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grammatical clarification (limit scope®of term
"money and revenue')

Page 4, lines 8-9:
Following "pledge of"

Insert ''such"

Amendment 3: grammatical clarification (singular to plural).

Page 5, line 12
Following "default to"
Delete '"the"

Insert 'any

Amendment 4 : correct typographical omission.
Page 6, line 28
Following "refunding"

Insert "bonds"



Amendment 5: CSHB 401 allows municipalities and state agencies
to access the Alaska Clean Water Fund for bond insurance and
other collateral security for local obligations. "Other

qualified entities” should also have access to the Fund for this
purpose.

Page 9, line 26:
Following ™“municipal™
Delete 'or"
Insert ',"
Following ''state agency"

Insert ", or other qualified entity"”
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OFTERED HI HOUSE RESOURCES BY REPRESENTATIVE JOHN DAVIES
TO: CSHB 388 ()
Page 6. Line 27:
Following “may*
Insert \ for state land north of the Umlat beseline™
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/ TONY KNOWLES, GOVERNOR
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DEPARTMENT OF LAW
OFFICE OF THEATTORNEY GENERAL

D

PLEASEREPLY TO:

1031 WEST4TH AVENUE, SUITE200
ANCHORAGE, ALASKA 99501-199-1
PHONE: (907)269-5100
FAX: (907)276-3697

KEY BANKBUILDING
100CUSHMAN ST., SUITEA400

f-MRBANKS, ALASKA 99701-4679
PHONE: (S07)451-2811
FAX: (907)451-2846

March 19, 1996 (/ P.O.BOX 110300-DIMOND COURTHOU I
JUNEAU. ALASKA 99811-0300
PHONE. (907)465-3600
FAX: (907)465-6735
The Honorable Joseph Green
Co-Chairman, House Resources
Committee
Alaska State Legislature
State Capitol, Room 24
Juneau, AK 99801-1182
Re: CSHB 401
Alaska Clean Water Fund
Dear Representative Green:
This letter will describe the reasons for the

Administration®s proposed amendments to CSHB 401,
leveraging of the Alaska Clean Water Fund.

Amendment 1

the bill to allow

The first amendment clarifies and corrects the bond cap

language. Section 37.15.560(b) 1in CSHB 401,

14-17, provides that

The state bond committee may not
more than $15,000,000
a fTiscal year, excluding refunding bonds.
total
any one time may
including principal
bonds.

not
and

Under the proposed amendment, the bond cap

read:

The state bond committee may not
more than $15,000,000 in revenue bonds
AS 37.15.560 - 37.15.605 during a fiscal
excluding refunding bonds. The total
principal amount of revenue bonds may
exceed $150, 000,000, including
bonds, but excluding refunded bonds,
under the provisions of AS
37.15.605.

on page 2,

lines

issue
in revenue bonds during

The

amount of revenue bonds outstanding at
exceed $150,000,000,

interest owed on the

language would

issue

under

year,
unpaid

not

refunding
issued
37.15.560



The Honorable Joseph Green March 19, 1996
Co-Chairman, House Resources Committee Page 2
CSHB 401 - Alaska Clean Water Fund

The proposed amendment clarifies that the total cap
excludes refunded bonds, as refunded bonds are generally considered
no longer to be a liability of the issuer. The annual cap excludes
refunding bonds, but the total cap includes refunding bonds.

We also propose deleting interest from the total cap.
The inclusion of 1iInterest creates unnecessary ambiguities; for
example, 1s the interest that is to be taken iInto account the
interest owing or due this fiscal year, or is it the total iInterest
that will be paid on the bonds to their maturity, but which is not
yet ""owed.” How iIs interest on a variable rate bond calculated for
purposes of the cap?

Finally, we have added references to the bond legislation
to eliminate the possible iInterpretation that the cap computation
includes other types of bonds that the State Bond Committee 1is
authorized to issue.

Amendment; 2

Amendment 2, on page 4, lines 8-9, 1isa grammatical
clarification that limits the scope of the term "money and revenue"
in section 37.15.570(c).- This section identifies the money and
revenue that the State Bond Committee may pledge to secure the
bonds. The original text of HB 401 had included the term 'such
money and revenue'” to refer back to the categories of money and
revenue that could be pledged. The CS deleted the word ™"such'" for
purposes of conforming to legislative drafting style
recommendations. However, in this case, strict adherence to the
drafting style recommendations does not accurately reflect the
intent that only the identified sources of money and revenue may be
pledged.

Amendment 3

Likewise, amendment 3 restores the original language from
HB 401 to the state aid intercept provision, section 37.15.575 on
page 5, lines 10 - 19. The intent of this section iIs that the
State Bond Committee can provide written notice to any state agency
that might be holding funds payable to a municipality. By deleting
the word substituting the word "the" for ™"any," the CSHB 401
suggests that only one state agency is the custodian of municipal
funds, wv/hich is not accurate.

Amendment 4

Amendment 4 inserts the word "bonds™ at the end of the
sentence on page 6, line 28, referring to the issuance, exchange or
sale, and delivery of refunding bonds. This amendments corrects a
typographical error, an omitted word.



The Honorable Joseph Green March 19, 1996
Co-Chairman, House Resources Committee Page 3
CSHB 401 - Alaska Clean Water Fund

Amendment 5

The fifth amendment, on page 9, line 26, will allow
qualified entities access to the Fund for purposes of obtaining
bond insurance or otherwise guaranteeing local obligations. Under
the federal Clean Water Act, the Fund may be used 'to guarantee, or
purchase insurance for, local obligations v/here such action would
improve credit market access or reduce interest rates.” 33 U.S.C.
8§ 1383(d)(3).-

Thank you Tfor your consideration of these proposed
amendments. Please do not hesitate to contact me if you require
further assistance.

Sincerely,

BRUCE M. BOTELHO
ATTORNEY GENERAL

By:
Marie Sansone
Assistant Attorney General

BMB/MS/1Imt

cc: Keith Kelton, DEC
Ross Kinney, DOR
Lee Sharp, bond counsel
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Toney Knowles PO Box 110001
OVERNOR Juneau, Alaska 99811-0001
(907) 465-3500
Fax (907) 465-3532

State of Alaska
OFFICE OF THE GOVERNOR

Juneau

January 8, 1996

The Honorable Gail Phillips
Speaker of the House
Alaska State Legislature
State Capitol

Juneau, AK 99801-1182

Dear Speaker Phillips:

Under the authority of art., Ill, sec. 18, of the Alaska Constitution, | am transmitting a
bill to authorize the state bond committee to issue and sell state revenue honds to fund
public wastewater treatment systems, solid waste management systems, nonpoint source
water pollution control projects, and estuary conservation and management projects.
This bill also authorizes the Department of Environmental Conservation to use the
Alaska clean water fund, a revolving loan fund, as security for the payment of the
principal and interest on the bonds, provided the hond proceeds are deFosited in the
fund. By using the fund as security for the bonds, the state will be able to leverage or
increase the amount of money in the fund that is available to municipalities and state
agencies for water pollution control projects.

Section 2 of the hill provides the legal framework for the bond issuance and sale. This
section is patterned after the international airports revenue bonds statutes, and
establishes a cooperative relationship between DEC, which administers the Alaska
clean water fund, and the state bond committee, which will administer the bond
Brogr.am. The bill requires the state bond committee to conduct its activities in the

est interests of the state and its inhabitants, in a manner that will accomplish the most
advantageous sale of the bonds, with due regard for the continued funding of projects
under the Alaska clean water fund program.



The Honorable Gail Phillips
January 8, 1996
Page 2

Sections 3-12 of the bill amend the clean water fund loan program to clarify the
statute. It authorizes DEC to use the fund to secure state-issued bonds and to make
other amendments necessary to acknowledge the bond-issuance and repayment process.
| urge your prompt consideration and passage of this bill.

Sincerely,

TonyUyhowles
Governor



TONY KNOWLES, GOVERNOR

DEPT. OF ENVIII©IVMENTAL CONSERVATION

OFFICE OF THE COMMISSIONER Phone; 465-5066
410 Willoughby Avenue Fax.  465-5070
Juneau, Alaska 99801-1795

March 11, 1996

The Honorable Joe Green, Co-Chairman
The Honorable Bill Williams, Co-Chairman
House Committee on Resources

Alaska State Legislature

Juneau, Alaska 99801

SUBJECT: Request for hearing on CS for House Bill No. 401 (STA)

Dear Representatives Green and Williams:

~ The Governor's Office and the Department of Environmental Conservation request that
public hearings he scheduled for CS for House Bill 401 (STA). This bill is important for
Alaskans for many reasons. It affords a way for our communities to obtain low-cost loans for
their water pollution CE)fO]eCt_S far into the future. This proposal will accomplish this goal while
reducing general funds and in fact, at some point in the future, could eliminate the need for
legislative appropriations for wastewater projects. Alaskan communities are simultaneously
faced with many federal re?ulatory burdens and diminishing financial resources. It is important
that we provide them with financial tools to deal with the many problems that they encounter.
This bill would provide one of these financial tools.

_ We have attached a short analysis of the bill for your convenience in understanding the
intent of the Legislation. At this time, the Alaska Clean Water Fund has the required collateral to
support the Proposed revenue bond leveraging plan. If legislation is enacted this session,
adequate collateral would remain to ensure a bond issue large enough to meet anticipated
demand. Delay in enacting this legislation will reduce the program'’s effectiveness in meetm?
our water pollution capital project needs. For this reason, we ask that the hearings be scheduled
85 500n as possible. 1 you wish to discuss this legislation, please call Keith Kelton at 465-5135.
Thank you for your consideration.

Sincerely,

Michele Brown
Commissioner

M B\KKlp (li;feo"claiiishille\leverayc\honring . 11r)

Enclosure: Bill Analysis



March 13, 1996

HOUSE BILL 401
SECTIONAL ANALYSIS

(Reflects changes made by House STA Committee)

Introduction

House Bill 401 will authorise the state bond committee
(committee), which consists of the commissioners of the
Departments of Administration, Commerce and Economic Development,
and Revenue, to issue and sell state revenue bonds to fund public
wastewater treatment systems, solid waste management systems,
nonpoint source water pollution projects, and estuary
conservation management projects. The bill authorizes the
Department of Environmental Conservation (DEC) to use the Alaska
clean water fund (fund), a revolving loan fund, as security for
the payment of the principal and interest on the bonds, provided
the bond proceeds are deposited in the fund.

The Alaska clean water fund and the proposed bond
program are designed to comply with requirements for
participation in a federal matching grant program under the Clean
Water Act and, therefore, do not present any problem under the
dedicated funds prohibition of the State Constitution.

By using the Alaska clean water fund as security for
the bonds, the state will be able to leverage or increase the
amount of money iIn the fund that is available to municipalities
and other qualified entities for water pollution control
projects.

Section 1. Section 1 of the bill recognizes that the proposed
bond program is an appropriate use of the public credit, and that
it will serve a public purpose by allowing public water pollution
control projects to be financed and constructed much sooner than
would otherwise be possible. This statement of the policies and
purposes underlying the bill will also reflect the legislature-s
intent that the bonds to be issued are revenue bonds.



Section 2.

This section of the bill will create a new article,
article 3A, in Title 37, the public finance title of the Alaska

Statutes.

Sec. 37.15.560. BOND AUTHORIZATION - Authorizes the
state bond committee to issue and sell revenue bonds to raise
money to be deposited in the Alaska clean water fund. This
section characterizes the Alaska clean water fund as a public
enterprise of the state and the proposed bonds as revenue bonds.
Under the Alaska Constitution, state-issued revenue bonds do not
require voter approval. This section authorizes the committee to
enter into agreements and perform those functions that are
normally required to accomplish the task of issuing and selling
bonds. The committee may not issue more than $15,000,000 in
revenue bonds during a fiscal year, excluding refunding bonds.
The total amount of revenue bonds outstanding at any one time may
not exceed $150,000,000, including principal and interest owed on

the bonds.

Sec. 37.15.565. BOND REDEMPTION FUND - A bond
redemption fund is established. This is a standard financing
technique for making it easier and more accountable to perform
the many functions necessary in the bond issuance and sales
process. And also, to provide accountability for any future
principal and interest payments and any premium redemptions on
the bonds. The state bond committee will be responsible for
administering the bond redemption fund, and may invest the
proceeds of the bond redemption fund according to the T“prudent
investor® standards established in AS 37.10.070, providing the
earnings on these investments are retained in the bond redemption

fund.

Sec. 37.15.570. BOND TERMS - The state bond committee
may issue, sell, or redeem the bonds so as to achieve the
greatest advantage for the State. The committee can make
decisions based upon the market conditions, and does not require
approval of another agency to execute these decisions. The
committee will decide the level of security required from the
Alaska clean water fund and the portion of the fund that will



provide this collateral security. The committee may appoint a
trustee to perform all necessary functions. The committee must
give due regard to the continued funding of projects under the
Alaska clean water fund, including applicable state and federal
requirements. Any such decisions made by the committee and
expressed in a bond resolution are conclusively deemed to comply
with the requirements of the legislation pertaining to the bond

program.

Sec. 37.15.573. BOND RESOLUTION - The committee must
adopt a bond resolution to issue bonds. The resolution will
contain those terms and conditions necessary to i1dentify and
define the bonds and the bond sales process.

Sec. 37.15.575. STATE AID INTERCEPT -This section
defines the procedure for allowing the State to intercept or
garnish other legitimate sources of State aid should a community
default on a loan from this fund. This paragraph is included in
the legislation to enhance i1nvestor confidence in the program,
improve the bond rating, and ultimately, lower program costs.

Sec. 37.15.580. PLEDGE OF THE STATE -This provision
recognizes that the state may not alter the terms and conditions
of a bond resolution by subsequent executive or legislative
action.

Sec. 37.15.583. ENFORCEMENT BY BONDOWNER - To resolve
any disagreements between the bondowners and the committee, 10
percent or more of the bondowners of any series or issue can
bring suit in state superior court in Juneau. The ten percent
threshold was selected to discourage frivolous litigation.

Sec. 37.15.585. AMOUNTS REQUIRED FOR PAYMENTS - Each
year the committee will inform the commissioners of the
departments of Environmental Conservation and Revenue of the
amounts needed to pay for the bonds. The notice will be given at
this time so that the departments will be able to incorporate
these numbers into their financial planning for the current and
next TFfiscal years.

Sec. 37.15.587. PURPOSES AND SUFFICIENCY OF REVENUE -
Bond proceeds will be used to build projects that are eligible



under the clean water fund program. The committee will not issue
bonds unless there is enough security available iIn the fund to

make it prudent to issue the bonds.

Sec. 37.15.590. REFUNDING - If it is in the best
interests of the State, thecommittee may refund all or some of
the bonds. The committee will follow the defined procedures to
conduct the refunding process. The committee may appoint a
trustee to conduct this process. The trustee may invest funds in
short-term federal instruments until the refunding proceeds are

needed.

Sec. 37.15.595. BONDS AS LEGAL INVESTMENTS - The
bonds are legal investments and can be traded and sold between
institutions and persons. The State may accept them as security

for the State and Municipal debts.

Sec. 37.15.603. REGULATIONS - The committee can adopt
regulations to implement this program.

Sec. 37.15.605. Definitions - This section contains the
definitions applicable to the bond program.

Section 3-12 . Sections 3 - 12 of the bill amend AS 46.03.032,
the statute that establishes the Alaska clean water fund.

Section 3. AS 46.03.032(a) - The Alaska clean water fund statute
is amended to allow the fund to receive money from the sale of
bonds and this money may be placed in a special account of the

fund.

Section 4. AS 46.03.032(b) - The DEC will administer the fund
consistent with the state and federal requirements applicable to
the fund and with the requirements of the bond legislation.

Section 5. AS 46.03.032(c) - This section makes a technical
correction in the citation of the Clean Water Act, to follow the
proper citation form and to refer to the Clean Water Act as



amended.

Section 6. AS 46.03.032(d) - This section reorganizes the
existing statute iInto a more understandable fTorm. It also
authorizes use of the fund to secure state-issued bonds, and
authorized use of the fund to pay the principal and interest on
the bonds and the costs of issuing and administering the bonds.
The proceeds of the bond sale must be deposited into the fund.

Section 7. AS 46.03.032(f) - This section also reorganizes the
existing statute into a more logical format and allows DEC to
spend the money from the fund to carry out the bond program.

Section 8. AS 46.03.032(g) -The existing statute is amended to
allow other qualified entities to receive loans from the fund.
Currently, only municipalities may do this. Allowing DEC to make
loans to other qualified entities will provide a tool to enable
these organizations to cooperatively address environmental
problems. Also, the section is amended to make it clear that the
potential borrowers will demonstrate their credit-worthiness
prior to loan commitment.

Section 9. AS 46.03.032 (1) - This section amends the existing
statute to accommodate the references to the bond issuance
program. Some technical changes are also made to reference AS
46.06.021, the solid waste statute that establishes project
priorities, rather than repeat them in full iIn the Alaska clean
water fund statute.

Section 10. AS 46.03.032(k) - In addition to the reports the
department already prepares for the program, DEC will prepare
reports necessary for the committee.

Section 11. AS 46.03.032() - The definitions section includes
one technical change in the terminology used to refer to solid
waste management projects and adds a new definition for the term



"other qualified entity."

Section 12. AS 46.03.032 (p) - This new subsection provides that
any i1nconsistencies between any regulations adopted by the state
bond committee under Title 37 and those adopted by DEC under
Title 46 i1nvolving the Alaska clean water fund program will be
resolved in favor of the Title 37 regulations.

Section 13. Clarifies that the portion of this legislation that
is entitled ENFORCEMENT BY BONDOWNER would affect a change 1in
Civil Procedure 3 and require all actions to be filed iIn Superior

Court in Juneau.

Section 14. Recognizes that in order for all actions to be filed
in Superior Court in Juneau, the second part of the paragraph
that is entitled ENFORCEMENT BY BONDOWNER must receive a two-
thirds majority vote of each house; otherwise that portion will

not take effect.



SENATE BILL 207

HOUSE BILL 401

DEPARTMENT OF ENVIRONMENTAL CONSERVATION BILL SUMMARY

This bill will authorize the State Bond Committee to issue and sell State revenue bonds to
Prowde funds for the Department of Environmental Conservation (DEC) to offer low-interest
oans to municipalities. The municipalities would use these funds to finance the construction of
public wastewater treatment systems, solid waste management systems, nonpoint source water
pollution control projects and estuary conservation and management projects. DEC already
operates the Alaska clean water fund, a revolving loan program that is funded by federal qrqants
and State appropriations. The demand for these subsidized loans has been growing with the
increase In federal requirements placed upon the local communities and the concurrent reduction
in State revenues in the last few years. It is estimated that the demand for loans will exhaust the
available supply of funds by the summer of 1998,

One solution to this problem is to leverage the Alaska clean water fund, that is, to increase the
amount of money available to finance water pollution control projects by using the fund as
collateral to secure State-issued revenue bonds. Programs similar >this proposal are currently
in place in 21 states. Communities collect user fees for their sewerage and solid waste projects to
provide the money to make their annual loan payments to the Department. Under this leveraging
concept, the annual loan repayments would be used to pay back the bond investors. Nationwide,
in the six years of operation of the clean water loan funds, there has never been a loan default.
With such an excellent repayment history, the program risk is very small. A sizable corpus of
money in the fund would provide extra security for the bonds and would also result in lower
program costs which could be passed onto the municipalities. 1f this bill could be enacted this
session, an adeguate amount would e available in the corpus to accomplish this. Delays in
Pas_sallgte_ will reduce the amount available to leverage and minimize the effectiveness of the
egislation.

This t?]/pe of bond sales program has been previously authorized to the State hond committee. In
fact, this legislation is patterned after the statute created for the Interational Airport bond sales
done by the committee for the Department _ofTransEortatmn. The State bond committee has the
expertise to properly conduct a bond sales issue. DEC has the expertise to properly run the clean
water fund program. This legislation provides a simple, efficient method to assist the _
incorporated communities of the State 'w ens_urmﬁ that low-cost loans for essential projects will
be available well into the future, while educing the demand for general-funded capital projects.



STATE REVOLVING

Issuer

Alabama Water Pollution Control Authonty
Wastewater Management Authonty of Arizona
Arkansas Development Finance Authonty

Colorado Water Resources and Power Development Authority
State of Connecticut

Indiana Bond Bank

Icwa Finance Authonty

Kansas Development Finance Authority

Kentucky Infrastructure Authority

Maine Municipal Bond Sank

Maryland Water Quality Financing Administration
Massachusetts Water Pollution Abatement Trust
Michigan Municipal Bond Authonty

Minnesota Public Facilities Authonty

Missouri State Environmental Improvement And Resources Authonty
New Jersey Wastewater Treatment Trust

State of Nevada

New York Slate Environmental Facilities Corporation
North Dakota Municipal Bond Bank

Ohio Water Development Authonty

Pennsylvania Infrastructure Investment Authonty
Rhode Island Clean Water Finance Agency

South Dakota Conservancy District

Texas Water Development Board

State of Wisconsin

Moody's

NR
As
NR
Aa
Aa
NR
NR
Aat
A
NR
Aa
Aal/Aa
Aa
Aa
Aal/Aa
Aa
Aa
AaalAa
Al
A
NR
NR
A
Aa
Aa

FUNTUDS

RATINGS
S &P

NR
AA*
AA
AAJAA*
AA*

AA*
A
AF
AA
AAAIAA-IA»
AA
AAA

AA
AA
AAANANA-
NR

Fitch

NR
NR
NR
NR
AA
NR
NR
NR
NR
NR
AA-
AA¥AA
NR
NR
NR
NR
NR
AAA/AA
NR
NR
NR
NR
NR
NR
AA*

State
Intercept

No
No
No
No
Yes
Yes
No
Yes
No
No
Yes
Yes
Yes
No
No
Yes
No
Yes
No
No
No
No
No
No
Yes
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STATES THAT HAVE NO STATE INTERCEPT

Alahama

Arizona

Arkansas
'lColorado

lowa
Kenrucky

i
Maine

Minnesota
Missouri

Nevada
North Dakota
o
Pennsylvania

Rhode Island
South Dakota

Texas

No uninsured ratings.

Uninsured ratings are only for Phoenix, whose doubie-A general
obligation ratings flew to the ratings cn Arizona's SRF bonds.

Dcuble-A Standard and Poor’s rating; without stare intercept, State is
re_ciuwed to use supplemental reserve fond, which is utilized if earnings
fail below required coverage.

Double-A from both Mood's Investors Service and Standard £Poor's;

without state int_e_rceé)t_, State is required to use supplemental reserve
fund, which is utilized if earnings fall below required coverage.

Rated only singie-A by Standard ZPoor's.

ted only singie-A by both Moody's Investors Service and Scandard
oor's
'i

Rated oniy by Standard ZPoor's; enjoys state morai obligation.

Similar to both .Arkansas and Colorado, Minnesota has a supplemental
reserve, but the debt is also secured by morai obligation pledge.

Reserve fund equals 70% of outstanding leans, 35 opposed to lower;
conventional reserve fund levels for most other programs.

Backed bv State’s general obliEaticn cledge. [
I

Rated “Al" by Moody's Investors Service.

ted only singic-A by both Moody's Investors Service and Standard
0o0r's.

Double-A Standard £Poor's rating; overcollateralization with over
one-halfofthe program funds coming from the Stare ofPennsylvania.

N0 uninsured ratings.
Rated oniy single-A by Moody's Investors Service. ]

Substantial overcollateralization; exuectation that debt service coveragcj
on pool will rise to over 8.0 times during the life of the honds, |



Preston G ates & El1lis

UTORVEVS

January 1s, 1996

Ms. Michele Brown

Acting Commissioner

Department of Environmental Conservation
State of Alaska

The State Bond Committee

c/o Mr, Forrest Browne, Debt Manager
Treasury Division, Department of Revenue
State of Alaska

Re: Leveraging the Clean Water Act Revolving Fund Loan Program
Dear Ms. Brown and Members of the Committee:

We have been requested to evaluate the Alaska Clean Water Fund ("ACWF") revolving
fund loan program for the purpose of making recommendations as to how the program can be
structured to accommodate and provide for the sale of bonds ("Bonds"), the proceeds of which
would be reinvested in the program. In so doing, we have been asked to consider the legal issues
such a program may raise and to analyze the different options available for achieving such a
program. We have also been requested to confirm that any format we propose complies with
federal law requirements for the issuance of bonds the interest on which may be excluded from
federal income tax. Concern has also been expressed that it comply with federal law relating to
the federal Clean Water Act.

Finally, we were asked to assist in drafting necessary implementing legislation. Such
legislation has been prepared through the efforts of the Department of Law, the Department of
Environmental Conservation, the staff of the State Bond Committee, the financial advisor to the
State Bond Committee and this firm. This legislation has been introduced in the Legislature as
Senate Bill No. 207 and House Bill No. 401 (herein together, the "Rill™).

In undertaking this task, we have reviewed the constitution and statutes of the State of
Alaska relating to the ACWF (a state revolving fund or "SRF" under federal law) and have
reviewed federal law relating to tax exemption of state and local governmental obligations and the
Clean Water Act. We have reviewed relevant court decisions and opinions of the attorney general
of the state, information relating to the operation of the revolving loan program and have met and

A Partnership Incliding a profession u corporation

*ANCHOR VQE +« COEtR O U f'FEF « LOS ANOELtS «» PORUtNO -SPOKSNE.TM*Ouv-th|<iNCTe.S D C
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Ms. Michele Brown
The State Bond Commit
January 18, 1996

Page 2

had discussions with staff members of the State Bond Committee, the Department of
Environmental Conservation ("DEC") and the Department of Law.

We respond as follows:
SUMMARY OF CONCLUSIONS

~ We believe that the Bonds may be issued by the State Bond Committee as provided in the
Bill, without violation of Article IX, Section 8, of the State Constitution requiring an election
approvmg the issuance of bonds. We also believe that under the Bill the program can he
structured to allow Ieveragmgz of the ACWF by the issuance of Bonds, with the commitment of
funds necessary to such a structure without Vviolation of Article IX, Section 7, of the State
Constitution restricting the dedication of revenues of the state. Fmalg, under the Bill, such a
financing program can be structured to allow the Bonds to be issued on a tax-exempt basis.
These conclusions are, of course, dependent on the final Ianguage of the Ie?|slat|on adopted, and
the ultimate terms and provisions of the financing plan as adopted by the State Bond Committee.

LEGAL ANALYSIS

Regardless of the administrative structure chosen to implement a program of leveraging
the ACW b?]/ the issuance of bonds, there are two fundamental legal issues which must be
addressed. They are the questions of (1) whether or not a vote of the people is required for the
issuance of such bonds and_%Z) whether or not the issuance of such bonds can he structured in
such a way as to comply with the constitutional prohibition against dedication or earmarking of
revenues of the State.

One important point should he made before discussing the legal issues. In order for a
bond counsel to be able to give an opinion approving an issue of bonds, he or she must be able to
say that no reasonable argument can be made against the validity of such bonds. This is a strict
standard and is sometimes difficult to meet even if one thinks that a court would be likely to
uphold validity on a particular issue. The following discussion is the result of our effort to
evaluate each Issue in the light of the "no reasonable argument” standard.

Issuinc Siate Bonds Without an Election
Article IX, Section 8, of the State Constitution provides as follows:
"No state debt shall be contracted unless authorized by law for capital

improvements . .. and ratified by a majority of the qualified voters of the State
who vote on the question."



Ms. Michele Brown
The State Bond Commit',
January 18, 1996
Page 3

Section 11 of Article IX provides:

~"The restrictions on contracting debt do not apply to debt incurred through
the issuance of revenue bonds by a public enterprise or public corporation ...
when the only security is the revenues of the enterprise or corporation.

‘Thus, Article IX, Section 8, requires that State bonds he issued only for capital purposes
and oniy with an approving vote of the electorate. These restrictions are removed with respect to
the issuance of revenue bonds issued by “a public enterprise or public corporation of the State | . .
when the only security is the revenues of the enterprise or corporation." Although the Bill
proceeds would not be used for capital facilities belonging to the state and no election is
contemplated, these restrictions do not apply if one of the above exceptions can be invoked.

One approach would be to create or use a separate public corporation for the purpose of
leveraging the revolvm_ﬂ fund program. The Bonds can also be issued directly by the State, as
contemplated by the Bill, through the State Bond Committee which now administers the issuance
of other State debt, if to do so constitutes “the issuance of revenue bonds by a public
enterprise... of the State..., when the only security is the revenues of the enterprise. . ..
There is little law on the subject of whether or not such a loan program can constitute a "pubfc
enterprise” for purposes of meeting the revenue hond exception to public vote requirements.
Many cases recognize the validity ofissuing such bonds for a public improvement, such as a utility
s%stem or an airport which generates revenue sufficient to secure the bonds. There is authority
that the issuance of bonds primarily for reinvestment to make a profit (arbitrage bonds{ IS not &
valid public purpose. See State v. City of Orlando. 576 So. 2d 1315, 1317 (&Ia. 1991).  Such
arbitrage schemes are, however, quite different from the orogram contemplated here—the Ioamn%
of money to municipalities for clean water related public improvements. Under present federa
law and DEC practice, such loans cannot bear interest at a rate greater than the Bonds so it is
mllkel?; a profit could be made. We believe that the leveraging of the revolving fund pro\g/ra.m
through the issuance of Bonds should be considered by the courts to be a public enterprise. While
there seems to have been little litigation on this point, the existence of other similar State
revolving fund programs financed in part by the issuance of revenue bonds, as well as the
existence of a number of general purpose hond banks and industrial development authorities in
Alaska and nationally, gives credence to the "public enterprise” characterization of such a
program as being within the custom and practice nationally in municipal finance,

The proceedings of the Alaska Constitutional Convention further support the
characterization of the Bonds as the revenue bonds of a public enterprise of the State. The
minutes of the convention record the following exchange:

"HELLENTHAL: .... In Section 11where the Committee deals with the
non-applicability of the restrictions on debt, in the case of revenue bonds issued by
public corporations of the state, first; public enterprises of the tate, second; and
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thirdly, any political subdivision. Does the committee mean by that language that
any political subdivision can issue revenue honds either through a public
corporation or through a public enterprise, or directly, like the City of Anchorage
did with its Eklutna project; and in the event that they choose to issue them
directly without employing the device of the public corporation, with those bonds
being exempt from the restrictions applicable to debt?

NERLAND: That was the intention of the Committee, Mr. Hellenthal."

This Iangua%e makes clear the intent of the drafters that bonds to fund a public enterprise
may be issued directly by the State without employing the device of a public corporation.

~ Case law defines "enterprise” broadly. “Enterprise” is not restricted to a scheme for
making moi.  but includes any object that is consistent with the interests of sometr and may
engage the attention of men and invite their cooperation." under the holding in Maxwell vs. Akin.
89 F. 178, 180 C.C.C.D. Ore. 1898. Case law interpretin "entergnse," 8 it af(f)ears in federal
statutes, does so very broadly. See Marshall v. McAlester Corp.. 438 F. Supp. 1005, 1012 (E.D.
Okla. 1977) ("enterprise” under the Fair Labor Standards Act).

~ Based on the foregoing, it appears that characterizing the revolving loan pro/gram as a
gubll_c enterprise of the State shoula successfully bring into play the exceptions of Article IX,
ection 11 "Care should still be taken however in actually implementing the legislation to avoid
the implication that the Bonds are, in any way, secured by the general funds or revenue of the
State. To this end, it may be necessary to se%re ate in separate accounts the money paid into the
fund out of %eneral State funds and other ACWF moneys such as %rants or loan reﬁayments, t0
make clear that onlv federal %rants, loan repayments and earnings thereon secure the Bonds, to
create reserves that secure the Bonds onlv out of "revenues of the enterprise” and to make
whatever other provisions are necessary to clarify the applicability of the revenue bond concept.

Dedicated Funds

_ In order to structure, in conjunction with the ACWF, a revenue hond financing vehicle, it
IS necessary to proviue for, or authorize the |ssumﬁ_ agency to provide for, the pledging or
dedication of the revenue stream and otner moneys which are to secure and pay the Bonds. The
Bill does this. This is usually not a problem for a state or municipality. However, Alaska is
subject to the requirements of Article 1X, Section 7, of the State Constitution which provides:

~"The proceeds of any state tax or license shall not be dedicated to any
special purpose, except. .. when required by the federal government for state
participation in federal programs.”
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The following questions are raised: May the State dedicate loan repayments f\arincipal and
interest) under the ACWF revolving fund program to be deposited in the ACWF? May the State
Pledge to the payment and security of the Bonds the loan repayments (prmuEal and interest),
ederal ?rants received, State matching money and interest earned on ACWF money? May
reserve funds or accounts be created out of funds other than revenue of the revolving fund loan
program and pledged to secure and pay Bonds?

Dedications Required Bv Federal Law

In order to continue to qualify for participation in the federal funding pro%ram established
by the Clean Water Act. implementing state legislation must be consistent with the Clean Water
Act and relevant federal regulations. The proceeds of state bonds secured by the state revolvin
fund (the ACWF) are required to be paid into such fund. (33 U.S.C.A. Section 1383 (d)(_4)€i
Repayment of loans out of a SRF must also be paid into the fund, (33 U.S.C.A. Section
138 .(d)(l)(Dg}? Federal capitalization grants and state matching moneys are also required to be
Pa|d into the SRF. (33 U.S.C.A. Section 1382 (b) (1), (2)) Although there does not appear to be
ederal legislation specifically mandating the retention of interest eamings in the SRF, the
requlations state that "SRF balances must be available in perpetuity and must be used solely to
provide loans and other authorized forms of financial assistance” to assist communities in
maintaining water quality. 40 CFR Section 35.3115 (1994) The Initial Guidance for State
Revolving Funds contains similar language referring to "All funds within the SRF," as does
33 U.S.C.A. Section 1383 (c).

Thus it appears that federal legislation mandates that all of the major sources of money in
the ACWF be deposited in that Fund and that moneys in the Fund may not be withdrawn except
to be applied to provide financial assistance to local governments or state agencies for the
purposes specified in the Act. One of the methods of giving financial assistance is to use such
moneys to pay and secure bonds issued to provide funds for the same _purgoses. While federal
law does not mandate that moneys in the SRF be used onlg_ for s securmg onds, as ospposed to
other authorized means of assisting communities, the discretion that Article X, Section 7,
intended to permanently vest in the legislature with respect to state revenues is almost totally
eclipsed b){ these requirements of federal law which are "required ... for state participation in"
this federal program.  Also, the case of State v. Alex. 646 P.2d 203, 209 (Alaska_1982(}.|nd|cates
that once monegs are in a given fund, Art. IX Section 7, does not preclude their dedication to
secure revenue bonds to which _the?; relate. Thus, we believe that, as authorized by the Bill, the
dedication of revenue sources in the Alaska Clean Water Act to the ACWF and the proposed
dedication of money in the ACWF (other than state matching money or, J)ossmly, the portion of
loan repayments re _resentmg the loan of state matching money) to pay and secure bonds meet the
requirements of Article IX, Section 7.
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Tax Analysis

Under the Bill, a program may be structured in which tax-_exemﬂt bonds are issued by the
State to acquire tax-exempt obligations of local governmental units. The debt obligations issued
by the local governmental units must be tax-exempt governmental obligations and may-not be tax-
exempt private activity bonds. Care must be taken to ensure that the underlying J)ro ects do not
have ﬁnvate business users in excess of that permitted by the Internal Revenue Code ch_e "Code")
and that any private business management contracts for the facility meet the ERS guidelines in
effect at the'time the State bonds are issued.

The Code generally treats bonds as taxable "arbitrage bonds" if the bond proceeds are
used to acquire “nvestmerit property” that has a yield that is materially higher than the bond yield.
The term “investment property” includes securities (such as the obligations issued by local
governmental units) but excludes from this treatment tax-exempt obligations that are not private
activity bonds. Also, it is unlikely that any of the local obligations acquired would bear interest at
a higher rate than the Bonds.

It is important that there be more projects to be financed than the non-bond resources
available from ‘the State and the federal government. Internal Revenue Service regulations
generally prohibit the State from issuing more bonds, issuing bonds earlier, or allowing them to
remain ou stand[nﬂ longer than is otherwise reasonably necessary to accomplish the governmental
purposes for which the honds are issued. A review of the DEC ,orpjecnon In this regard indicates
that this issue should not pose a problem. The State's ?oa_ in the pro%ram IS t0 leverage
additional borrowed money into more project financing. Tt is important to demonstrate that
additional projects may be financed (and financed sooner) than could be financed if the State were
just to use the state and federal resources available to demonstrate that the State is not issuing
more bonds than are necessary or issuing them earlier than necessary.

Programs such as this usually require that deht service reserves be established to secure
the bonds. |f money derived from the State funds or from the federal Poyernment are pledged to
secure the State bonds, that money will be subject to the Code rules relating to bonds and may be
subject to the arbitrage rebate requirements if invested in excess cf the bond yield.

~The bond proceeds generally may be invested at yields in excess of the bond yield for a
genod of three years by the local governmental units. While the bond proceeds are held by the
tate and before they are used t0 ac%uwe the local governmental unit obligations, the IRS
regulations allow for a six-month investment period for State bond proceeds. This six-month
temporary period is subtracted from the three-year period available to the local governmental
units. In"addition, there is a three-month temporary investment period for repayments that are
expected to be recycled into purchase of new local obligations.
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The Code also contains specific requirements for "pooled financing bonds." In general,
the State must reasonably expect that as of the close of the three-year temporary investment
period, at least 95% of the net hond _P_roceeds will have been used to acquire the local
governmental unit obligations, In addition, the payment of Iegal and underwriting costs
associated with the issuance of the bonds may not be contingent and at least 95% ofsuch costs
must be paid not later than 180 days after the State bond issuance.

We hope that the forgoing is of assistance. Please call with any questions or comments,
Very truly yours,

Preston Gates & Ellis

By
Forrest W. Walls

FWWwp

cc.  MsMarie Sansone
Mr. Butch White
Mr. Chester Johnson
Mr. Mike Bums
Mr. Lee Sharp
Mr, Bill Mantle
Ms. Cynthia Weed

FWWO09F DCC
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T0: MIKE BURNS .
BUTCH WHITE
MARIE SANSONE
FORREST 3ROWNE

FROM: GOVERNMENT FINANCE .ASSOCIATES, INC.

SUBJECT:  ELIMINATION OF STATE INTERCEPT, EFFECT ON
ALASKA'S PROPOSED SRF FINANCING PRCGRaM

We have been asked to evaluate the impact o f removing the state intercept from the
proposed SRF 'levera mc};] and bonding structure. In this connection, it is necessary to
review the effects on both the underlying credit features and the projected flnancm% CoSts
for the Brogram. In order to appropriately respond to this subject, background material
should be presented, as follows.

DESIRED RATING: Generally speaking, as a result primarily Of(Yi) the large cash
infusions mom the Federal and state governments, (ii) provisions of the local loan
rewment arrangements, and (iii) the state crearion and oversight, SRF's have been hlghly
rated. For example, as indicated in the attachment, of the 25 active leveraged state SRFs,
sixteen are rated doubie-A or better, without taking into account bond insurance. The
other nine are raied singie-A or they are assigned Insured ratings. Because of the high
credit standing of these structures, oniy a few have chosen to be insured, since any rating
in the double-A or higher categories makes bond insurance unnecessary. In most cases,
insured bonds trade no better than a weak double-A  Additionally, double-A ratings, on
an uninsured basis, give a borrower substantially greater flexibility, as a result of the lower
cost of capital that the rating affords and the reduced number of restrictions that apPIy to
uninsured debt. Taking these factors into consideration, combined withjt}e inherent
stren%ths of the Alaska SRF, we recommend that the State establish a \Ja! of achieving no
less than an uninsured rating of double-A

USE OF STATE INTERCEPT: As shown in the attachment, of the sixteen active
leveraged SRFs rated double-A or better, half of them use the state intercept of local aid
to provide underlying security. The state intercept mechanism has been employed for
numerous purposes over the years. In the 1970's, for example, states that created bond
hanks to reduce the cost of capital for localities often agphed the state intercept to help
secure die bonds that were sold by the respective state bond banks. As a policy matter,
the rating agencies have concerns about the pooling of local credits, with disparate credit
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standing, in the absence of some generic, extra credit support. State intercepts have often
been used to address these rating agency misgivings about local credit pools and to
“homogenize” the various credits within the Bools. On occasion, state “moral obligation”
Pledges have been invoked for this purpose, but Moody's, in particular, gives little weight
0 the con_cePt after “morai obligation” agienues inNew York State had very serious credit
problems inthe ISTO's, including a default on certain notes by one “moral obligation”
agency. The state intercept is a well-established and favorably accepted credit device.

DIFFERENCE IN COST OF CAPITAL BETWEEN “A” AND DOUBLE “A" SRFS:

In our opinion, ifthe State does not make special arrangements, as discussed further
below, to compensate for the loss of the state intercept, it is highiy likely that a rating of
singie-A will be given to the State's SRF, as opposed to the more desirable double-A. If
this development occurs, then the Alaska SRF wiil experience a more costly interest
expense on the bonds it sells in the credit markets. We estimate that the current difference
in Interest costs between a single-A and double-A credit, over twenty years, on SIO

million is equal to 3271,G00 in gross dollars. Compoun |n? this difference over several
years of SRF issuances, for SI00 million, it would amount fo 52.3 million over twenty

years.

It snouid be noted that we are currendy experiencing low interest rates. In a higher
interest rate environment, this difference between single-A and douoie-A credits could be
(and has heen) as great as 50 basis points. In tha: situation, the difference in capital costs
between a singie A and double A could aggregate as much as S7.0 million over twenty
years. One could argue that the difference could be reduced through bond insurance,
Wwhich is correct, but'it is reievani to emphasize the following in this respect. First, bond
insurance is rather expensive, often as much as one-haifof one percent of total debt
service. Second, bond insurers frequently require programmatic restrictions that even die
rating agencies do not mandate.

ALTERNATIVES TO STATE INTERCEPT: As discussed above and as more fully
exhibited in the enclosures, there are options for .Alaska in achieving a double-A rarlng for
the leveraged SRF over and ahbove the use ofthe state intercept. The aitemarives tend to
fall into three categories. First, as demonstrated by the Arkansas, Colorado, and
Minnesota programs, a supplemental reserve could be created that further secures the cash
flow through excess revenues and unreleased fund balance. Second, overcollateralization
offinanced loans could also he accomplished through lower ratios of SRF debt to the
ﬁrogram's fund balance and other unreserved monies; Missouri, Pennsylvania and Texas

ave followed this course. Tnird, other programs, such as Arizona and Nevada, have
applied high general othatlon bond ratings to secure the SRF debt; .Arizona apparent|
ISSUes uninsured debtongfor high rated localities, such as Phoenix, and Nevada SRF debt
is further secured by the State's general obligation pledge. Based on our understanding of
the desire for flexibility in the .Alaska program, we do not think that the third option is
realistic for the Alaska contexr.
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CONCLUSION: The state intercept mechanism is a common feature for many, highiy
rated SRF structures. If the State wishes to eliminate the state intercept but 3oJ achieve a
double-A rating, on an uninsured basis, for its leveraged SRF pro%ram, it will be
_necessarg for operational adjustments to be made by the State. These adjustments could
include, but would not necessarily be limited to, the establishment of supplemental reserve
fends and significant overcollateralization of assets (lower debt to equity ratios). _In effect,
the Alaska pro?ram would be required to limit its flexibility in certain res?ects. The State
will need to balance these additional restrictions and effect on the SRFs future
programmatic flexibility against any perceived disadvantages of the use of a state

Intercept.

As a final comment, we would like to emphasize that in the absence of substandai reasons
to the contrary, the use or the state intercept, as a result of its frequent use for other states
tha; have received a double-A raring, wiil facilitate discussions with rating agencies and
will be met with an historically favorable acceptance by the credit markets. These factors
shouid result in a lower cost 0f capital for the Alaska SRF. We squest that if Alaska
desires to eliminate the state mtercePt, we should first discuss its elimination with the
raring agencies to determine the replacement security feature that the agencies would
possibly require in order for Alaska to achieve a doubie-A rating. Of course, if Aiaska is
satisfied with the single-A raring, then it becomes a matter of the additional cost of capital
that would be incurred through the elimination of the state intercept.
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testimony hefore House Community and RegionaiAilairs

My name is Diana Bennett. | am the Finance Manager of the
Anchorage Water and Wrastewater Utility, a department of the
Municipality of Anchorage. | am here today to speak in favor of
House Bill 401 and its companion bill in the Senate, number 207,
bills authorizing tile State ot Alaska to issue revenue bonds Tor the
purpose of funding wastewater and other water quality improvement

projects thm the Alaska Clean Water loan fund.

aitVmngh. AWWt I shares a common workforce and management, it is
actually two separate utilities for regulatory purposes, establishing
separate rates for service and incurring separate debt for capita!
projects. The wastewater utility relies substantially, almost entirely,
on the Alaska Ciean Water loan fund lo finance its comprehensive

capital improvement plan. We anticipate borrowing $4-6 million

D. iSenncit

Tchiiviuiiy
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annually from the ioan program. | hope the funds will be available to

The iow interest ioan program has been extremely popular and well
received throughout the country. The Anchorage Wastewater Utility
has borrowed $8.8 million from the low interest loan program, at
rates substantially lower than would be possible in the regular bond
market. We estimate this has saved the ratepayers at least $400,00U
over the past four years, in addition to the flexibility fne program
affords us. In the years this Alaskan program has been in existence,
ADEC has made loans totaling $53 million. There is still a
tremendous need for low cost funding throughout the slate. ADEC

received requests for $13 million in loans for the current fiscal year.

The Dbill under discussion will allow whai many other states nave
done and leverage this initial capitalization money from the federal

government. Increasing the amount of funds available aiiows

u. nenneit
Testimony

13003
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projects to be completed sooner than if wc have to wait for our
projects to move above the "cut line". This is a good way to increase
the pool of money available for necessary water quality projects,
without putting any other programs at risk. ~ The burden for
repayment remains with the communities requiring the hands. There

IS a strone incentive for them (us) to make our payments,

Without increasing 'he availability of funds, at the current request,
level of $13 million, the state will run out of money to ioan in only 2
years. The loans are being repaid, but the repayment stream lias not
reached equilibrium yet, and when it does it will only be. | believe.
$4 - 5 million - well below the projected need. The communities
around (he State need this source of low interest money to help

finance sorely needed water quality improvements,

The revenue bonds will be backed, not by the full faith and credit of

the state, but bv the revenue cominc from repayment of the loans. In

U. Uennctt
Testimony

10004
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the history of the iow interest ioan program, there has never heen a
default - not in the entire United States. In fact, in Alaska, there has
never heen a late payment! These honds will be extremely safe. The

State wiil not be required to "bail out" any agency over this.

You may have seen a Municipality of Anchorage memo listing some
recommended changes to this bill.  The Utility is substantially in
favor of the bill as was originally written, however, we were asked to
comment on the bill, with an eye to any proposed changes. This
Utility works closely with ADEC and wc have agreed among our two
groups that this hill, with or without any or all of the suggested
revisions is extremely workable, and will benefit fne whole slate oi
Alaska. | urge you to pass this bill. Thank you for your time.

February 20, 1996

u. nenne tt
Testimony

10005
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LEVERAGING THE CLEAN WATER FUND

The upper part of the accompanying chart demonstrates how the Alaska Clean Water
Fund (ACWF) currently operates:

Federal capitalization grants & State appropriations (20% of federal grant amount) are
deposited into the ACWF.

ADEC administers the ACWF, providing loans to fund sanitation projects.

Repayment of loan principal and interest is deposited into the ACWF to provide the basis
for handing more community projects.

Department of Revenue maintains the ACWF account and invests the unobligated
balance, with the earnings also deposited into the ACWF.

The bottom portion of the chart illustrates the effects of leveraging on management of the
ACWF:

The ACWF balance will be pledged as collateral for revenue honds. Costs of bond
issuance are moved from the ACWF to the Bond Redemption Fund (BRF).

The BRF will pass these hands to the State Bond Committee (SBC) who will then issue
the bonds and sell them to investors.

Bond proceeds from investors will be deposited into die ACWF. The proceeds will fund
additional loans for projects. The loan repayments will produce the bond principle and

interest payments.

The SBC and the Trustee will make bond principle and interest payments from the
ACWF and the BRF.



LOAN SPECIFIC INFORMATION

Community Project Agreement Interest Amortization
Served Projec t Name Number Loan Amount Date Rate Period
made during FY 90

Anchor?.ge Eagle River 127011 $7,759,300 10/31/89 4.65% 20 years
Homer STP 409011 $4,750,000 9/5/89 4.00% 20 years
Kachemak City STP 451011 $450,000 7/25/09 4.54% 20 years
made during FY 91

Anciiorage Campbell Creek 12702 $2,230,607 12/17/90 4.84% 20 years
Nome STP 627011 $780,421 4/19/91 4.56% 20 years
made during FY 92

Anchorage Eagle River Inc. 127011 $3,000,000 9/6/91 4.65% 20 years
Cordova Sewer Rehab 261011 $735,310 9/24/91 4.42% 20 years
Anchorage Campbell Creek I 127031 $453,141 6/30/92 4.31% 20 years
Nome Icy View 627021 $2,000,000 6/30/92 4.31% 20 years
Seward Lowell Point 769011 $924,000 6/30/92 4.31% 20 years
made during FY 93

Seward Dairy Hill 769021 $40,000 11/23/92 4.75% 20 years
Juneau Belt Press 445011 $255,501 10/9/92 4.64% 15 years
Juneau Back Loop Sewer 445021 $1,620,500 2/2/93 4.56% 10 years
Anchorage PI. Woronzof 127041 $2,443,128 4/26/93 4.24% 20 years
Juneau Channel Drive 445031 $536,000 6/7/93 4.23% 10 years
made during FY 94

Sitka I& 703011 $2,000,000 8/17/93 4.04% 20 years
Juneau Goal Hill 445041 $166,000 12/23/93 4.05% 10 years
Bristol Bay Leader Creek 103011 $2,235,321 3/1/94 4.11% 20 years
made during FY 95

Craig Wastewater 265011 $1,000,000 9/14/94 4.45% 20 years
Anchorage Regional Landfill 127051 $10,062,000 12/2/94 4.74% <0 years
Anciiorage Girdwood Wastewater 127061 $2,500,000 4/24/95 4.17% 20 years
made during FY 96

Nome Solid Waste 627031 $2,000,000 7/19/95 3.99% 20 years
Ancliorago Eagle River TID 127071 $2,500,000 10/30/95 3.86% 20 years
Anchorage Miscellaneous Projects 127001 $3,015,000 1/12/96 3.74% 20 years



Municipality

Statewide
Anchorage
Yakutat

Bristol Bay

Klawock \

Municipality

DEC

Juneau

Kodiak

Bristol Bay Borough
Homer

Bristol Bay Borough
Anchorage

Alaska Clean Water Fund

Project List
July 6, 1995
Project Title Score

Amount

Projects to be Funded from Existing EPA Capitalization Grant

Planning and Design
Merrill Field Leachate Collection System

Wastewater Treatment Plant 85
King Salmon, Phase li 67
STP Upgrade and Int. 46

Alaska Clean Water Fund
Project List
July 6, 1995
Project Title Score

$614,287
$4,875,000
$200,000
$4,769,413
$1,500,000

Amount

Projects Seeking Funding from FFY 96/97 Capitalization Grant

Administrative Costs

Goat Hill Sewer Phase i 73
Wastewater Treatment Plant Project 70
Borough Landfill Expansion 69
East Trunk-STP to Lake Street 67
King Salmon Sewer Phase 67
Middle Fish Creek Trunk 65

$578,240
$770,000
$4,880,500
$285,000
$626,000
$1,576,265
$3,000,000

Cumulative

$614,287
$5,489,287
$5,689,287
$10,458,700
$11,958,700

Cumulative

$578,240
$1,348,240
$6,228,740
$6,513,740
$7,139,740
$8,716,005
$11,716,005



Municipality

Craig
Unalaska
Anchorage
Nome Joint Utility
Valdez
Petersburg
Petersburg
Fairbanks
North Slope
North Slope
North Slope
North Slope
Fairbanks
Unalaska
Unalaska
Anchorage
Dillingham
Dillingham
Dillingham
Sand Point
Fairbanks
North Pole
Fairbanks
Fairbanks
Fairbanks

Alaska Clean Water Fund
Project Planning List

Project Title

Wastewater Plant Reconstruction

Solid Waste Facility, Phase |

C-5-7 Trunk R&R

Wooden Utilidor Upgrade

Robe River Subdivision Sewer Interceptor
Scow Bay Sewer Extension, Final Phase
Sludge De-watering Facility
Wastewater Sludge Disposal

Anaktuvuk Pass Sewer

Point Hope Sewer Project

Point Lay Sewer Project

Wainwright Sewer Project

Ft. Wainwright Interceptor Rehabilitation
Wastewater Secondary Treatment
Primary Wastewater Treatment Facility
Pt. Woronzof Incinerator

Northeastern Townsile Sewer

Area 5 Phase 1& I

Area 4 Phase l&ll

Harbor Sewer Extension

Van Horn & South Cushman Sewer
Highway Park/Badger-1 lursl Sewer
International Industrial Ave. Sewer, Ext.
E.M. Jones Sewer Extension, Phase 1
Industrial Park Sewer Ext.

July 6, 1995

Score

66
66
65
63
54
54
53
47
47
47
47
47
47
46
46
42
37
37
34
34
33
29
29
29
29

Amount

$4,000,000
$3,500,000
$3,000,000
$2,000,000
$5,024,900
$2,064,000
$1,115,000
$9,500,000
$3,000,000
$3,000,000
$3,000,000
$3,000,000

$800,000
$9,000,000
$7,500,000
$6,000,000

$898,976
$1,390,505
$2,011,280

$300,000

$900,000
$2,850,000

$850,000
$2,600,000

$850,000

Cumulative

$4,000,000

$7,500,000
$10,500,000
$12,500,000
$17,524,900
$19,588,900
$20,703,900
$30,203,900
$33,203,900
$36,203,900
$39,203,900
$42,203,900
$43,003,900
$52,003,900
$59,503,900
$65,503,900
$66,402,876
$67,793,381
$69,804,661
$70,104,661
$71,004,661
$73,854,661
$74,704,661
$77,304,661
$78,154,661
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***®" ORDER SUMMARY ****

SPONSOR: HRES HOUSE RESOURCES CHAIRS: GREEN

PURPOSE: PUB PUBLIC HEARING LEGISLATIVE WILLIAMS

CONTACT: JEFF OR GARY TEL#: (907)465-4846

CHAIRING SITE: JUNEAU CAPITOL CAP124

TOLL FREE: (700)222-1000 DIAL-UP: L10:(800)478-9908

SPONSOR REMARKS(PUB): TESTIMONY:Y ALLOWED
TESTIMONY WILL BE TAKEN WITH A 3 MINUTE LIMIT.
SEE COMMITTEE SCHEDULE 1IN BASIS

SPONSOR REMARKS(LI10): BACKUP MATERIAL:Y MEETING
OTHER SITES MAY ADD THRU THE JNU LIO

BACK-UP = NOM BACK-UP FAXED 3/19

TCN REQUESTED ON 03/20/96 AND HAS 3 UPDATES

E k] AGENDA *kkk

1 HB 388 AREAWIDE OIL & GAS LEASING

2 HB 401 REVENUE BONDS: WATER & WASTE PROJECTS

*A
**_7 PARTICIPATING LIOS "

IN PROGPESS:N

3 MINUTE LIMIT

MAX. SITES:10

ANC ANCHORAGE 716 W 4TH, #200 LOCATION STAFF
* JNU JUNEAU CAPITOL CAP124 LOCATION STAFF
NOM NOME FRONT STREET LOCATION STAFF
PARTICIPANTS I N:ANCHORAGE ANC
1 PAT FOLEY AOGA TSFY. HB 388
BOX 100360/ARCO AK / .NCHORAGE AK 99510 (907)265-6243
2 BRAD PENN MARATHON OIL CO TSFY. HB 388
PO BOX 196168 ANCHORAGE AK 99519 (907)564-6428
3 KEN BOYD DIV 0&G TSFY. HB 388
3601 C ST ANCHORAGE AK 99503 (907)269-8800
A LEE SHARP ADEC TSFY. HB 401
429 L ST, STE 400 ANCHORAGE AK 99501 (907)276-1969
¢ DIANA BENNETT awwu TSFY. HB 401
3000 ARCTIC BLVD ANCHORAGE AK 99503 (907)786-5623
6 STEVEN PORTER ARCO OBSV. HB 388
PO BOX 100360 ANCHORAGE AK 99501 (907)265-6329
7 TO OBSERVE OBSV. ALL ITEMS
6 TO OBSERVE OBSV. ALL ITEMS
PARTICIPANTS IN:JUNEAU JNU
1 TO OBSERVE OBSV. ALL ITEMS
2 TO OBSERVE OBSV. ALL ITEMS
3 TO OBSERVE OBSV. ALL ITEMS
4 TO OBSERVE OBSV. ALL ITEMS
5 TO OBSERVE OBSV. ALL ITEMS
6 TO OBSERVE OBSV. ALL ITEMS
7 TO OBSERVE OBSV. ALL ITEMS
8 TO OBSERVE OBSV. ALL ITEMS
9 TO OBSERVE OBSV. ALL ITEMS
1C TO OBSERVE OBSV. ALL ITEMS
11 TO OBSERVE OBSV. ALL ITEMS
12 TO OBSERVE OBSV. ALL ITEMS



LTN1100-RO1

LEGISLATIVE TELECONFERENCE NETWORK

03/28/96
TCNm 60571 DATE & TIME: 03/20/96 08:00 TO 10:00 STATUS:?

PARTICIPANTS IN:JUNEAU JNU

13 TO OBSERVE OBSV. ALL
14 TO OBSERVE OBSV. ALL
15 TO OBSERVE 0OBSV. ALL
16 TO OBSERVE OBSV. ALL
17 TO OBSERVE OBSV. ALL
18 TO OBSERVE OBSV. ALL
19 TO OBSERVE OBSV. ALL
20 TO OBSERVE OBSV. ALL
21 TO TESTIFY TSFY. ALL
22 TO TESTIFY TSFY. ALL
23 TO TESTIFY TSFY. ALL
24 TO TESTIFY TSFY. ALL
25 TO TESTIFY TSFY. ALL
26 TO TESTIFY TSFY. ALL
27 TO TESTIFY TSFY. ALL
28 TO TESTIFY TSFY. ALL
29 TO TESTIFY TSFY. ALL
30 TO TESTIFY TSFY. ALL
PARTICIPANTS [IN:NOME NOM

1 MRS. BERDA WILLSON NJU TSFY. HB

BOX 70 NOME

***¢ SCHEDULING NOTES ****
JEFF CALLED 031996 TO CHANGE AGENDA-SJR39 DROPPED-HB388 ADDED-OFFNET DROPPED

*xpx UPDATES ****

01
02
03
03
03

03718/96 12:52:21
03/19/96 15:06:08
03/19/96 17:49:43
03/719/96 17:49:44
03/19/96 17:49:45

ANNOUNCING TELECONFERENCE

NOME

OFFNET 1

ADDED HB388
DROPPED SJR 39

ADDED ON
DROPPED

PAGE
15:32:18

STATS.

ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS
ITEMS

401

IN

AK 99762 (907)443-5288

02



COMMITTEE:

HOUSE RESOURCES
DATE: MARCH 20, 1996

Official BueineM

PLEASE PRINT!
NAIVIE ADDRESS (MAILING) & (ZIP)

X' (0*7 % (n <7 "A < 77 A /6»

Subject of meeting:

HB 388 - AREAWIDE OIL & GAS LEASING

PHONE

-V I/T7TU

REPRESENTING

Al2.

DO YOU WANT
TO TESTIFY?
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CSFOR HOUSE BILL NO. 406( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINETEENTH LEGISLATURE - SECOND SESSION

BY

Offered:
Referred:

Sponsor(s): REPRESENTATIVE WILLIAMS

A BILL
FOR AN ACT ENTITLED

"An Act relating to waste and use of salmon; and providing for an effective

date."

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

* Section 1. AS 16.05.060 is amended by adding a new subsection to read:
(d) The commissioner may by emergency order suspend or otherwise limit
operations authorized to discard pink salmon or chum salmon carcasses under a permit
issued under AS 16.30.060.
* Sec. 2. AS 16.30 is amended by adding new sections to read:
ARTICLE 2. USE AND WASTE OF SALMON.
Sec. 16.30.050. WASTE OF SALMON, (a) A person may not intentionally,
knowingly, or with reckless disregard for the consequences waste salmon.,
(b) This section does not apply to
(1) salmon from which milt or eggs are extracted under a permit issued

under AS 16.10.400 for lawful use as brood stock:

-1- CSHB 406( )
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(2) activities lawfully conducted under a permit issued under
AS 16.30.060.

(c) A person who violates this section is guilty of a class A misdemeanor.
(d) In this section,

(1) "flesh" means all muscular body tissue surrounding the skeleton;

(2) "person” has the meaning given in AS 01.10.060 and includes a
joint venture; "person” does not include the state or federal government;

(3) "waste" means the failure to use or sell the flesh of a salmon for
human consumption, production of food for domestic animals, scientific purposes,
display purposes, educational purposes, or other uses authorized by the commissioner
under AS 16.30.060; "waste" does not include

(A) normal inadvertent loss of flesh that cannot be prevente

by practical means; or

(B) failure to use or sell spoiled, diseased, or contaminated

salmon flesh, unless the spoilage or contamination occurs as the consequence

of an intentional, knowing, or recldess act.

Sec. 16.30.060. USE OF HATCHERY PINK AND CHUM SALMON, (a)
Notwithstanding AS 16.30.050, a person who holds a hatchery permit issued under
AS 16.10.400 or a salmon limited entry or interim-use permit issued under AS 16.43
may remove and sell eggs from, and discard the carcasses of, certain pink salmon or
chum salmon, if the person has received a permit under this section. The
commissioner may adopt regulations to implement this section.

(b) The commissioner shall issue a permit to a person who holds a hatchery
permit issued under AS 16.10.400 or a salmon limited entry or interim-use permit
under AS 16.43 and who applies for the permit in writing. The permit authorizes the
permittee to discard the carcasses of pink salmon or chum salmon that

(1) originated from a hatchery;

(2) are harvested by the permittee in a hatchery terminal area, hatchery
special harvest area, or hatchery remote release site;

(3) have matured to the extent that the flesh cannot be sold or marketed

profitably; and

CSHB 406( ) -2-
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(4) cannot be reasonably put to another lawful use at the hatchery or
point of landing; and
(5) cannot Dbe given away despite reasonable efforts to doso.

(c) Before disposing of pink salmon or chum salmon under the permit, the
permittee shall offer the salmon, free of charge, to food banks or to the public. A
permittee shall provide timely notice of the availability of the salmon to food banks
and the public and allow a reasonable time for the salmon to be collected by a food
bank or the public before disposing of the salmon. A permittee is not required under
this subsection to

(1) transport the salmon to a location other than
(A) the permittee's normal place of business; or
(B) a point of landing in the vicinity of the place where the
salmon are harvested; or
(2) preserve or process the salmon.
(d) A permittee shall
(1) maintain detailed records of
(A) salmon offered to food banks and to the public;
(B) salmon that are discarded under the permit;
(C) all attempts to sell or market salmon that are discarded
under this section; and
(2) before December 15 of each year, submit a written report containing
information maintained under this subsection and other information that may be
required by the commissioner by regulation.

(e) Information submitted to the department under this section is a public
document. Records maintained under (d) of this section are subject to inspection by
the department, the Department of Public Safety, or the Department of Environmental
Conservation.

(0 A permittee may not discard pink salmon or chum salmon under this
section except as provided by the commissioner, if the commissioner suspends or
otherwise limits operations under the permit by emergency order under AS 16.05.060.

(g) If the commissioner determines that the operation of a permittee is not in

-3- CSHB 406( )

N ew Text Underlined [DELETED TEXT BRACKETED]



o (e =) -~ [ep) o ~ @ [ ] —

NI\JI\)I\)I\)l—\|—\H|_\|_\|_\|_\|_\|_\|_\

WORK DRAFT WORK DRAFT WORK DRAFT

compliance with this section, the commissioner may suspend or limit the operation of
the permittee under this section. The operation of a permittee is not in complniance
with this section if the permittee has

(1) not made reasonable efforts to give salmon to food banks or the
public before discarding the salmon;

(2) failed to maintain records required under this section or submit a
report required under this section;

(3) falsified information in records or reports required by this section;

o
(4) discarded salmon in a manner inconsistent with state, federal, or

municipal law.

(h) Pink salmon and chum salmon subject to disposal under this section may
be sold and used for bait in a commercial, personal use, or subsistence fishery to the
extent otherwise allowed by law.

(i) A person who intentionally, knowingly, or with reckless disregard for the
consequences violates this section or a regulation or emergency order adopted under
this section is guilty of a class A misdemeanor.

* Sec. 3. TRANSITION; REGULATIONS. The commissioner of fish and game may
proceed to adopt regulations to implement the provisions of AS 16.30.050 and 16.30.060,
added by sec. 2 of this Act. The regulations take effect under AS 44.62 (Administrative
Procedure Act) but not before the effective date of sec. 2 of this Act.

* Sec. 4. AS 16.05.831 is repealed.

* Sec. 5. Sections 1, 2, and 4 of this Act take effect Januaiy 1, 1997,

* Sec. 6. Section 3 of this Act takes effect immediately under AS 01.10.070(c).

CSHB 406( ) -4-
N



Committees: Alaska State Legislature

RESOLI0ES

Iman

Gtk P |
Transportation mﬁ%“ !

Rules 2@ zg?

Ol & Gas Representative William K. Williams

SPONSOR STATEMENT
House Bill 406
Committee Substitute

THEHEAVY ROE BILL

Commercial salmon fishermen and hatchery operators are undergoing tremendous
economic strain. The facilities producing pink and chum salmon are struggling to meet
financial obligations. House Bill 406 will allow some measure ofrelief and provide for
utilization ofroe from pink and chum salmon that might otherwise reap no economic return

for those who have paid the costs of rearing the fish.

Hatchery pinks and chums are paid for by commercial fishermen through either a 2% or
3% tax on the gross value of a fisherman's harvest. These fish are made available to the
common property fishery for harvest opportunity. Hatcheries har/est a portion of these
fish at terminal areas for cost recovery purposes. In addition, fishermen harvest these fish
in terminal areas. Sometimes the fish have deteriorated to a point where the flesh cannot be
marketed profitably. These returning fish do not enter streams for purposes of
propagation. If they are not harvested, they die and rot in terminal areas. House Bill 406

provides for a better utilization of these hatchery fish.

Committee Substitute for House Bill 406 clarifies in statute the authorized uses for hatchery
pink and chum salmon. The bill will allow both hatcheries and salmon limited entry permit

holders to remove and sell eggs and to discard carcasses under certain conditions.
The pink and chum salmon must have originated from a hatchery; be harvested in a

designated area; have matured to the point that their flesh cannot be marketed profitably and

cannot be put to any other lawful use at the hatchery site or be given away.

Mo o Keidhiken + MyesCuck + S



House Bill 406 will assist fishermen and hatchery operators as they move through this
difficult transition to the future. House Bill 406 should not be viewed any differently than
other incentives and assistance rendered by the legislature to struggling industries.



United Southeast Alaska Qillnetters Association.

As many of you know, falling fish prices is causing a tremendous strain on
the families of our fishermen. Over the last few years, some gillnetters
have been taking eggs from fish in terminal harvest areas to sell on the

very lucrative roe market.

For the past few years our fishermen, who have their processing permits,
have taken roe in terminal harvest areas. Now our fishermen are being
told they can no longer do this. Why? Because processors don’t like the

competition and THEY have the attention of our administration.

Since January we have tried to work with this administration to find a
solution. They have continually refused to cooperate by not allowing the
gillnet fleet any representation. They put together a committee and had a
ROE MEETING in Anchorage. Even though Southeast Gillnetters have
been involved in the taking of roe, none were asked to serve on this
committee. Even after several calls to the administration to get a Southeast
gillnetter on the committee, none were appointed. Instead a Southeast
troller, with no “roe” experience and a Kodiak seiner, also with no roe
expierence, were asked to sit on the committee. Our organization then
flew two gillnetters up to the meeting so that we could have a voice before

the committee. As we expected, no agreements were reached at the



meeting and another was scheduled for mid-February. Because a member
of the committee was unable to make the February meeting, we asked the
Department to replace that member with one of the Southeast gillnetters
who attended the first meeting. After several calls to the Governor’s office

and the Department, they relented and allowed us to have a participant.

Prior to the first meeting of the committee, and after we asked the
Governor’'s office for representation on the committee, we asked Rep.
Williams to sponsor legislation that would allow our fishermen to be able
to take roe in terminal harvest areas. We advised the Governor’s office
that we were doing this and we were asked by them if we would not ask for
a hearing until after the committee had met. Tnis administration has
dragged this process out until now, at which time they are attempting to
slip in regulations which entirely exclude the fishermen. This is contrary
to what was said at the committee meetings. The administration said that if
no consensus could be reached, then status quo would prevail...our

fishermen would be allowed to take roe in terminal harvest areas.

Now they are going back on their word.

Since the second and final committee meeting in February, we have been

waiting patiently for this administration to come up with its final report on

the meeting. Since there was no consensus on how to tackle this issue, we



were surprised to find out the administration was going to pass regulations

which did not allow our fishermen to take roe from terminal harvest areas.

We contacted the administration and offered to work with them to find a
solution we all could live with, but to no avail. We told them that there
was no market for a majority of the fish in the terminal harvest areas. In
fact most processors don’t buy those fish because of their dark color.
However, unce the fishermen paid 3% of their gross for these fish, they

should be allowed to harvest them. -«

We also asked the administration if they could review the provision in two
or three years to give us a chance to find a market for the dark fish. This
way our fishermen can continue to utilize the fish they pay for to the best

of their ability.

Thank you for giving me the opportunity to testify. | would be happy to

answer any questions you might have.



Southern SoutheastReglonaIAquacultureAssomatlon Inc.

2721 Tongass Avenue
Ketchikan, Alaska 99901
Phone: (907)225-9605
Fax:(907)225-1348

February 23, 1996

todneajoo fen

Representative Bill Williams
Alaska State Legislature
Room 128

State Capital

Juneau, Alaska 99801-1181

Dear Representative Williams:

You recently introduced H.B. 406 relating to the removal of roe from hatchery produced
salmon. | believe you are aware of the task group appointed by the Governor to determine
if a consensus could be reached on this issue because of concerns of wanton waste of salmon.
Iwas a member of this task group and we met for four days in Anchorage, two days in January

and two days in February.

Nothing of substance came from the task group because a consensus could not be reached
over the waste issue. Most people were not aware of how hatcheries operate and the controls
already in place. Many people approached this as an allocative issue and not as a waste issue.
Consequently, no agreement could be reached, even roe from salmon carcases after they are
spawned at the hatchery. They took the extreme position that every fish should be used, no
matter the condition of the fish, the cost of processing them, or whether a market existed or
not. A lot of hatchery bashing occurred.

There is a strong anti-hatchery sentiment in some areas of the state. | believe that proceeding
with H.B. 406 at this time will only strengthen the anti-hatchery feelings and much
controversy will occur. We do not need H.B. 406 to operate and | believe that it would be

better to set this aside for now.

I do, however, have some serious concerns and we need to be careful of any legislation that
the administration may propose as a result of the task group. The main point of contention
of the task group was inclusion of any statutory language which would give the commissioner
authority to grant exemptions to the wanton waste statutes. | strongly believe that statutory
authority to grant exemptions is essential. The extreme position of no exemptions cannot be
allowed. Forcing hatchery operators, fishermen, or processors to market fish no matter their
condition, cost to process, or market value is not acceptable.
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lalso do not believe that extracting the valuable portions of the fish (eggs) and discarding
carcase is justifiable as a general practice. The situations for roe extraction should be very
limited, such as special harvest areas where no wild fish are present and there is limited or no
natural spawning areas. This can be addressed through regulation, but statutory authority is
needed to assure these situations can be exempted.

The State of Alaska has invested in the hatchery program and commercial fishermen have
invested via their 3% enhancement tax. Market conditions are so poor, at present, that
processors either do not buy fish from fishermen or they pay an extremely low price.
Processors treat hatchery bids the same. This forces hatcheries to harvest excessive numbers
of fish to meet financial goals and fishermen do not receive a fair return from their investment
in tine hatchery program. However, there is a high value to the eggs. The fish are near death
and the quality is poor. They will be "wasted" if ihey die and rot with the eggs in them. The
roe value should be recovered without forcing anyone to market tine carcase. This will increase
the financial return to bodi fishermen and the hatcheries. Processors would also benefit from
not processing and selling fish at below cost and they could pay fishermen and hatcheries more
for the fish (eggs) they purchase. This also helps remove the glut of fish on the market
especially low value salmon which only further depress the market. Is this not die best solution

for everyone??

I urge you to be aware of any legislative action which would not allow exemptions from the
waste statutes. Exemptions must be allowed for the benefit of everyone. Of primary
importance is to not confuse the waste issue of the factory trawlers, who dump high quality
fish flesh, to a salmon near death which is of very low quality.

Sincerely,

Donald F. Amend
General Manager

cc: Senator Taylor
Ray Gillespie

26/14
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1995 Salmon Roe Sales from PNP Hatcheries

1
Lbs of Roe

Value

Pounds of Roe and Value

PNP Operator

DIPAC
VFDA
AA
SSRAA
NSRAA
PWSAC

DIPAC
VFDA
AA
SSRAA
NSRAA
PWSAC

Fish Harvested in 1995

DIPAC
VFDA
AA
SSRAA
NSRAA
PWSAC

Species
Pink Chum Coho
65,004 569,707 66,114
$226,014 $2,823,702 $323,270
Pink Value Chum
14,377 $51,458 17,995
42,134 $150,875 6,204
590 $1,947 1,597
473,696
36,399
7,903 $21,734 33,016
65,004 $226,014 569,707
Carcass Disposal (associated with roe sales)
Pink Chum Coho
26,810 17,714 4,864
76,964 6,184 13,499
3,629 1,427
8,909
32,368 5,625
16,243 31,833
123,646 98,435 23,988
Pink Chum Coho
267,880 9,675
2,529,931 1,256 8,093
44,500
941,571 23,080
309,400 180,855
2,551,032 230,299 5,152
5.000,963 1,794,906 226,855

Chinook
5,585
$20,670

Value

$88,314
$30,426
$7,213
$2,350,000
$170,668
$169,080
$2,823,702

Chinook
545

1,244
181
1,970

Chinook

1,109
21,525
710
23,344

Sockeye
6,000
$33,639

Coho

5,469
23,243

20,608
8,151

643
66,114

Sockeye

Sockeye

7,258

62,782
70,040

Total
712,410
$3,427,294

Value

$25,106
$102,669

$160,386
$32,573
$2,536
$323,270

3500000
3000000
2500000
2000000
1500000

1000000

500000

Chinook

1,817

3,145
623
5,585

Value

$5,907

$14,763

$20,670

Sockeye  Value

6,000 $33,639

6,000 $33,639

Hatchery Roe Sales
Preliminary Dala for 1995

0 Pink ChumU (I)hol’ Chinook  Sock»y» |Vota|

ILbs of Roen Value



*QOverview of the
Alaska Chum Roe and Dark Chum Markets

by
Donald F. Amend, General Ma *ager
Southern Southeast Regional Aquaculture Association, Inc.

Gunnar Knapp, professor of Economics, gave a paper on "Perspectives on the Value of Alaska
Salmon Roe" at the January 16, 1996 meeting in Anchorage which reviewed the salmon
waste law and policies on the sale of salmon roe. His data showed that chum roe production
was a distant third behind sockeye and pink salmon roe. However, the chum roe value was
second to sockeye roe value because the roe yield on chum and die average chum roe prices
were the highest of all species. Because of the high chum roe yield and price, chum roe value
was die highest percentage of processors total roe sales, ex-vessel value, and average value per
round pound harvested. Furthermore, the average wholesale chum price was declining faster
than the average chum roe price; therefore the whole sale value of chum roe was more than
70% of the ex-vessel value and this percentage is increasing.

The Chum Roe Market

The primary market for salmon roe is Japan. Most salmon roe is made into Sujiko (caviar in
the skein), but most of the chum roe is made into Ikura (single egg caviar). As chum salmon
mature, the percent yield and egg recovery increases. The roe yield averages 3.5% in most
commercial fisheries, but in terminal areas at the end of the run, the yield can average over
10 percent. The skeins are "rubbed" through screens to make lkura. The recovery is low in
immature roe, but can average near 80% in mature roe. Consequently, chum roe value
increases in terminal areas at the end of the run. The flesh value of these chum is very low
because they have dark skin and pale meat, therefore, over 400% of the ex-vessel value is in

the roe.
Processors Roe Market

Ikura is sold mainly in Japan and the market is growing in Nordi America and Europe. Most
processors have preseason contracts with Japanese trading companies for all their roe
production. The Japanese send technicians to work direcdy in the processing plant in space
provided by die processor. The processor typically receives a contract price for the finished
product, but die egg agreement can vary among the processor and/or the parent Japanese
Company. In 1995 finished lkura to U.S. Companies averaged about $10.50 per pound.

Independent Roe Buyers

There are also buyers of just roe; Cassack Caviar, Franco Fish Products, and Northern Keta
Caviar are examples. These companies buy roe from small processors who do not have the
volumes of justify having Japanese technicians. They also buy from native fishermen,
commercial fishermen, and from hatchery operations. Cassack Caviar does little marketing In
Japan and their markets are Europe and North America. About 15% is made Into bait and
85% for human consumption. Franco has a Japanese market, but also sells Into Europe and
North America. He also has a bait market.



The roe buyers purchase the eggsvbased on a "green" egg price. The eggs are taken from, the
fish, rinsed in a mild salt solution, and air shipped directly to the buyer. The typical buyer will
purchase green eggs and pay all shipping costs. They will also provide the buckets for
shipment. The eggs are then made info bait, Sujiko, Ikura and sold as finished products.

_Roe Value

The value of the green roe depends on the quality. Ifnot properly refrigerated or if held too
long, the value is decreased or they may be rejected. Also, roe can be too mature. As eggs
develop and begin to drop from the skein (eggs sac) just prior to spawning, they develop a
"hard shell.” Hard shell eggs leave a residue in the mouth when eaten and, therefore, are less
desirable and less valuable. The most valuable roe is from chum just prjor to spawning before
the eggs loosen in the skeins, if they are extracted from the fish, kept cool, and processed
within a few hours after death. Also, the finished roe must be properly processed,
refrigerated, and reach the market in good condition.

Roe Prices

The green egg price varies according to market conditions, and where the eggs are purchased.
Because most are sold in Japan, the Japanese market sets the price. In 1992 a low chum run
returned to Japan and this drove the 1993 prices to a record high level. The Japanese
wholesale price was over $28 per pound for number one chum Ikura and the North America
green egg price was close to $9.00/Ib. However, the Japanese chum run was high in 1993
ano the price dropped to about $16.00/Ib. and the green egg price dropped to under
$6.00/lb. In 1994 another large Japanese chum run occurred and there was a large roe
inventory gobg into the 1995 season. The Japanese "dumped" the 1994 inventory onto the
"market just as the 1995 season started and this kept prices down. Typically roe prices are high

‘ at the beginning of the season because fresh Alaska roe get to the market before the Japanese
roe. However, this did not occur in 1995.

Despite the weakened lkura market in 1995, egg buyers still purchased green roe at $5.50
to $6.00 per pound in S.E. Alaska. They were able to maintain prices because their markets
did not depend entirely on Japanese sales. The Japanese buyers reduced prices slightly but the
price was still good in relation to the price of the flesh. The current Tokyo wholesale price for
No. 1 Alaska Ikura averages 3000 yen/kg and the exchange rate is about 106 yen to the
dollar for a wholesale price of about $13.00 per pound. Future roe prices will vary according
to the yen-dollar exchange rate and the abundance of roe produced in Japan.

Future Roe Markets

The Japanese roe companies are saying that salmon roe consumption is still expanding in
Japan, especially Ikura. Salmon roe consumption worldwide is also expanding and the most
desired product is Ikura. Because chum salmon roe makes the best Ikura and other species roe
is mainly made into Sujiko, the Ikura market is expected to remain relatively strong compared

to fish prices. NS ISanareain whidhthe farmedsalnon are not able to compete.
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Chum prices and roe prices are driven by work market conditions. Farmed salmon now
control the salmon market and the price of Alaska salmon follow the farmed salmon prices.
In 1995 Alaska broke an all time statewide harvest of over 200 million salmon. The 1995
farmed salmon production exceeded the entire State of Alaska production. Ifeveryhatdlery
V\%dﬁﬁd, it V\Duldnotmvearvlrrpa(im worldsalnon orroepn'ces. In fact, the entire
state harvest of salmon could be eliminated, and in 4 to 5 years it would be replaced by
farmed salmon. We can expect a continued high abundance of salmon into the near future.

Exemptions to the Waste Laws

No one should be allowed to waste salmon, but exemptions are needed. Dark skin, pale meat
chum have a low or no market value. Part of the over abundance problem could be solved by
discarding the dark chum with soft meat. However, these fish would still have a high egg value.
Therefore, exemptions to the waste laws to allow discarding of the poor quality chum and
harvesting the eggs should be allowed and this should include processors, catcher processors,
and hatchery operators. The exemptions can be very specific and limited, but the
commissioner should have the flexibility to make the exemptions apply to cover a variety of
situations that exist statewide.

Fishers - Processors

Fishermen (catcher processors) are independent businessmen. They should be allowed to sell
their catch to any processor they choose. Maximizing their economic return should be as
.important to them as any other business. Extracting roe from fish should be allowed, but
exemptions from the waste laws would have to be restricted to limited areas and conditions.
This is especially true in regions where fishermen pay an enhancement tax and they have an
ownership in the fish. Special Harvest Areas exist where fish return specifically for commercial
fishermen to catch, there is no natural spawning opportunity, and the fish must be harvested
to prevent wastage and straying.

Unfounded Hatcherv Criticism

The criticism that Alaska fish hatcheries are over producing chum and, therefore eroding the
fish and roe market is unfounded. The volume produced is insignificant compared to world
production. Except for a few niche markets, there is no impact. Unfortunately, any attempt
to cut back local production will encourage expansion elsewhere. Itis not helpful to single out
Alaska hatcheries because they are an easy target. What the real problem is that there are too
many salmon for today's market and this is being driven by the worldwide farmed salmon
production. Whether we like it or not, the farmed salmon are here to stay and we are better
served by addressing the real issue of expanding the market and increasing demand. It does
no one any service by placing blame on someone else.

15/13C
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HOEVER wrote “deja-w rules OK? deja-w rules OK? ” inan
nending sequence dl over avall was probebly thirking of the
mregian salmon marketing dilemma.

After pious pledges to act regasibly, gotimistic announce-
tetsofsalesto theFar Esst, edless propositions tocontrol mar-
etirg, herewe are, back 1o the sittation of two years ago, with
\er- ion rampant, prices down, recrimination from
aotlad, and the Irish Government reguesting the inposition of
linimum import pricss.

On the HtiE, one Btempted toaskwhat would have happened

tte Irishhad not acted, since our own Government adopted its
amiliar posture of seemingly standing back from European
molvementwhen tre protestatiasvere lodsst.

The anlly difference between this oocasion and the kst gopears

0 be in the scalle of tomnage inolved. The Norwegian irdustry
eems doggedly st on a production-led course t&king it eer
tiger realms of absurd datisticswhere the possible destruction
TH0millionsmolts can be regardedwirth equanimity and the goel
orthe mi Hlennium seems to be production ofamillion tomes of
salmon as some sort of celdoration, recardless ofwhether ttere B
anymarket for them.

Irically, the present aisiscomes justwhen the tice ofoppor-
tunity forfish farming sflovingmore stragly than ever before.

At Estitsbecoming universal ly recognised thetwi ld fishstods
ark a finite rescurce which cannot be torever plundered, and ttet
the anly way to expand fishproduction sby propegation.

UT- near news ot a 1,UlJ tonne order m bootiand tor upig-
memed salmon, presunably destined to take itsplace alagsice
vhite fishon retail skas.

Thismust be theway fornard, maximising evervmarket oppor-
tunity, competing at every led Tara larter share of the market.
Ana trere could scarcely be a better time forthat than now, when
aprime conmodity like beef Bforoad to mention salmon in s
aerts.

There will always be aplace fora premium product, but there
BNo room toscom salesof*‘ordinary™fid. The bighattie, tocon-
vinee the public that fanned fish snot inferiar- indeed, may be
Sperior - towild fish, was won long ap.

Those few bigoted “purist’’ defs who make subjective state-
ments about the speriority ofwild fish, show ttelir ignorance and
would be hard put to demonstrate treir clains inablind res.

Tne industrysapproach tomarketing i infinitelymore profes-
siaal then itonce wes, and the anareness of qality aattrol B
commendable, but itmust always beware ofaloofattituoes towhat

itthinks the consumer wants.

Per head consumption ofsalmon intheU K il runs atpitifully
lov ledlscompared with some counttries, not necsssarillybecause
they have a stronger fish eating tradirtion.. it isan area for study.

Mearmhi le, the ridiaulos spectecle ofthe Norwegian industry
periadical ly absorbing \est qentities of Inestodk, like adog eat-
gﬁ? itsown i, must be halted by better plaming, free of =i

usian,

Glls for a long-term solution must be tumed into realistic,
intematical action, or salmon producers are going to fird them-
sheswithout avisile, profitzble, indstry, justwhen theworld
needs i
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Withthe gap created by over-exploitation in 70 percentofworld fisheries, the challenge for
farmersisnotover-production butadjusting theirmarketviewpoint,suggests Dr MARTIN JAFFA

IN hismessage 1o the 1994 Soottish Fish
Fanning Corference, Raymond Robertson
MP, Minister far FAderies im Sootdad,
elmlragedci\ﬂsuﬁcanmvwmln—ﬁmrds—
try. He said thet new gpeciies of farmed fin-
Tish, such as hallibut, must be brought on.

Mr Rabertson should be cogratulated
for his faith in the industry and hiss recogni-
tin of tre need for dvasifiaiion. This B
Seen as essiial o remove the dependence
on salmon farming, which some claim B
oer-proicing. Farming ofother gecies B
therefore seen asaway of regaiining margin
lost through the unrestrained expansiion of
tesalmon i

Honever, there Bamuch more inportant
reasmvvhy theagueculture indstry should
dnasify. A reot UN rgporches indicatsd
that 70 per cent of comrercial fideriesare
now oer-eplortad onery dliose tobeing .
This means thet trerewilll be an Inaressig
dortfall infishforhuman consumption.

Declining catdhes from comrercial fid
eries give Tish farmers tre goportunity t©
provice an altermathve source of feh
Emphasiis must therefore be placed on tre
development of farmed derersal gecies,

Iy those whilch can be produced in
volume tosuyply tre mass narkets.

Inesticatia s into the potential for farm-
ing marine fish are rot new. Research in
Europe dates back oer 100 years, while
elsanhere inttevorld, edarsivemarine fish
Tarming has been practised forcanturiies.

More recnt attenpts at intesivemarine
Tillming have spanned tie L35 years. The
drivirg foree behind tte work being tte
White FishAuthority, and ilscurrent incar-
retian, Ssafish. The fastendeavours vere
directed at plaice, which was seen as beirng
sigficnt intre trediticel markets farfeh
However, these idntahatette
O e b o s

ow price
achieved in trenarketplace.

To meximise pofithility, re-
search turmed o die Dover Sole, atthe other
extrare of tte market. Unforturately, this
Tfichwas so difficdt togrow incptivity thet
triekswere abamed.g

Research then tumed to another goecies
withaperceived highvalle: tutot. This fish
was icntifiedasonewhich couldbe farmed,
but beforeany camercial verture couldbe
esteblided, tterewere problems withvater

- The ool vaters around the
British Kdlesvere too oold far comercial
farming, although itwas a retive fid

Comercial turbot fams vwere trerefore
establided in Gllicia in Northerm Sain,
where they have become extrerely suooess-
. Honvever, the question of British water

1HTFBI’HILII’ES hes been raisd again with
inarest in faming this gecies
hae
Research moved on o relilut, another
gecies axsidered to have a high market
\alle. Halibut arc on tre point of commer-
calisstion, with tre first fammed  Helliut
being produced inNorway and a number of
trEl wits being establided in Soodad.
Hence, the encouragement given by Ray-
mond Robertson o halibut farming.
Interestirgly, such encouragement hes
notprompted arush toesteblishstard-alae
halibut farms, geerated by new etrants o
tre irdstry. Suely, thiswould be trecase if
halibut had shown sigificat comercial
potential, yetno hallibut farms have gopearad.

Trial units

Irsteed, a number of salmon farms have
estzblided trH uits. As partof tteir fve-
year strategy, Highlands and Islands Bnter-
prise have encouraged salmon farmers to
dnersify intohalsbut farming. Salmon farm-
asgppear toneed an altarmativeactivitydue
1o a aontinued, mistaken, perosgption tret
their indstry sover-prodLcing.

Acpinstabackground ofovar-eplortation
in70 percantofworld fidaies, canany fih
farming industry be over—producing?

The ansner depends on tre ionof
the fishproduced. Agquaculture takesone of
two foms; tre mjority of fsharegromn n
edasive alltue, primerily as a source of
food; the altermative E intasive altture of
high vallte secies, mainly far nonetary
cain, and B a more recat developrent.
Salmon Hll into thiscategory and areseenas
tre ardetypical suocessiul gcies.

The diffiaity farsalmon famers sttet
any expansion of production seemingly
davalues its luary imege. Soottish salmon
famers cancithercpitaliseon e lovmar-
ginrsand expand o, butatttesame
tire devalle tre image 0f1ha1'Eh, or they
canautback productionand forceup prics,
retainirg the luary imege.

Unfortunately, there snodoice. Salmon
famersarepartofan intermatiaal commu—
nity and any attenpt to aut back koAl pro-
ductionwillencourage eqeansionelsanhere.
Salmon farming must antinue toeqand.

This new image ofa lovmargin irdstry
hes reulted In the idea tret margiins can be
made by groving other types of fidh. Hence,
the encou o fam halibut. The
question Bahether farming hellibutcanpro-
vick the solution o lovnargins.

Folyaulture i commonplace in extarsive
pond farming. Salmon and hallibut would
seem lagical potential gecies far polyaul-
ture, with salmon swinming at tre aurface

and mid~water and halibut on the bottom.

Honever, such a scerario sunlikely, with
toElly ssarate groving fadlities under
developrent.

The e far sgarate growing systens B
stray. Insalmon faming, isolatianof indi-
vidal year diessss B necsssary 10 prevent
disseee, 0 famers are wlikely towant
mix gecies, eecially as previaus attenpts
arcomercial ventures have been disnupted
by serias dissese prablars.

Salmon famers are tterefore likely
have todavelopsgarateralibutfams. What,
then, Btte differae between such diversi-
ficatimby salmon famers and thegpparent
ladk of interest N s=ttirg up a stardaloe
unint?? ifindependent: businesses do not con-
sickr halibut farming koative, why should
salmon farmers?

Part of the eqplanation can be found ina
recant report produced by a fish industry
1ask1hre Theilr inesticgatian into the fidh

aies imstry and s markets advocated
caution about invohverent in fish famirg.
They s tat tte difficiities of the salmon
incLstry should sene s awaming egpinst
investment in other forms of agueculture.
The surprising agpect of this report s thet
tqoresantatives of Ssafish, the pianears of
marine fishfaming, formedakeypartofte
ek fae.

Why should thosewho havebeen involved
in leeding the way in marine fish farming,
urge caution ggpinst ilscomercialisatio?
The sinple fat B tet any attapts o
inoreese tre aaikhilityofa high value lu-
ury procLet, vl wemeblydebese isinece,
ad, more i

The problem forte |rdstry stet it
more fooused on production of fishwhich
arebeliessd tohave ahighmonetary renard,
then inestig ina fsh farwhich ttere B
mass market demand. That K, the Intesive
agueculture industry sproduction-ledwhen
itshould be market-led.

The indstry must terefore be dear
about why itshould want to farm fish lie
helibut. ks itforfiracial gain, or because it

The idaofsigi rercial renards B
spuned on by rgoorts of wholesale pricess
tpically at about £5.0Ib, compared with
salmon at around £1.3H1b. The
profit margin terefoe lodks extrarely
atvactive. But, such figuescan be mislead-

'%ne major retal store group

arratly
Hktp-of- , P halibut at
about £11/b - almost double wholesalle

prics, Vet loal fi regularly sup-
ply hellibc at £4.2/1b, Wilh some =llrg
Soottishhalibutas lovas £2. &1b. Whether
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A small but influential conference in Brussels reached few conclusions but did show the huge
gap between fisheries and fish farming, with many interesting statistics

THE enormous chasmwhich edstsbetween
the fideriesand farmingssctorswas brought
home atthe Brofishocorference lnoressig
Demand V. Diminishing Supply*, held dur-
irg November in Brissels. Orgenised by
AgraEurope incolldooratianwith FAO Euro-
pean Inlad ﬁﬂ’a’nesﬁd\ng@m&&m
tre conference was daired by Courtney
Hough, General Searetaryofthe Federation
ofEu Iture Producers.

The aim of this corference was o es=s
tre true wild fish stodk situatian and then
ewaluate ifEurope’s growing agueculture
indstry could ll the ggpos inyply. Wh3t
soon became diearwas thatthe development
of aguaculture o meet any dortfall Infish
Gitth, Brotyetan iIsse.

The idisuteble fact sthat stods ofwild
Tfeh are under threat. Poul Degnbol of the
Danish Irstitule for Fisheries Research
describad how most i stods are
eploited above treir maximum cgecity
and how sound management oF existirg
resouross s urgently required iftoal ool-
laq= Btobe prevented.

He made it dex tat fichig pressure
must be reduced toprotectmajor highvalue
stods. Yet, this pressure contiinues because
goverments sc tre fishirg indbstry as an
n‘tegal partoftheeconomywhichmustalso

DrStepfmCunnlnghamofCEMARE n
Portsmouth iliustratad the anflict between
tre protection of fish stods and the fishirg
comunitieswithan example fran Canada
where asidies, used tomaintain theviebil-
ityof tre indstry, rose toover Sl billion in
1991, afigrewhich ectually exceeded the
\alue ofthe landed catch 0fS919 million.

The removal of fishig\essels Btterefore
Sseen ssapraity. InNorway, farearmle, a
redLction Incgecity Briened asdieantyway
thet die fishirg industry can remain profit-
able, yetremove pressure from trefidhstods.

Torstein Hansen of the Norwegian Mini-
stry of Fiteries described a programme
inohing quotaes, licaes, and the sale or
scrgping of supIL;sh boats. Such pro-
grames, together with incressing co-opcr—
adon through the EU and other
interratical bodies including tte FAO and
OECD, coulddillaert the toal collgee of
fehstods.

Agpinst a background of declinirg fish
catdes, honever, the European demand far
Tfih cotinues © Inoreese. Spedkers des-
aribed tremarkets and theconsumer demand
on both a regical and ratiaal besis.

Charles Peder, managing director of
Belgian company Thallassa Seafoods sum-
marized the markets of Northem Europe
including the UK. British per GatA con-
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sunption 520 kgAear, with cod and had-
dock acoountiing for 50 per et oftte mar-
let. Sales of'salmon have pushed thisfEhto
third place, Changes within tre retail mar-
ketsmean tret 81 per cat offish isnow <old
throgh tte major sypermarkets, with
frazen prepared dides gainirg inressig

This campareswithGermany whichhesan
consurption of oy 15ActAcar. The
Germans relyon 85 per cat inports tosat—
=y teir needs which sfarawide rage of
=L Honever, in Germany, demand far
frazn fish Binoressing roidly.

As afehprooessor, Mr Pecher said thethe
sawan ecultureas tresaviaur ofthe seafood
market, buthewarmed tretany questiasof
price, which seemed to affect tre fih farm-
1rg ircLstry, shouldbe avoided by tredael-
opment of a vwell defired o te
market through the sale of value-acoked
prchcls a point re-efforosd e n tte

Consuners would dearty estmore fEh if

ereasilble ntreformtemarketwantad.

Could agecuture meet thisrequirarent?
Seven differet gecies vere reviened n

all, but three presantations summed up te

i Lars Liao, oftre Kon
didalysecosultacy, autlined trepoten
tH farsalmn

Mr Liabo™s foracest was that salmon pro-
ductionwould continue toexpand, risirgto
ar 1.2 million tonnes world-wide within
he next ten years. He exqpected the priceof
production to cortinue 1o #lll, making -
mon evxenmore attractive to the narkets.

Referringonly towhole salmon, Mr Liabo

saw lov prices and better gality bringing
330uten inoreese indemand fromJgpen, tte
US and tte EU. Other smaller marke :
would alsobe ceveloped.

The pressure on s, as producuon
axtinestoexand, WasaIS)hlgwl ightedby

John Steprenis of Selonda Aqueculture,
who disoussad the future farssabessand sa
bream, and by Sergio Devesa of Prodemar

FARMED TURBOT AS PERCENTAGE OF TOTAL
CONSUMPTION (CATCHES & FARMED)

POSSIBLE DEVELOPMENT

1,000 tons round weight

1990 1995

Japan 480 530
EU 245 300
us 140 250
Russia 100 130
Canada 60 70
Othermarkets 25 60
Total 1.050 1.400

This graph shows
the growing propt *
tion of cultured ti »
bot in Europe noted
by Sergio Devesa ol
Prodemar SA, Spain.
Production ton-
nages went from 50
tonnes in 1986 (101
from France and 40t
from Spain) to 2,912t
in 1995 (700t from
France and 2,0101
from Spaln)W|th the
balance - in de-
scending order ol
importance - cc n
ing from Portuoal
Norway, Denmark
Holland and Ger-
many.

INMAIN SALMON MARKETS

World  suppl 0
farmed Atlf?nptlyc am

5-10 years ahead  pacific salmon couk

600 reach 1.2 millin'
tonnes in 5-10 year
600 (555,000in 19.953/ e
%lets |LaArs |Llabl- A?

ontall Analy>

450 Norway. W|I¥|
120 catch ~of 8000W
(B75,000t in 195
70 total sur)ply wod
he 2 million tonne'
160 This graph sho*
themarkettobcstf

2.000 plied.
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1995 production estimate of about 260,000 tons. While initial marketing targeted the fresh salmon market, the rapid
increase in production volume forced the producers to begin freezing salmon to allow more time for marketing.

Over the years, the Norwegian farmers have made considerable advances in fry development, cutting costs,
improvement in feed and disease prevention. Originally, it took 12 months to rear fry to a size of 70 to 80grams. The
current technology has shortened the length of time required to achieve this size by about one-half. They have also
been able to reduce the amount of feed needed to raise a one kilo fish from 2 kilos of feed to around 1.1 to 1.2 kilos
of feed. With improvements in processing and distribution, and resulting lower costs, the Norwegians have been able
to greatly expand their ma'rket in Europe.

There is a definite oversupply of salmon on the world market. With weaker prices and charges of “dumping"” from
members of the European Union (EU), the Norwegian producers are under considerable pressure to reduce their
production of farmed salmon. The Norwegian government will be monitoring the salmon market conditions, and the
effect ofthe “stop feeding program” on prices. Ifthe situation hasn't improved sufficiently, the government isreportedly
prepared to continue the program. At this point, the 1996 production figures are placed somewhere between 300,000
and 360,000 tons, although continued strong opposition to increases in Norwegian production from other producer
nations are expected.

The Norwegian coastline is 2,650 kilometers (1,656 miles) long. There are no limitations on the number of farmers.
as long as the companies or groups follow government regulations related to the rearing of farmed salmon. Norway
apparently has the capability of increasing their overall farmed salmon production to a level around one million tons
(round weight) by the year 2005. (January 14, 1996)

NORWEGIAN SALMON NORWEGIAN SALMON PRODUCTION TREND
PRODUCTION TREND
300.000
ATLANTIC

YEAR  SALMON  TROUT 250.000
1986 45.000 4,250 2000
1987 46,000 9,000 w
1988 80.000 9,500 § 150.000
1989 125,000 3,900 H
1990 162.000 3,300 10000
1991 155.000 6000
1992 140,000 7,500 50.000
1993 165.000 8000
1994 203,000 14.000 0
1995 260,000 16,000 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Unit Metric tens — Atlantic Salmon = Ocean-Trout

Chilean Coho

The Chilean farmed salmon producers have projected a total coho production of 40,000 tons for the 1995/96 season.
According to reports from Japanese who visited Chile in December, the weather and water conditions are apparently
excellentthisyear, and the fish are growing well. Initial harvest planswere based onthe following schedule: December
8,000 tons; January and February 15,000 tons each; and March 2,000 tons. Actual harvest volume and shipments
have been delayed somewhat, however, due to problems in reaching a purchase price agreement. Such delays in
harvesting the coho will only result ina further increase inthe total tonnage produced, however, due to a longer growth
period for a portion of the fish.
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MEMORANDUM April 22, 1996

SUBJECT: Proposed regulations relating to use and waste of salmon
(Work OrderNo. 9-LS1865)

T0: Representative Bill Williams
Attn: Cheryl Sutton

FROM: George Utermoh|AA
Legislative Counsel

You have asked whether the Department o f Fish and Game has authority to adopt regulations
to implement and interpret AS 16.05.831 which prohibits the waste o f salmon. The proposal
for the adoption of regulations addresses interpretation of AS 16.05.831, authorization for
hatcheries to discard salmon carcasses, and use of salmon as bait. This memorandum
addresses the regulation making authority of the department in the context o f the proposed
interpretation of AS 16.05.831 and authorization for hatcheries to discard salmon carcasses.

Though AS 16.05.831, particularly subsection (b), is in need of interpretation, it is not clear
that the Department of Fish and Game has the authority to adopt regulations regarding waste

ofsalmon.

The courts will narrowly interpret a statute as to whether it grants an agency the discretion
to adopt regulations. Warnerv. State. 819 P.2d 28 (Alaska 1991); McDaniel v. Cory. 631
P.2d 82 (Alaska 1981). Neither of the sections cited as authority for the adoption of the
proposed regulations (AS 16.05.020 and 16.05.831) expressly authorizes the department or
the commissioner to adopt regulations. AS 16.05.020 is frequently cited by the department
as authority for adopting requlations, however that statute does not mention regulations. AS

16.05.020 states:

FUNCTIONS OF COMMISSIONER. The commissioner shall
(1) supervise and control the department, and may appoint and
employ division heads, enforcement agents, and the technical, clerical, and
other assistants necessary for the general administration of the department;
(2) manage, protect, maintain, improve, and extend the fish, game and
aquatic plant resources ofthe state in the interest o f the economy and general
well-being of the state;
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(3) have necessary power to accomplish the foregoing including, but
not limited to, the power to delegate authority to subordinate officers and
employees of the department.

Likewise, AS 16.05.831 does not expressly authorize the commissioner or department to
adopt regulations regarding waste of salmon. The text of AS 16.05.831 does suggest that
some regulations are anticipated to be adopted under that statute, but the references are
oblique. Under AS 16.05.831(c), "[a] person who violates this section or a regulation
adopted under it is punishable by a fine ofnot more than $10,000, or by imprisonment for
not more than six months, or by both. . . " Clearly the legislature envisioned that
regulations may be adopted under AS 16.05.831, but the legislature failed to expressly grant
such authority. Under AS 16.05.831(b), "The commissioner, upon request, may authorize
other uses o f salmon that would be consistent with maximum and wise use o f the resource."
To the extent that the commissioner exercises the authority conferred by AS 16.05.831(b),
that authority would have to be exercised by regulation, because the Administrative
Procedure Act (APA) requires that every rule, regulation, or order, and policies,
interpretations, and the like that have the effect o fa rule, regulation, or order must be adopted
as a regulation in accordance with the APA. The APA, itself, does not provide authority for
the adoption of regulations,

Despite the lack of express authority to adopt regulations under AS 16.05.831, it is possible
to conclude that the department has implied authority to adopt at least some regulations
regarding waste of salmon. The Department of Law has, in the past, concluded that the
department has authority to adopt regulations such as the proposed regulations.

In the absence of a broad grant of authority to adopt requlations, the agency must have at
least authority to adopt the regulation in question. The need to interpret a statute in order to
implement it is not sufficient authority for the adoption of regulations. Warner, 819 P.2d

at 32.

Assuming for purposes of argument that the department may adopt at least certain
requlations under AS 16.05.831, it is not clear that the proposed regulation regarding
discarding of salmon carcasses from hatchery fish is within the scope of permissible
regulations under AS 16.05.831. AS 16.05.831(a), in unambiguous terms, states that "[a]
person may not waste salmon intentionally, knowingly, or with reckless disregard for the
consequences" and then proceeds to define waste as “the failure to utilize the majority of the
carcass, excluding viscera and sex parts, of a salmon . . " However, the proposed
regulation authorizing the discarding of salmon carcasses expressly authorizes that the
majority of the salmon carcass may be thrown away and not utilized. The proposed
requlation seems to directly contradict AS 16.05.831(a). The department may not adopt a
regulation that conflicts with any state statute.



Representative Bill Williams
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The only basis for adoption o fthe proposed regulations, in light of AS 16.05.831(a), is that
itis somehow authorized under AS 16.05.831 (b), e.g. "The commissioner, upon request, may
authorize other uses of salmon that would be consistent with maximum and wise use of the
resource.” In the context ofthe whole section, AS 16.05.831(h) is ambiguous in that it is not
clearhow it is to relate to subsection (a). AS 16.05.831(a) does not state that its application
I subject to provisions of subsection (b). And AS 16.05.831(b) does not state that it is
meant to supersede subsection (a). The commissioner may authorize "other uses o f salmon"
under AS 16.05.831(h), but the remainder of the section does not refer to uses of salmon.

In order for the proposed requlations to be valid under AS 16.05.831(b), it is necessary to
reach the conclusion that the subsection authorizes the commissioner to grant exemptions
from the application of AS 16.05.831(a). Such as conclusion is not wholly unreasonable or
without a basis, but it does require an expansive construction of the language of
AS 16.05.831(b). The burden will fall upon the department to justify its interpretation of
AS 16.05.831, if the proposed regulations should take effect and be challenged.

In conclusion, though the language of AS 16.05.020 and 16.05.831 does not expressly
provide authority to adopt regulations and does not seem to contemplate the adoption of
regulations permitting the discarding of salmon carcasses, it is possible that a court would
give an expansive construction to those statutes and find that the commissioner/department
has authority to adopt the proposed requlations. However, such a result is not certain.

The foregoing discussion highlights the need for AS 16.05.831 to be rewritten in order to
clearly set out what uses o f salmon are permitted.

[T | may be of further assistance, please advise.

GU:glc:klb
96-242.9lc
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HB 448
HOUSE BILL NO. 448 by the House Rules Committee by request of

the Governor, entitled:
"An Actrelating to waste and use ofsalmon and parts o f salmon;

relating to permits for and operation of a salmon hatchery; and
providing for an effective date."

HB 448
was read the first time and referred to the House Special Committee

on Fisheries, Resources and Judiciary Committees.
The following fiscal note applies:

Zero fiscal note, Dept, of Fish & Game, 2/4/94
The Governor's transmittal letter, dated February 4, 1994, appears

below:
"Dear Speaker Bames:

Under authority of art. |11, sec. 18, ofthe Alaska Constitution, | am
transmitting a bill relating to the waste and use ofsalmon and parts of
salmon, and to permits for and operation ofsalmon hatcheries.

The bill would repeal and reenact AS 16.05.831 (waste o fsalmon) to
authorize the commissioner of fish and game to issue permits io allow
the removal and sale ofeggs from hatchery-produced salmon and |
discard ofthe salmon carcasses. The permits would allow this practice
only for salmon that return to hatchery terminal and special harvest
areas or remote sites from which hatchery smolt are released, and that
arc determined by the commissioner of fish and game to be unfit for
human consumption. This is a practice that is prohibited by existing
AS16.05.831. Itis anticipated that persons who would be authorized
under such a permit are commercial fishermen who are participating

in a designated terminal fishery and, perhaps, hatchery operators or fish
Processors.

The language that appears in the bill as AS16.05.831(b)(2), regarding
permits authorizing "other uses ofsalmon," is currently contained in
AS 16.05.831(b).

The bill also cures several problems in existing AS 16.05.831.
Presently, that statute applies only to salmon that are "intended" for

certainéjses, Because that statute docs not indicate whose intent is to
HB 44



be measured, this ambiguity can cayse enforcement problems. Also,
the specified uses are not meaningful because they cover every
conceivable use of salmon. The bill's repeal and reenactment of

AS 16.05.831 deletes this problematic language from the law.

Because of present market conditions, it is important for the fishing
industry and hatchery operators to be able to recover as much value as
possible from salmon resources. The bill will contribute to this goal
and, at the same time, will allow the state to more effectively enforce
the statute on waste ofsalmon. For these reasons, | urge your prompt
consideration and passage o f the bill,



CONSIDERATION OF THE DAILY CALENDAR
SECOND READING OF HOUSE BILLS

HB 448
The following was read the second time:

HOUSE BILL NO. 448
"An Act relating to waste and use of salmon and parts of salmon;

relating to permits for and operation of a salmon hatchery; and
providing for an effective date."
with the: Journal Page
FSH RPT CS(FSH) 2DP INR 2475
-PREVIOUS ZERO FISCAL NOTE (F&G) 2/4/94 2476

RES RPT CS(RES) 6DP 2677
-PREVIOUS ZERO FISCAL NOTE (F&G) 2/4/94 2677

JUD REFERRAL WAIVED 2884
Representative Phillips moved and asked unanimous consent that the
following committee substitute be adopted in lieu o f the original bill:

CS FOR HOUSE BILL NO. 448(RES)
(same title)

HB 448

There being no objection, it was so ordered.

Representative Phillips moved and asked unanimous consent that
CSHB 448(RES) be considered engrossed, advanced to third reading
and placed on final passage. There being no objection, it was so
ordered.

CSHB 448(RES) was read the third time.
**Thc presence of Representative Menard was noted.

The question being: "Shall CSHB 44S(RES) pass the House?" The
roll was taken with the following result:

CSHB 448(RES)

Third Reading

Final Passage

YEAS: 37 NAYS: 1 EXCUSED: 1 ABSENT: 1

Yeas: Bames, Brice, Brown, Bunde, Carney, Davies, B.Davis,
G.Davis, Finkclstein, Foster, Green, Grussendorf, Hanley, Hoffman,
Hudson, James, Kott, Larson, Mackic, MacLean, Martin, Menard,
Moses, Mulder, Nordlund, Olbcrg, Parnell, Phillips, Porter, Sanders,
Sitton, Thcrriault, Toohey, Ulmer, Vezcy, Williams, Willis



Nays: Davidson
Excused: Navarre
Absent: Nicholia
And so, CSHB 448(RES) passed the House.

Representative Phillips moved and asked unanimous consent that the
roll call on the passage of the bill be considered the roll call on the
effective date clause. There being no objection, it was so ordered.



HB 448 - Waste & Use Of Salmgn:; Hatcheries

CHAIRMAN WILLIAMS advised there is a draft committee
substitute in committee members folders which adds two words
that were unintentionally omitted from the Fisheries
Committee CS when it was amended in that committee.

GERON BRUCE, LEGISLATIVE LIAISON, ALASKA DEPARTMENT OF FISH
AND GAME (ADF&G), said on page 3, line 12, the words "from
wild stock" were left out of the Fisheries Committee

version. This language is to carry forward the original

intent o f this section of the statute, which was to ensure

that when hatcheries arc being established and eggs are

being taken from wild stock, there is some balance between

the sustained yield needs of the wild stock, the hatchery

eqq takes, and the opportunities of the common property

users to continue to harvest those resources. Once the eggs

are in the hatcheries, the hatchery has established its own

brood stock and is operating off of its own brood stock, it

is a different situation. This language was to clarify the

original intent,

MR. BRUCE stated HB 448 provides for an exemption to the
statutory requirement that the carcass ofa salmon be

utilized when it is harvested. He explained the hatchery
program begins with the most important decision made in
hatchery development, which is the siting o f the hatchery.

When a hatchery is given a permit by ADF&G, two things are
looked at when siting the facility. First, the hatchery is

sited in a location where it will contribute significantly

to the common property fisheries. These arc fisheries which
arc mixed in nature and arc composed ofa number of wild
stocks. Once the hatchery is on-line, the hatchery stocks
will also be present in that fishery. The second
consideration is that the hatchery has a terminal harvest

area relatively free of wild stock so the hatchery operator

or fishermen operating in the area can go in and harvest the
hatchery's run completely without jeopardizing the sustained
yield ofany wild stock.

Number 240
MR. BRUCE said in managing the harvests of hatchery stocks

as they pass through the mixed wild stock/common property
fisheries, the hatchery harvests have to be restricted to



the level at which the wild stocky will support. A certain
percentage of the hatchery run has to get back to the
hatchery to provide brood stock for subsequent returns and
also to provide cost recovery to the hatchery operator. He
stressed in the private nonprofit hatchery programs, the
major premise of the program is that a significant portion
of the costs ofthe program will be covered by the harvest
of returning fish produced by the hatchery.

MR. BRUCE pointed out that in most situations, approximately
60 percent of the hatchery returns statewide arc harvested

in common proEerty fisheries by commercial, sport, and
personal use fishermen. In many cases, a high percentage of

the fish returning to the terminal harvest area are suitable

for utilization in some manner. However, at a certain point

in the run, the salmon deteriorate to the point they are not
suitable for value-added products. He said it is important

to consider the biology ofsalmon.

MR. BRUCE stated as salmon return to fresh water and get
ready to spawn, they stop feeding and begin consuming their
stored body fats and proteins for their own survival and for
conversion into roc. The animal is headed for death, it is
consuming its own energy sources for other purposes and
consequently reduces the value of the flesh. He stressed at
some point the fish becomes unsuitable. It is not
unwholesome. A person could eat it, but very few people do
because it is very mushy, has no color, etc.

MR. BRUCE explained in order to more fully utilize the
returns coming back to the hatcheries, both for the seafood
industry and the hatchery operators, and in trying to
recover all ofthe revenue which can be received from the
returns, HB 448 will provide an exemption for the tail end
ofthe run when the fish are not suitable for any other
purpose, but still contain a valuable product. He noted

that salmon roe is an extremely valuable product. In 1993.
the value of frozen red salmon exported from Alaska was
$627.5 million and the value of salmon roc was $177 million.

*|c added that roc has steadily been increasing in value over
the last five years.

REPRESENTATIVE MUILDER asked if that was value of the salmon
roc exported orjust the value of salmon roc to the
hatcheries.



MR. BRUCE replied the figure is for the salmon roc exported
as a finished product,

Number 311

MR. BRUCE continued that the exemption in HB 448 is
permissive and haa to be applied for, it is not
automatically granted. In order to receive the permit,
three criteria will need to be met: 1) the fish will have

to be demonstrated to be from a hitchcry program; 2) the
fish will have to have returned to i terminal area; and 3)
they will have to be determined by the commissioner of ADF&G
to be unsuitable for human consumption. Once the three
criteria are satisfied, the commissioner can issue a permit
allowing the taking ofsalmon in a specific area for the
harvest ofroe and the carcasses will be discarded in
accordance with the Department of Environmental
Conservation's (DEC) requirements.

MR. BRUCE said many people ask the question, how docs this
fit with other state policies regarding the harvest ofroe

and the discard of carcasses. He stated most people are
aware of the controversy on pollack roc stripping which
occurred in the North Pacific by factory trawlers. He said
there arc several differences which arc a hasis for
distinguishing between the two issues. Salmon returning to
hatcheries are not part of the biological basis for

sustained yield. They arc not needed for spawning, they arc
supplemental production, and they arc intended by the
producers and tire state to be totally utilized for either
common property harvest, brood stock, or cost recovery.

MR. BRUCE explained salmon are within a week or two of
dying. 1f HB 448 is not in place to allow salmon to be
harvested for their roc, they will die with the roe still in
them, they will not spawn successfully, they will not
contribute at all to a sustained yield and a very valuable
byproduct will go unutilized. He said another difference is
that pollack arc not going to die upon spawning, pollack arc
not nearing death, and pollack flesh docs not deteriorate to
the point that the quality is such that people would not
want to cat it. In the case ofpollack, it is an economic
decision. The market value of the flesh is low enough that
factory trawlers chose not to process it because the cost of
producing the product exceeded the price they could get in



the market for it. That is not the. case with salmon. He
stressed the salmon being discussed have zero value in the
marketplace and arc not desirable.

MR. BRUCE stated the public and private players in the
private nonprofit salmon program have significant
investments in salmon. In many cases, the hatcheries arc
operating under loans from the state, the fishermen arc
paying a salmon enhancement tax in many areas of the state
to support the hatcheries, there are significant private and
public investments which have been made to produce these
fish and its wise management to try to recover all possible
revenue from returning fish, especially if there is no

reason not to.

MR. BRUCE gave an example of a situation which could have
been bettered if HB 448 had been in place. Runs come in, a
significant percentage is harvested in the common property
fishery and the remainder in the terminal area are cleaned

up without getting below the threshold. He noted fhere are
circumstances in which either the runs behave unusually or
in the case ofa very large run, the process or capacity

gets plugged and the process is not able to get to the fish,
so the fish sit in the water in the terminal area and
deteriorate. He stressed in that case, a matter of a few

days makes a significant difference.

Number 385

MR. BRUCE described the situation which occurred in Prince
William Sound in 1991, The Prince William Sound Aquaculture
Association had to get a permit from ADF&G to dump three
million pounds ofpink salmon out in the open Sound because
those fish came into the terminal harvest area, deteriorated

in quality, there was no market for them, the processors

were unable to get to them, and therefore the fish were
dumped. He stressed no value was recovered from the fish
whatsoever, and pointed out that if HB 448 had been in

place, the Aquaculture Association would have heen able to
recover the value of the roc which would have paid the costs
for dumping them with money probably left over. As it was,
the state paid the costs of dumping the fish. The
circumstances which led to the dumping of the fish were that
in 1991, for some reason the pink salmon held off very late

In entering the Sound and when they did enter, it was a very
large run, there were low wild stocks, there was limited



opportunity to fish in the mixed pommon property areas, and
avery large number of fish returned to the terminal area

and swamped everything.

Number 415

REPRESENTATIVE CARNEY asked why was it more ofa crime to
take the roe hefore the fish were dumped than it wasjust to
dump the fish.

MR. BRUCE replied it would have heen the most desirable
circumstance to have harvested the fish and utilized the
carcass and the roe. In this instance, that was not

possible because of the circumstances surrounding that
year's return. It would have been less ofa crime in the
sense, that at least some value could have heen extracted
from the fish.

REPRESENTATIVE CARNEY said Mr. Bruce was still not answering
his question. He asked if it was legal to dump fish.

MR. BRUCE replied a permit is required. He said the fish
were taken out to the Sound to dump because in a shallow
bay, ifall ofthose fish would have been allowed to die,
they would have caused significant environmental problems.

REPRESENTATIVE CARNEY asked why were the roe not taken
before the fish were dumped.

MR. BRUCE replied itwould have been illegal. There isno
provision in statute to allow for the removal of the roe if
the carcass was not utilized. In current law, the carcass

has to be utilized in some way.

REPRESENTATIVE CARNEY said a permit was issued from the
commissioner to dump the fish and asked if the commissioner
could have also given permission to take the roe.

MR. BRUCE said not without the law being proposed.

Number471

REPRESENTATIVE MULDER stated it would seem like the
commissioner would have the amnorily under emergency
regulation to be able to issue that kind of permit.



MR. BRUCE replied the commissioner might have been able lo
stretch his discretionary authority in the law, but it would
have been an unusual call and one which would have not been
subject to policy approval through the legislative body.

REPRESENTATIVE MULDER asked if ADF&G has explored options to
try and limit bycatch or incidental catch.

MR. BRUCE responded yes in specific fisheries, the
department has made efforts to do that. He noted the
fisheries having the most excessive discard arc not managed
by the department. Therefore, the role of the department is
to \ry and influence the federal managers to take action.

REPRESENTATIVE HUDSON asked what is the value to be derived
from extracting roe from salmon.

MR. BRUCE stated he did not know because there is nothing to
base the figure on, except what egg sales have taken place

In hatcheries as aresult of and ancillary to the

utilization of a portion of the brood stock they do not

need. In 1993, the sales were less than $500,000 statewide.

He said the roc market is very large and healthy and he
guessed the figure would probably be in the tens o f millions
ofdollars. He added that a hatcher}' might have a one
million dollar budget and if it can recover an extra
$200,000, itis avery significant percentage of its total
costs.

Number 547

REPRESENTATIVE FINKELSTEIN felt HB 448 isa good bill. He
said there has been use of carcasses and mentioned a

nonprofit agency which has received funding to distribute

excess carcasses to get them into the hands of poor people.

He asked if there is any way to require hatcheries, without
cost to them, to make the carcasses available.

MR. BRUCE stated there is a market incentive to do that
already, be icre is a cost associated with disposing

of the carcasses. Hatcheries have to conform with DEC
requirements which require carcasses to be cither ground and
disposed of or transported out to deep water. He pointed
out that if someone is willing to come to the hatchery door



and take the carcasses, the hatchpry avoids a cost.

REPRESENTATIVE FINKELSTEIN commented there is also some
disincentive because the hatcheries might not want to put

inferior salmon out into the market for fear ofhurting

their reputation.

REPRESENTATIVE DAVIES asked what the original purpose in the
law was in preventing the taking ofeggs. He wondered if it

was to eliminate the situation where people destroy fish

just for the roc.

MR. BRUCE said he cannot answer the question. He stated the
roe market is a recent development and he did not know what
dale the statute originates. He said he would research the
answer and get back to the committee.

REPRESENTATIVE BUNDE said hatcheries in Unalakeetjust break
even on processing the flesh and make their money on the

eggs. He noted there are unsubstantiated rumors that people

along the Yukon catch fish, throw the fish away, keep the

eggs and make $125 apound. He asked if there is any danger

that the rumored egg take could be legitimized through HB

448,

MR. BRUCE replied there is an existing roc fishery on the
Yukon River which is in a specific drainage. Under current
law, people arc required to utilize the carcass in some way
and itis usually dried. He said ADF&G's best information
is that compliance with the law is good there and no
significant abuse is occurring. He explained there is an
authorized roc fishery and it is operated under a guideline
harvest by the department. There are so many pounds of roe
which arc allowed to be harvested under that Fishery and it
Is managed on a sustained yield basis. He stressed that is

a different situation than what I-1B 448 will authorize
because HB 448 involves hatchery fish and the utilization of
the carcass is not required.

MR. BRUCE said there have also been reports ofsalmon being
harvested by subsistence users and the roc being sold. He
stated there have been arrests and convictions.

TAPE 94-27, SIDE A
Number 000



RAY GILLESPIE, REPRESENTATIVE, ASSOCIATION OF AQUACULTURE
ASSOCIATIONS, expressed all four organizations he represents
support HB 448 and the proposed amendment.

DON AMEND, REPRESENTATIVE, SOUTHERN SOUTHEAST REGIONAL
AQUACULTURE ASSOCIATION (SSRAA), testified via

teleconference and stated SSRAA supports 1B 448. He noted

there have heen instances where fish have had to be dumped

without being able to recover some of the value in the form

ofeggs.

Number 039

TOM MEARS, EXECUTIVE DIRECTOR, COOK INLET AQUACULTURE
ASSOCIATION (CIAA), testified via tclcconfr - and stated

CIAA supports HB 448. Extracting some value from otherwise

low grade fish is a good idea. In answerlo a question

asked earlier regarding CIAA's current position ofrefusing

to provide fish for the free salmon giveaways, CIAA chooses

not to participate based on the advice of legal counsel. He

staled CIAA has letters in their files from state and

federal regulatory agencies telling them that brood stock

taken in remote hatcheries arc unfit for human consumption.

He explained CIAA's lawyers worry about the legal liability
cfgiving away something which is unfit for human
consumption even though there is a law in place which might
protect or exempt them when giving fish to a food bank.

REPRESENTATIVE FINKELSTEIN asked if there is a law in place
which addresses a hatchery's liability in giving away fish.

MR. MEARS responded there is a current law which allows for
a general exemption from liability for people who give food

to a food bank. However, he is not sure how the Association
would defend themselves when they knowingly gave away fish
which were deemed to be unfit for human consumption.

REPRESENTATIVE FINKELSTEIN said he would do some research to
determine if there is any way to resolve that issue. If the

legislature is going to allow the taking ofthe valuable

part o f the fish, he felt the carcasses should also be made

available to serve a public interest.

MR. MEARS said CIAA would be happy to make fish available if
they could be assured there will be no legal repercussions



to them.

REPRESENTATIVE DAVIES said earlier testimony indicated there
is a difference in the quality of fish as the run
progresses. He asked Mr. Mcars to comment on that

statement.

MR. MEARS replied that at most facilities, fish early in the
run are in excellent condition and can be marketed on the
value oftheir flesh quality. As time passes, particularly

in the last ten percent of fish coming in, the flesh has

little or no value, but eggs may provide an opportunity to
still get value.

REPRESENTATIVE DAVIES clarified the only concern of CIAA for
giving fish away is the legal circumstance that somehow fish

are defined as unfit, whereas it may be that some of the

fish are fit for human consumption.

MR. MEARS stated fish harvested in the round and taken off
to a processor are always deemed fit for human consumption.

He said the specific incidence he is referring to is fish

which are inanormal course of events at a hatchery,

collected for brood stock, and eggs are collected for the
spawning process. Those fish, because they are cut open in
conditions not approved by DEC nor can be approved, are by
definition adulterated and by definition are unfit for human
consumption.

Number 116

PETE ESQUIRO, REPRESENTATIVE, NORTHERN SOUTHEAST REGIONAL
AQUACULTURE ASSOCIATION (NSRAA), testified via

teleconference and expressed support of HB 448, He stated

NSRAA still sees its mission as trying to harvest the

highest quality fish possible and the committee should note

that fish being discussed in HB 448 arc fish NSRAA cannot

make fit into the high quality category. He felt as HB 448

is approved and implemented, it is important for the

commissioner to meet with representatives of the industiy

who can help in defining unsuitable for human consumption.

He thought that definition is a critical clement.

REPRESENTATIVE HUDSON asked Mr. Esquiro what the approximate



value ofwhat is being wasted in his region by not being
able to harvest the eggs.

MR. ESQUIRO replied last year, NSRAA marketed $160,000 worth
ofsurplus eggs. He said the eqggs resulted primarily from
overestimates made in the available brood stock.

REPRESENTATIVE BUNDE asked if there is an assumption being
made that there is an unlimited market for eggs, because

eggs taken at the hatchery level compete with eggs available

from privately caught fish

MR. ESQUIRO staled over the next few years, a better
estimate of the egg market will be determined. He said many
ofthe eggs NSRAA sold this past year were used to produce
trout bait.

REPRESENTATIVE BUNDE noted there are different qualities of
eggs taken at different times and stated his concern is the
possibility of over supplying the market and destroying the
already low price of salmon.

REPRESENTATIVE HUDSON felt the market has not been saturated
and the market capacity is there.

DONALD TAYLOR, VALDEZ, testified via teleconference and
stated he is working with hatcheries in his area to develop
byproducts utilizing carcasses. He stressed timing and

correct handling in the taking o feggs is very critical. He
expressed support of HB 448,

LAWRENCE MCCUBBINS, HOMER, testified via teleconference and
expressed support for HB 448. He referred to lines 16 and

17 on page 4, "rearing and sale o f ornamental finfish for

aquariums or ornamental ponds provided that the fish are not

reared in or released..." and asked if fish are not to be

reareg in state waters, what kind of waters will the fish be

reared in,

REPRESENTATIVE FINKELSTEIN said that is a section of
existing law and is not affected by HB 448,

MR. MCCUBBINS asked if fish can b reared or cannot be
reared.

REPRESENTATIVE FINKELSTEIN responded it is not a part of HB



448 and the reason it is stated because the part which is
amended is in the same section. He said ornamental fish can

be reared in ponds or aquariums.

MR. MCCUBBINS stated it reads "not reared in". He commented
on the issue of permit and asked if that permit is issued by

the area biologist or docs it go to the commissioner. If it

goes to the commissioner, he wondered what the timetable is.

MR. BRUCE responded the power can be delegated by the
commissioner. ADF&G anticipates that if HB 448 passes, a
group representing hatchery operators, processors,
fishermen, etc., will be formed for the purpose of

developing procedures for the implementation of HB 448. He
stressed ADF&G does recognize there is a time factor and
there will be a need for a balance between controlling the
situation and being able to react quickly to circumstances

as they develop.

MR. MCCUBBINS noted the word "identify" was mentioned and
asked how fish will be identified.

MR. BRUCE replied fish in a terminal harvest area will he
identified by their location and the trigger at which point
the fish arc deemed unsuitable. He said the Alaska Seafood
Marketing Institute has developed a color chart showing the
stages which salmon go through as they go from ocean to a
fully water marked fish and at some location in that chain,

a certain point can be selected to be the trigger.

MR. MCCUBBINS said his specific question is will the
deviation between wild stock and hatchery stock be
identified.

MR. BRUCE stated HB 448 only applies to hatchery stock and
those fish arc identified by the fact they have returned to

a terminal hatchery area. HB 448 will not necessarily

require all hatchery fish be marked although it is the
department's preference that there is some method of
identifying hatchery fish.

Number 320
REPRESENTATIVE MULDER made a MOTION to ADOPT CSHB 448(RES).
CHAIRMAN WILLIAMS asked if there were any objections.



Hearing none, the MOTION PASSED,

REPRESENTATIVE MULDER made aMOTION to MOVE CSHB 448(RES)
with zero fiscal notes out of committee with INDIVIDUAL
RECOMMENDATIONS.

CHAIRMAN WILLIAMS asked if there were any objections.
Hearing none, the MOTION PASSED.



