 99801

Dear Senator Eliason:

| have been a commercial fisherman in Alaska for the last 14 years
and currently have a Capital Construction Fund Account open.

The IRS incorrectly brought the CCF into the tax code in 1985
through Section 1 resulting in double taxation on the funds the sole

proprietorship fisherman deposits into a CCF account.

| have just become aware of a resolution in the Alaska State Senate
to be sent to Washington D.C. urging the U.S. Congress to support
Senate Bill # S-19-34 pertaining to the correction of the Self
Employment Tax issue when utilizing the Capital Construction Fund.

| am in full support of this resolution.

Thank you for your help in the preparation and support of this
resolution.

Sincerely,

Thomas M. Musgrove
Ownor/Operator F/V SEAHAWK I



Retail Sain & Marketing

PameWebber Incorporated
>uitc NOO

101 Third Avenue
Seattle. WA V8101-J0'0
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February 4, 1992

PaineWebber

Senator Dick Eliason
State Capitol
Juneau, Alaska 99801

Dear Senator Eliason:

I work for nearly 500 Alaskan Commercial Fishing Families. These
fam ilies need your support of the pending resolution in the
Alaska Legislature urging our Federal Congress to support Senate
Bill # S-19-34 pertaining to the correction of the Self
Employment issue when utilizing the Capital Construction Fund.

The fishermen are historically loosely organized and often unable
to represent themselves properly when they spend most of their
time out to sea pursuing their livlihood. They depend upon you
for support!

The IRS incorrectly brought the CCF into the tax code in 1985
through Section 1 of the Code which has no provision for anything
not susceptible to Self Employment taxation. Since use of the
CCF structure eliminates depreciation of the fishermen's boat,
self employment tax actually rises later on for the fishermen

using the CCF structure. For him to have to pay additional
Self Employment tax at the time of his CCF deposit is actually
resulting in double taxation. Furthermore, simply by creating a

Sub-chapter S corporation, CCF deductions are exempt from Self
Employment tax which is further discrimnation against the Alaskan
individual fisherman operating as a sole proprietor.

Thank you for your help in supporting the resolution you are
preparing for tho Alaskan legislature. | would also ask that you
send a personal wire to the two Alaskan Senators as well.

Senior Vice
Author: Financial Planning For Commercial Fishermen



F/V Lady Kimberly Inc.
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David Y. Nanney / FV Brown Sugar
Box 387, Haines, Alaska 99827

M
Senator Dick Eliason
State Capitol Re: Capital Construction Fund
Juneau, Alaska 99801 & Self Employment Tax

Dear Senator Eliason:

This letter is in support of your efforts to eliminate the
self employment tax requirement on Capital Construction Fund
(CCF) deposits.

As Alaska fishermen become more businesslike in their
operations, the use of a CCF has increased within the Alaskan
fleet. It is a very good program which greatly assists in
planning for, and accomplishing, the purchase or improving of a
fishing vessel.

Please continue to work for elimination of the self
employment tax requirement in the Alaska Legislature and with our

congressional delegation.

Sincerely,
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February 13, 1992

Senator Dick Eliason
State Senate

PO Box V

Juneau. Alaska 99811.

Dear Senator Eliason:

My family and | have commerically trolled and longline in the northern SE waters now
for almost 17 years. We are asking for your support of the pending resolution in the
Alaska Legislature urging our Federal Congress to support Senate Bill ft S-19-34,
pertaining to the correction of the Self Employment issue when utilizing the Capital

Construction Fund.

For us to have to pay an additional Self Employment tax at the time of our CCF deposit
is actuallv resulting in a double taxation. Also by creating a Sub-chapter S
corporation, CCF deductions are exempt from Self Employment tax which is further
discrimination against the Alaskan individual fisherman operating as a sole proprietor.

Thank you for your help in supporting the resolution your are preparing for the Alaskan
legislature, knowing that you yourself are in this business of commerical fishing, that
you are able to understand what it is that we are up against. | would also ask that you
send a personal wire to the two Alaskan Senators as well.

Sincerely,

Bruce & Laura Smith
Owners and Operators of the FA/ No-Seeum



Senator Dick Eliason
State Senate

P.O. BOX V

Juneau, AK 9981 I.

Dear Senator Eliason:

I urge you to support #HR-13-63 pertaining to elimination
of Self Employment Tax on the Commercial Fisherman®s use of

Capital Construction Fund.

The Capital Construction fund deduction is not a reduction of
revenue to the U.S. Treasury because it is not an elimination
of taxes. It is only a reworking of how Commercial Fisherman
pay their taxes because they give up all claims to depreciation
anyway when they use the CCF to help build a better economy

and employ other individuals.

An error was made in 1995 when the CCF was merged with the IRS
tax code, it was mistakenly brought 1in through section | which
has no provision for any items not subject to Self Employment
since forcing us to pay SE tax on the CCF deduction creates

a situation unereby you"ll-pay higher SE at the back end when
you don 7t take a deduction on depreciation.

Not only is this double taxation, but it also causes the "smaller
operation”™ individual to pay higher taxes since Corporate CCFs

don"t pay Self Employment taxes anyway.

Another very clear example of those folks with the least money
feeling this problem the most.

Thank you for your support 1in voting for #HR-13-63.

Sincerely,

3ruce A. Smith
Commercial Fisherman with a CCF Account.



PUBLIC OPINION MESSAGE

OEAP: senator eliason

name : MEGAN PASTERNAK

TITLE:
AOORESS: BOX 830

CITY! SITKA, AK ZIP: 99835

PHONE: 7*7-59*3
BILL NO: ...,
SUBJECT:. CONGRESSIONAL SENATE BILL »193* t
MESSAGE.1 Wt-"ARE IN FAVOR OF YOUR SUPPORT OF SENATE BILL S 193*. PLEASE URGE
OUR CONGRESSIONAL DELEGATION TO PURSUE SUPPORT. ALSO REGAROING YOUR PROPOSAL TO
IMPLEMANT AN AOCOITIONAL IX TAX ON CUR FISHING PROCEEDS, COULD IT BE OESIGNATED
TO PROMOTE CNLY THE FRESH AND FROZEN PROOUCTS, NOT THE CANNED SALMON INOUSTRY?

POHIO: 12115052
OATE: 92/02/11
TIME: ii:50:S2

LIONAME: SITKA LIO
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Joseph Bordynoski

CERTIFIED PUBLIC ACCOUNTANT
1684 Camellia Circle
Willits. CA 95490 « (707) 459-3053

February 18, 1992

Senator Dick Eliaaon
State Capitol
Juneau, Alaska 99801

Dear Senator Eliason:

I work for a number of Alaska commercial fishermen and their
families. All involved urge the support of the State of Alaska in
convincing the Federal Congress to pass Senate B ill 1S-19-34
pertaining to the self employment issue of the Capital Construction

Fund (CCF).

This b ill will stop the double taxation on deposits into one's CCF
made by commercial fishermen who are striving to become better
equipped. The IRS has, in my opinion, incorrectly assessed the self
employment tax on the CCF deposit while requiring that those
deposits, when utilized, reduce the basis of the purchase for
claiming depreciation. This double taxation was not the intent of
Congress - they intended a deferral which aids all commercial
fishermen in his quest to help the United States of America reduce
its import/lexport deficit by catching fish and exporting that catch
to foreign markets.

Your support is support for the benefits of the entire country.

Thank you for your assistance.



ALVIN & CORA COLPITTS
P.0. BOX 1126
DILLINGHAM, AK 99578
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POWELL, %R%Ilso%ﬁesﬁ%c COMGI?ANY, P.S.

Certified Public Accountants

South Band John W. Powell, CPA Long Beach
912 West Robert Bush Or. Martin F. Seiler. CPA 9th So. & Hwy 103
P.O. Box 435 James A. Seiler, PhD P.O. Box 676
South Bend. WA 93586 Nichola A. Goodin Long Beach. WA 98631
(206) 875-6565 (206) 642-4425
FAX: (206) 875-6568 FAX: (206) 642-4535

February 6, 1992

Senator Dick Eliason
State Capitol
Juneau, Alaska 99801

Dear Senator Eliason:

We work for many Alaskan Commercial Fishing families. These
families need your support of the pending resolution in the Alaska
Legislature urging our Federal Congress to support Senate B ill No.

S-19-34 pertaining to the correction of the self employment issue
when utilizing the Capital Construction Fund.

The fishermen are historically loosely organized and often
unable to represent themselves properly when they spend most of
their time out to sea pursuing their livelihood. They depend upon
you for support!

The I.R.S. incorrectly brought the CCF into the tax code in
1985 through Section 1 of the Code, which has no provision for
anything not susceptible to self employment taxation. Since use
of the CCF structure eliminates depreciation of the fisherman's
boat, self employment tax actually rises later on for the fisherman

using the CCF structure. For him to have to pay additional self
employment tax at the time of his CCF deposit is actually resulting
in double taxation. Furthermore, simply by creating a Subchapter

S corporation, CCF deductions are exempt from self employment tax,
which is further discrimination against the Alaskan individual
fisherman operating as a sole proprietor.

Thank you for your help in supporting the resolution you are
preparing for the Alaskan Legislature. We would also ask that you
send a personal wire to the two Alaskan Senators as well.

Sincerely,

POWELL, SEILER & CO., P.S.



GOODING & EMKEN
CERTIFIED PUBLIC ACCOUNTANTS

242 TAYLOR STREET, PORT TOWNSEND, WASHINGTON 98368
(206) 385-1040

February 6, 1991

Senator Dick Eliason
State Capital
Juneau, AK 99801

Dear Senator:

Today | had the opportunity to read your working draft endorse-
ment of S 1934. I have not seen the actual pending legislation.
Based on this draft, | support your efforts in excluding from

self-employment tax, the amounts run through Capital Construction
Fund Accounts.

I work with many fishermen operating in Alaska, Washington and

C alifornia. I have seen many instances where the Capital Con-
struction Fund deduction created a short term deferment of income
tax and actually created additional self-employment tax (CCF
usage vs. a non-CCF acquisition or repair).

The additional self-employment tax works as a penalty for those
individuals using the Capital Construction Program. | do not
believe this was the intent of the Merchant Marine Act as amended

in 1936.

If there is anything | can do to further support your efforts in
reducing self-employment tax on CCF program concributions, please
let me know.

| appreciate your efforts in helping fishermen, and creating a
more equitable tax structure.



JACK ANGOVE

CERTIFIED PUBLIC ACCOUNTANT

C P/ \ 409 N. Tower Avenue

Centralia, Washington 98531
Phone (06) 736-2828
FAX # (06) 736-3170

Senator Dick Eliason
State Capitol
Juneau, AK 99801

Dear Senator Eliason:

| am pleased to take this opportunity to express my support
for action being taken on behalf of many unincorporated
fishermen. Having received copy of correspondence to you by Ken
Horwitz of PaineWebber, | am very encouraged that progress is
being made to eliminate the double tax problem of Self-Employment
tax on the use of the Capital Construction Fund.

I am a CPA representing many Commercial Fishermen in the

State of Alaska. Many of them have been or w ill be effected by
the double tax. Having their best interest as a concern, | find
it expedient to voice my support for legislative action being
taken, such as Senate B ill #5-19-34 that would free commercial

fishermen from the imposed double tax on the use of the Capital
Construction Fund.

| further see action on this necessary in that | believe the
intent by Congress in establishing the CCF program was to benefit
the fishing industry, not to create an extra tax burden.

| sincerely appreciate your concern and efforts in this
m atter. Please advise me of supportive action | might take to be
of assistance.

Sincerely,

Certified Public Accountant



HRERD

February 6, 1992

Senator Dick Eliason
State Capital
Juneau, 99801

Dear Senator Eliason:

1 am a certified public accountant pracUC|n% in Seattle,
Washington. A number of my clients are commercial fishermen who
fish in_ Alaskan waters. | am writing regarding the pend|n%
legislation concern|n% the capital construCtion “fund and ne
eafnings from self employment.

Fishermen who pay self emplo*ment tax on contributions to the
capital construction fund will eventually be subéect to double
taxation since the vessels purchased with CCF funds do not have
depreciable bases to deduct aﬁa|nst_futute earnings. | support your
effort to enact legislation which will eliminate the self employment
tax which results “in double taxation for commercial fishermen who

currently contribute to the CCC.
Sincerely,

- C.P.A.
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Marvin W. M iller
F/V JEAN M

P.O. BOX 195
Naknek, Alaska
99633

February 15,1992

Senator Dick E li aeon
State Capitol
Juneau, Alaska 99001

D*r*r Senator Elialsnni

I am an Alaska resident commercial salmon -fisherman in Bristol
Bay, Self Employed, participating in the Capital Constructidri

Fund program. | urge you to support the pending resolution o-f
the Alaska Legislature to urge tho Federal Congress for the
passage o-f Senate B ill # 0-39-3* to correct the Sel-f Employment

Tax issue.

The passage of the afore mentioned h ill wuuld correct the error
in the 1985 tax code regarding CCF participants that taxes
(FIC-A TAXES) TWICE for th* same money tn that there is not
provision for depreciation.

It does seem that there should be a r.inpler mechanism to
correct these kinds of situations ir. that they are not <*arth
shaking but rather housekeeping itpms. Perhaps we have created
our own monster and it controls us.

Thank you for your help in this matter and | would be
appreciative fo your notification of the two Alaskan Senators

also.

Sincerely,

Marvin W. M iller
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in the determination of seIfemponF
ment tax. Fishermen using the CC
program are therefore. In a sense,
double-taxed with reference to self-
employment Income. They pay tax on
their seIfempIogment Incomé at the
time of the F deposit, and lose
future depreciation deductrons against
self-employment Income due to the
basis reductions required by the pro-
ram
gDesprte this apparent double tax-
ation, the Tax Court found It "unlike-
that Congress ever considered
whether deposits into a capital con-
struction fund established pursuant to
Section 607 of the Merchant Marine
Act should be subject to the self-em-
ployment tax." Certainly, the court Is
correct as to the law settrngC p the
CCF pro%ram because when Congress
enacted the Merchant Marine Att in
1936. the self-employment tax did not
exist. The court, however, went on to
find that subsequent Merchant

- Marine Act amendments fail to Indi-
cate an]y_ congressional Intent to apply

the CCF deferrals to self-employment
Income,

Mr. President, there continue to_be
disputes and court actions regardrnr_1
congressional Intent on this matter
believe the Congress should squarely
address this issué and make clear that
deposits into CCF accounts will reduce
self-employment Income. The current
situation where Individuals must lose
future depreciation against their self-
employment Income in order to utilize
the CCF program Is Inconsistent with
that E)rograms purpose. It simply
doesn't make sense to provide realc-
tion of taxahle Income az an Incentive
to use the CCF program, and at the
same time have a disincentive_on the
self-employment Income side. This re-
duces tjie benefits CCF can provide t0
fishermen. which undermrnes theTp -
Bosesofthe program. | have. In fact

een told by administrator* at the
Fisheries Service that some fishermen
are not using CCF because of the
double taxation disincentive.

The bill | am Introducing today
makes dear that deposits into CCF ac-
counts will reduce—in addition to tax-
able Income—"net earning* from self
employment.™In additlcn."the bill pro-
vide* 0r rec é)turrng seif-etrployment
taxes for fund* which are withdrawn
from CCF accounts for nonqualified
purposes, that Is Purpose* other than
acquisition, ons ruction, or _recon-
struction of qualified vessels, Finally,
the bill would apply the self-employ-
ment tax deferral to all tax cases be-
ginning with tax year 1986. and would
provide 1year from the date of enact-
ment during which time_ lax refunds
pursuant to thrs Iegrslatron could be
claimed.

1 thank my colleagues for their at-
tention and urge the Finance Commit-
tee to act on this legislation*

Dy Mr SIMPSON (for himself.
Mr waLtor. Mr. Bnuts. Mr.
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U nited States Senator ForA laska

Contact: PresS office
AP) 224-5200

FOR IMMEDIATE RELEASE
Friday, November 15, 1991

STEVENS BILL WOULD BRING TAX RELIEF FOR FISHERMEN

Fishermen who make deposits into Capital Construction Funds
(CCF) would no longer face a form of double taxation under a b ill

introduced by Senator Ted Stevens.

Under current law, taxation, of funds deposited”into a CCF
are deferred, so that funds can accumulate more quickly in order
to buy, construct or reconstruct a vessel.

Taxation of the deposited funds does not occur until the
vessel is actually built or refurbished, at which time the
permitted depreciation deductions are reduced in the amount of

the CCF tax deferral.

This advance depreciation benefit does not, however, apply
to self-employment income, according to Stevens. This
distinction is important because most Alaska fisherman are self-

employed .

The Internal Revenue Service and the U.S. Tax Court have
ruled that although the Merchant Marine Act provided that taxable
income should be reduced by the amount deposited in a CCF, no
provision exists for earnings to be reduced in the determination

of self-employment tax.

Stevens' legislation would amend the Merchant Marine Act to
make clear that deposits in a CCF could also be applied to reduce
self-employment income, thereby reducing the self-employment tax.

“1f we are going to defer income tax with deposits to CCFs,
we should defer self-employment tax as well. Otherwise, we are
defeating the purpose of the program,- said Stevens.

Stevens' b ill would apply the self-employment tax deferral
to all tax cases beginning with tax year 1986, and would provide
one year from enactment of the b ill for fishermen to apply for
refunds.

Similar legislation has been co-sponsored in the House of
Representatives by Congressman Don Young.

# # »
Alaska Offices: Anchorage: 271-5915 Fairbanks: 4564261 Juneau: 536-7400
Kermai: 283-5808 Ketchikan: 2256830
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MEMORANDUM

TO: Representative C |iff Davidson
Chairman
House Resources Committee

FROM: Senator Fred F. Zharoff
DATE: March 2, 1992
RE: Senate Joint Resolution No. 52 - "Supporting the

inshore-offshore fisheries allocation plans proposed
by the North Pacific Fishery Management Council."

RESOLUTION SUMMARY: SJR 52 requests the Secretary of the U.S.
Department of Commerce to approve the inshore-offshore
fisheries allocation plan that was passed by the North Pacific
Fishery Management Council in June, 1991.

The resolution describes the detrimental impacts the factory
trawler fleet has had on Alaska. It summarizes the benefits
to the state from the development of the inshore harvesting
and processing industry.

FISCAL IMPACT: Zer.. fiscal note prepared by the Senate
Resources Committee. SJR 52 is directed toward tho federal
government and requires no state appropriations.

PRE/IOUS ACTION: Passed the Senate 17-0 on March 2. Hearing
held in Senate Resources on Feb. 28. Moved out of committee
with four "do pass" recommendations.

BACKGROUND | NFORMATION: A fter years of study and debate, the
North Pacific Fishery Management Council — in June, 1991 —
recommended to the Secretary of Commerce that a plan be
adopted that would allocate specific percentages of the
fishery resources of the Gulf of Alaska and the Bering Sea to
the inshore processing sector and to the offshore processing
sector. A decision on this plan is expected this week.

The purpose of the plan is to settle the fisheries allocation
guestion between the inshore and offshore (factory trawlers)
components of the industry. Through their wasteful fishing
practices and overbuilt processing capacity, the factory
trawlors have created tremendous problems for the managers of
the North Pacific fishery resource, including overfishing and
potential resource depletion. In some cases, shore based



SJR 52 - page 2

plants — which pay Alaska taxes and support local economies
— were forced to shut down when the factory trawler fleet
took all the available quota.

The factory trawler fleet strongly opposes the council's

proposed plan and has launched an all out lobbying campaign in
W ashington, D.C. to convince the Secretary of Commerce to

reject it.
ATTACHED BACKUP INFORMATION:
1. Fiscal note.

2. NPFMC Newsletter (July, 1991) containing description
of council action and the proposed plan.

3. Letter from fourteen U.S. Senators to the Secretary
of Commerce in support of the plan, Feb. 27, 1992.

4. Anchorage Times editorial in support of the inshore
allocation, Feb. 20, 1992.

5. Anchorage Daily Nev/s article about efforts tohave
the plan rejected, Feb. 27, 1992.

6. Anchorage Times article about the fight in
W ashington, D.C. over the allocation plan, Feb. 22,
1992.

7. Anchorage Daily News article about conflicting

opinions in Washington, D.C. over the allocation
plan, Feb. 14, 1992.

8. Kodiak Daily Mirror article about destructive
factory trawler fishing practices in Russian
territorial waters, Jan. 23, 1992.
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NEWSLETTER
Council Recesses - Tue Meeting uitl August

The North Pacific Fishery Management Council met in Anchorage June 24-29, 1991, but could not
complete its agenda. Their decisions, mainly on the inshore-offshore issue, are reported in this
newsletter, but most other agenda items remain to be decided when the Council reconvenes in
August in Juneau, Alaska. They will meet at the Baranof Hotel, beginning at 10 am., Tuesday,
August 13, and run through August 15 or possibly August 16, depending on how fast the meeting

progresses.

Attached is an agenda for the August extension of the June meeting. Please note that public
testimony has been completed and is closed on the following agenda items:

C-I  Sablefish Management

C-2  Inshore-Offshore

D-1(b) Groundfish Amendment 17/22
D-2(b) Bycatch Amendment Proposals

The last item, bycatch amendment proposals, will be the subject of a special open teleconference of
the Council on Wednesday, July 3, at 1 p.m., Alaska Daylight Time. Anyone interested in the results
of that teleconference should contact the Council office to receive a complete list of the bycatch

proposals to be analyzed during 1991.

Concerning agenda item C-3, North Pacific Fisheries Research Plan, the deadline for written
comments was June 14. Oral testimony (and simple transcripts of 'he testimony) will be taken at the

August extension of the June meeting.

Inshore-Offshore Preferred Altermative Approved

After two years of analysis and consideration of the inshore-offshore issue, the Council has given final
approval for Secretarial Review to the proposed groundfish amendment attached to this newsletter,
lite preferred alternative provides for allocations of Bering Sea and Aleutian Islands pollock between
inshore and offshore components to be phased in over three years, beginning in 1992. A special
operational area for harvesting vessels will be established south of 56* North latitude between
and 163“West longitude, though the offshore fleet will be allowed to harvest some of the roe fishery
allotment there. The preferred alternative also provides for a special program to help Western
Alaska communities. Gulf of Alaska pollock are allocated to the inshore component except for
bycatch amounts, and Gulf of Alaska Pacific cod is allocated ninety percent to (he inshore sector,
Ilie Council intends to develop and implement a moratorium, perhaps inch ding emergency action,

as soon as possible.

All that remains for the Council to consider for inshore-offshore arc the proposed regulations that
will implement the preferred alternative. Hopefully these will be available for Council review at the

Ncwututr 7/91 l MIA/CORK



August extension of the June meeting. As noted above, public comment is closed on, this issue, but
there will be further opportunity for public review during Secretarial Review, which is anticipated to
commence in early September.

Sableflsh and Halibut Management

/
The CouncM completed public testimony on the alternative sableflsh individual fishing quota proposals
but delayed final approval until the August extension of the June meeting. After the final decision
is made, the Council's preferred alternative will be merged with that on halibut and forwarded for
Secretarial Review sometime this fall. If IFQs are approved, they could be implemented by late 1993

or early 1994.

The Council approved draft halibut IFQ alternatives for public review. The amendment package will
commence a 45*day public review around July 19. A final Council decision is scheduled for
September 23-27, 1991. The proposed alternatives and options are attached to this newsletter.

Council Seelc; Proposals for Ratiomalizing Groundfish and Crab Fisheries

The Council finds itself dealing more and more with problems that result from the enormous fishing
capacity that has developed off Alaska. These include gear preemptions, bycatch problems, inshore-
offshore issues, marine mammal - fisheries interactions, and many other contentious allocative issues
that are aggravated by the fast-paced, high capacity nature of the fisheries. Therefore, as part of its
deliberation on the inshore-offshore issue, the Council instructed staff to develop alternatives for the
Council to consider to rationalize the groundfish and crab fisheries under its jurisdiction. The

alternatives now include:

ITQs

License Limitation

Auction

Traditional Management Tools

Trip Limits

Area Registration

Quarterly; Semi Annual or Tri-annual allocations
Gear Quotas (hook and line, pots etc.)

Time and area closures

Seasons

Daylight only fishing

5. Continuation of inshore/offshore allocation

6. Implementation of Community Development Quotas
7. No Action

PWDNp

~oo0 o

«

However, the Council seeks additional proposals from all interested parties, including its Scientific
and Statistical Committee and Advisory Panel. These should be received at the Council office by
September 30,1991, so they may be incorporated into a comprehensive proposal package for Council
review this coming December. Preliminary discussions of this initiative also will be on the agenda for

the September Council meeting.

July Bvcatch Committ«e Meetin£ Cancelled

The Dycatch Committee will not meet on July 25 as previously announced. Instead, the Committee
will schcduie a teleconference to discuss salmon bycatch information and a salmon bycatch
amendment. The date of the teleconference will be made available to the public os soon as it has

been set.

Newtkiur 7/VI 2 HIA/CORS8



COUNCIL’S PREFERRED ALTERNATIVE
AGENDA ITEM C-2: INSHORE/OFFSHORE
(Original motion introduced June 26, 1991; passed as amended June 28, 1991)

Met&)ﬂlfp Or&%wgnhg%v%@lsﬁge%a% éa E%rr]\ fsr%rgg] for the groundfish andl crat resources in

. MORATORIUM

The Council reiterates its intention to develop and implement as expeditiously as possible a
moratorium, including implementation by emergency action at the soonest possible date.

1. DEFINITIONS, RULES, AND ALLOCATION

Relative to definitions, rules and allocations for inshoreandoffshorecomponents of the Gulf of
Alaska (GOA) pollock and Pacific cod fisheries and the BeringSeaand Aleutian Islands (BSAI)
pollock fisheries:

A. DEFINITIONS

The following definitioas shall apply:

Groundfish: The term groundfish” means pollock and/or Pacific cod in the Gulf of Alaska and
pollock in the Bering Sea/Aleutian Islands.

Offshore: The term "offshore™ includes all catcher/processors not included in the inshore processing
category and all motherships and floating processing vessels which process groundfish at any time
during the calendar year in the Exclusive Economic Zone (from 3 to 200 nautical miles from the

Baseline).

Inshore: The term "inshore™ includes all shorebased processing plants, all trawl catcher/processors
and fixed gear catcher/processors whose product is the equivalent of less than 18 metric tons round
weight per day, and arc less than 125 feet in length, and all motherships and floating processing
vessels, which process groundfish at any time during the calendar year within 3 nautical miles of the

Baseline.

Trawl Catcher/Processor: The term "trawl catcher/processor” includes any trawl vessel which has the
capability to both harvest and process its catch, regardless of whether the vessel engages in both

activities or not.

Mothership/Floating Processing Vessel: The term "mothership” or "floating processing vessel”
includes any vessel which engages in the processing of groundfish, but which docs not exercise the
physical capability to harvest groundfish.

Harvesting Vessel: The term "harvesting vessel" includes any vessel which has the capability to
harvest, but does not exercise the capability to process, its catch on a calendar year basis.

1/0 Motion | HLA/MTG/MIN



B. RULES

The following rules shall apply to both the Gulf of Alaska, and the Bering Sea and Aleutian Islands:
/

1 Each year, prior to the commencement of groundfish processing operations, each mothership,

floating processing vessel, and catcher-processor vessel will declare whether it will operate in
the inshore or offshore component of the industry. A mothership or floating processing
vessel may not participate in both, and once processing operations have commenced, may not
switch for the remainder of the calendar year. For the purpose of this rule, the Gulf of
Alaska, the Berir® Sea and the Aleutian Islands are viewed as one area, and groundfish
applies to all of the species combined which have been allocated to one component or the
other.

2. A mothership or floating processing vessel which participates in the inshore component of
the industry shall be limited to conducting processing operations on pollock and Pacific cod.
respectively, to one location within 3 nautical miles of the Baseline, but shall be allowed to
process other species at locations of their choice.

3. Ifduring the course of the fishing year it becomes apparent that a component will not process
the entire amount, the amount which will not be processed shall be released to the other
components for that year. This shall have no impact upon the allocation formula.

4. Harvesting vessels can choose to deliver their catch to either or both markets (e.g. inshore
and offshore processors); however, once an allocation of the total allowable catch (TAC) has
been reached, the applicable processing operations will be closed for the remainder of the
year unless a surplus rcapportionment is made.

5. Allocations between the inshore and offshore components of the industry shall not impact the
United Sates obligations under the General Agreement on Tariffs and Trade.

6. Processing of reasonable amounts of bycatch shall be allowed.

7. The Secretary of Commerce would be authorized to suspend thedefinitions of
catcher/processor and shoreside to allow for full implementation ofthe Community
Development Quota program as outlined in Section m.

C ALLOCATIONS

The following allocations shall apply:
a. Gulf of Alaska

Pollock: One hundred percent of the pollock TAC is allocated to harvesting vessels which deliver
their catch to the inshore component. Trawl catcher/processors will be able to take pollock

incidentally as bycatch.

Pacific cod: Ninety percent of the TAC isallocated to harvesting vessels which deliver to the inshore
component and to inshore catcher/processors; the remaining ten percent is allocated to offshore
catcher/processors and harvesting vessels which deliver to the offshore component. The percentage
allocations are made subarea by subarea.
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b. Bering Sea/Aleutian Islands
Pollock: The Bering Sea/Aleutian Islands pollock TAC shall be allocated as follows:

A phase-in period for the BSAI with an allocation of the pollock TAC in the BSAI as follows:

Inshore Offshore
Year 1 35% 65%
Year 2 40% 60%
Year 3 45% 55%

Bering Sea Harvesting Vessel Operational Area: For pollock harvesting and processing activities,
a harvesting vessel operational area shall be defined as inside 168° through 163° West longitude, and
56° North latitude south to the Aleutian Islands. Any pollock taken in this area in the directed
pollock fishery must be taken by harvesting vessels only, with the exception that 65% of the at-sea
"A" season pollock allocation available to the offshore segment may be taken by the offshore segment

in the operational area.
1. WESTERN ALASKA COMMUNITY QUOTA

For a Western Alaska Community Quota, the Council instructs the NMFS Regional Director to hold
50% of the BSAI pollock reserve as identified in the BSAI Groundfish Fishery Management Plan
(FMP) until the end of the third quarter annually. This held reserve shall be released to communities
on the Bering Sea Coast who submit a plan, approved by the Governor of Alaska, for the wise and
appropriate use of the released reserve. Any of the held reserve not released by the end of the third
quarter shall be released according to the inshore and offshore formula established in the BSAI FMP.
Criteria for Community Development Plans shall be submitted to the Secretary of Commerce for
approval as recommended by the State of Alaska after review by the North Pacific Fishery

Management Council (NPFMC).

The Western Alaska Community Quota program will be structured such that the Governor of Alaska
is authorized to recommend to the Secretary that a Bering Sea Rim community be designated as an
eligible fishing community to receive a portion of the reserve. To be eligible a community must meet
the specified criteria and have developed a fisheries development plan approved by the Governor of
the requesting State. The Governor shall develop such recommendations in consultation with the
NPFMG The Governor shall forward any such recommendations to the Secretary, following
consultation with the NPFMC. Upon receipt of such recommendations, the Secretary may designate
a community as an eligible fishing community and. under the plan, may release appropriate portions

of the reserve.
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IV.  OTHER ALTERNATIVES TO BE CONSIDERED

Commencing immediately, the Council instructs its staff and the GbA and BSAI plan teams, with
the assistance of the Alaska Fisheries Science Center, the Alaska Regional Office of the National
Marine Fisheries Service, the Scientific and Statistical Committee and Advisory Panel, to undertake
the development of alternatives for the Council to consider to rationalize the GOA and BSAI
groundfish and crab fisheries under the respective FMPs. The following alternatives shall be included
but not limited to:

ITQs
License Limitation
Auction
Traditional Management Tools
a. Trip Limits
Area Registration
Quarterly; Semi Annual or Tri-annual allocations
Gear Quotas (hook and line, pots etc.)
Time and area closures
Seasons
. Daylight only fishing
5. Continuation of inshore/offshore allocation
Implementation of Community Development Quotas
7. No Action
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The Executive Director of the Council, on behalf of the Council, shall immediately solicit from the
Council family and other interested parties ideas in addition to those identified above for
rationalization of these fisheries. This request should ask for ideas to be submitted by September 30,

1991.
V. DURATION

If by December 31, 1995, the Secretary of Commerce has not approved the FMP amendments
developed under item IV above, the inshore/offshore and Western Alaska Community Development
Quotas shall cease to be a part of the FMPs and the fisheries shall revert to the Olympic System.
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United States Senate (3
WASHINGTON, DC 20510 h

February#/ 1992

The Honorable Rockwell ScL.iabol
AC'[IH% Secretary of Commerce
D.s. Department of Commerce

W ashington, D.C. 20230

Dear Hr. Becretary,

Wa ara writingi in regard to a pair of fishery management plans
which propose tha allocation of pollock and Pacific whiting between
sectors of tha commercial fl_shlnrg_ industry. Thasa allocations wara
Brop_osed by tha North Pacific Fishery Management Council and tha

acific Fishary Management council, respectively. Thasa ara two of
tha aight ragional councils created by thd wagnuson Fishery

conservation and Management Act (Magnuson Act) to craft management
programs for their regional fisheries. The pollock allocation.is
currently aw. |t|n_? secretarial approval, while tha whiting plan h«a
been preliminarily rajacted by the National Marina Fisheries

Service (NMFS).

The purpose of this letter is to express our support for both
allocations, and to raise questions about tha manner in which NMFS
Is interpreting the fognuson Act.

The Magnuson Act calle for flsh_ery mana%ement plans which result in
the greatest economic and social benefit to tha nation. In both
these oases, tha Councils have chosen strategies which will result
in a more efficient utilisation of a publically owned resource.
Both the quantity and total dollar value of fishery products
available ‘to consumers will increase. This increased food
production will, in turn, provide greater employment, increased
social stability, and a net increase in trade revenues.

Since these are the major goals of tha Kagnuson Act, wa do not
understand the apparent oEposmon_ of the agency to the proposals.
jféLJSIn_ only conclude that there ia a policy dispute between the
ouncils and the hierarchy of NMFS. owever, ve'muat point out
tEat Congress Seated'the Councils as policy making bodies based
upon tha “idea th It is batter to have local cifizens propose
management strate s for their regions than to have this role
performed in Was ton, D.C. The Secretary, in reviewi ouncil
proposal*, mus
with federal la

a
at
qgie
ashing ng
t make sure they acted reasonably and in ac
, w. However, as the Secretary has noted jn t
it is not th* intent of the Act for t

c

_ or the agency to substi
policy judgment for that of the Councils:.

C
ordance
e past,
ute its

c
h
tut



