HOUSE FI NANCE COW TTEE
April 6, 2005
2:01 p.m

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmttee neeting to
order at 2:01:20 PM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Eric Croft
Representative Ri chard Foster
Representati ve M ke Hawker
Representative Jim Holm

Represent ati ve Reggi e Joul e
Representative M ke Kelly
Representative Carl Mses

Representati ve Bruce Weyhrauch

VEMBERS ABSENT

None
ALSO PRESENT

Cheryl Frasca, Director, D vision of Mnagenent & Budget,

Ofice of the Governor; Devon Mtchell, Executive D rector,
Al aska Muni ci pal Bond Bank Authority, Departnent of Revenue;
M ke Barnhill, Assistant Attorney GCeneral, Departnent of

Law, Kelly Huber, Staff, Representative Nancy Dahlstrom
John Cramer, Director, Admnistration Services Division,
Mlitary and Veterans Affairs;

PRESENT VI A TELECONFERENCE

Cynthia Wed, Bond Counsel, Preston, Gates and ElIlis,
Anchor age; Dan Fauske, Executive Director, Al aska Housing
Fi nance Corporation, Departnent of Revenue

SUMVARY

HB 122 An Act relating to paynent of premuns for Service
menbers' Goup Life Insurance on behal f of nenbers
of the Al aska National Guard deployed to a conbat
zone; and providing for an effective date.

CS HB 122 (FIN) was reported out of Commttee with

a “do pass” recommendation and wth a new fiscal
note by the Departnent of Fish & Gane, a new zero
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note by the Al aska Postsecondary Comm ssion, zero
note #1 by the Departnent of Commrerce, Community &
Econom ¢ Devel opnent and fiscal note #2 by the
Department of Mlitary & Veterans Affairs.

HB 187 An Act establishing the Alaska capital incone
account within the Al aska permanent fund; relating
to deposits into the account; relating to certain
transfers regarding the Arerada Hess settlenent to
offset the effects of inflation on the Al aska
permanent fund; and providing for an effective
dat e.

HB 187 was HEARD and HELD in Committee for further
consi derati on.

HB 188 An Act establishing the State of Alaska Capital
Corporation; authorizing the issuance of bonds by
the State of Al aska Capital Corporation to finance
capital inprovenents in the state; and providing
for an effective date.

HB 188 was HEARD and HELD in Committee for further
consi derati on.

2: 02: 08 PM

Co-Chair Chenault reported that the first Al askan Marine,
Jerem ah Kinchen, was killed in Iraq on April 1, 2005. He
requested a nonent of silence.

2:04: 37 PM
#HB122
HOUSE BI LL NO 122

An Act relating to paynent of premuns for Service
menbers' G oup Life Insurance on behalf of nenbers of
the Alaska National Guard deployed to a conbat zone;
and providing for an effective date.

Representati ve Wyhrauch MOVED to ADOPT anended Anendnent
#3. (Copy on File). He pointed out that the original bill
had rai sed questions regardi ng what the State could require.

Represent ati ve Hawker had di scussed provisions in Section 2
with |egal services. He noted the issues wth potential
interference when entering into contractual agreenents,
however, he did not want to discus it further in Commttee.

2:08: 21 PM

KELLY  HUBER, STAFF, REPRESENTATI VE NANCY  DAHLSTROM
comment ed t hat t he sponsor want ed to make one
recommendat i on. There has been positive feedback on the
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fill, but concern with “termnating an existing contract”.
She offered language to “suspend the contract” as an
alternative, allowng the conpanies to decide and would
of fer guardsnen sone relief.

Representative Hawker thought that could help but pointed
out that the bill has a long way to go through the
| egi sl ative process.

Co-Chair Meyer noted that Legal Services was okay with the
current | anguage.

Vice-Chair Stoltze OBJECTED to the anended Anendnent #3.

Representative Wyhrauch WTHDREW the notion on anended
Amendnent #3.

2:11: 08 PM

Representati ve Weyhrauch MOVED to ADOPT Anmendnent #4. Co-
Chair Meyer OBJECTED for purposes of discussion.

Representative Wyhrauch explained that the amendnent
clarifies that if there is a penalty or cost, soneone would
have to be responsible and the party passing the |law would
be responsible. The anmendnent adds | anguage cl arifying that
if someone is paying, it would not fall upon the shoul ders
of the private sector or the utility but rather the State of
Al aska. He pointed out that Amendnent #4 offers clarifying
| anguage.

2:12:21 PM

Ms. Huber noted that the sponsor does not support the
anendnent; the part of <concern is the |anguage, “other
heating fuel”. That had been added at the request of a

menber in the previous commttee. The sponsor does not have
concerns on issues raised by Representative Wyrauch and
t hat hi gher education already has an informal policy. O her
reliefs only provide tinme and eventually they would still
have to pay their bills. The legislative intent is to
stipulate in law that penalties are not inposed.

Co- Chair Meyer thought that passing the anendnent would
change the fiscal note. Representative Wyhrauch di sagreed.
Ms. Huber reiterated that the bill clarifies that the
conpani es woul d not have a penalty. No one had cone forward
voicing opposition nor did the electric conpanies show
concern. Co-Chair Meyer inquired if in rare cases could
there be additional costs to the State. M. Huber indicated
that if in those cases, the State picked up the penalty
costs and the anendnent was adopted, there could be a fiscal
i npact .
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2:15:18 PM

Co-Chair Chenault asked about heating fuel costs in rura
Al aska. Representative Joule noted that he would have that
information available for the House Floor session. He
t hought it would affect them

2:16: 07 PM

Representative Croft disagreed wth the intent of the
anendnent . He believed that Ilarge inpacts should be
conpensated. He thought that the |legislation was rel atively
m nor and that everyone should “be in it together”. After
review ng the anmendnent, he said it was a cost that society
shoul d bare and that the bill already offers safeguards.

Co-Chair Meyer asked how often the National Guard is
depl oyed.

JOHAN CRAMER, DI RECTOR, ADM NI STRATI ON SERVI CES DI VI SI ON,
M LI TARY AND VETERANS AFFAIRS, stated currently there are
180 Al aska National Guardsnen depl oyed. Since 9-11, the
country has entered into a new era of depl oynent, becom ng
nore frequent. It is anticipated that by FY06, there wll
be around 300 Al askan National Guard depl oyed.

Represent ati ve Weyhrauch W THDREW Anendnent #4.
2:19:29 PM

Representative Foster MOVED to report CS HB 122 (FIN) out of
Committee wth individual recommendations and wth the
acconpanying fiscal notes. There being NO OBJECTION, it was
so ordered.

CS HB 122 (FIN) was reported out of Committee with a “do
pass” recommendation and with a new fiscal note by the
Department of Fish & Gane, a new zero note by the Al aska
Post secondary Comm ssion, zero note #1 by the Departnent of
Commerce, Community and Econom c Devel opnent and fiscal note
#2 by the Departnment of MIlitary & Veterans Affairs.

#HB187
#HB188
HOUSE BI LL NO. 187

An Act establishing the Al aska capital inconme account
within the Al aska permanent fund; relating to deposits
into the account; relating to certain transfers
regarding the Anerada Hess settlenment to offset the
effects of inflation on the Al aska permanent fund; and
providing for an effective date.
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HOUSE BILL NO. 188

An Act establishing the State of Alaska Capita
Cor poration; authorizing the issuance of bonds by the
State of Al aska Capital Corporation to finance capita
i nprovenents in the state; and providing for an
effective date.

2:20: 59 PM

CHERYL FRASCA, DI RECTOR, DIVISION OF MANAGEMENT & BUDGET,
OFFI CE OF THE GOVERNOR, comrented that in early March 2005
there had been a neeting discussion in the House Finance
Comm ttee about establishing an account to use the funds,

while the bills were still in the House Judiciary Commttee.
The bills did pass out of the Judiciary Commttee and they
relate to the sane neasures discussed that day. She

comented this is the Governor’s proposal, as a way to
| everage interest earnings that the State is receiving on an
account from a 1997 settlenment reached wth the oil
conpani es. That proposal was to |everage average earnings
and the Governor’s proposal is to | everage approximately $30
mllion dollars in annual interest earnings to issue bonds
for financing additional capital projects outlined in the
FYO6 Capital Budget. The ultimate decision regarding the
projects rests with the Legislature.

Ms. Frasca noted that Devon Mtchell would discuss the
actual structure of the bills. HB 187 establishes the
Al aska Capital Income Account, the account into which the
annual earnings would be appropriated. HB 188 establishes
the State of Al aska Capital Corporation, which would provide
the way to | everage earnings to i ssue bonds. Al aska Housing
Fi nance Corporation (AHFC) was online to address concerns
and bond counsel would address specific concerns with bond
I ssuance.

2:24: 12 PM

DEVON M TCHELL, EXECUTIVE DI RECTOR, DEBT MANAGER ALASKA
MUNI CI PAL  BOND BANK AUTHORI TY, DEPARTMENT OF REVENUE

limted his remarks to questions that have conme up regarding
how the bills would be enacted. He referenced back-up
material offered in nenber’s packets. (Copies on File).

2:24: 48 PM

M. Mtchell acknow edged that there was no reason why the
two pieces of legislation could not be passed i ndependently.
He responded to a question from a previous committee
regarding what would happen wth potential I|everaging if
there were inflation proofing in the fund bal ance of the
Anmer ada Hess settlenent noney. He clainmed that there would
be about a 37% reduction in annual revenue that would be
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available to the Legislature. As tinme goes by, inflation
proofing would fund the balance and eventually, the State
would receive the full $29 mllion dollars. The result
woul d be a 36% reduced project list, an action that would
provi de qui cker |everaging but would have a dramatic short-
term i npact.

2:27:42 PM

M. Mtchell noted that the |listed 6% represents a
conservative placeholder and denonstrates the viability of
the Corporation’s ability to borrow based on anticipated
transfers. He thought that 17-years was indicative to the
strength and borrowng rate that the State of Al aska
currently has on corporate funds. He added that the ideas
had been passed through the rating analysts that nonitor the
State of Alaska’s credit. Initially, it was indicated that
it would not be included in the State's supported average
and was an inportant feature of the structure. Having been
reviewed by a nunber of investnent banks, they found that
the structure would work and financi ng woul d be feasible.

2:28:45 PM

M KE BARNHI LL, ASSI STANT ATTORNEY GENERAL, DEPARTMENT OF
LAW offered to provide a background of the Anerada Hess
settl enent and/or speak to |egal questions.

Ms. Frasca noted the neno included in the file from Cynthia
Weed, Bond Counsel with the firm Preston, Gates and Ellis,
and dated 4/06/05, regarding the appropriateness of the
proj ects.

CYNTHI A VEED, (TESTIFIED VI A TELECONFERENCE), BOND COUNSEL,
PRESTON, GATES AND ELLI'S, ANCHORAGE, noted that she was on
line and offered to answer questions of Conmttee nenbers.

2:31: 04 PM

Co- Chair Meyer asked if the bond counsel was in support of
the |l egislation and found the recommendati ons to be | egal.

Ms. Weed expl ai ned that the bond counsel had worked with M.
Barnhill in review the draft bills. Bond counsel believes
that the structure of the corporation is consistent with the
Al aska Constitution. Her firmprovided a prelimnary review
of the initial projects and found that they were eligible
for financing. The proposed tax exenption structure has not
been finalized; it still would be possible to get bonds on a
prelimnary basis.

Co-Chair Meyer understood that the Anmerada Hess fund woul d
be a sub account and would not inpact the Permanent Fund.
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Ms. Weed thought that would be safe to say but requested
confirmation fromthe Departnent of Law

2:33:16 PM

Co-Chair Meyer asked about nodifying the suggested project
list. Ms. Frasca responded that if the Legislature could
reduce it from $340 nmillion dollars down to $200 mllion
dollars and still fund it, she would say “go for it”. Co-
Chair Meyer admitted that there are concerns dedicating $30
mllion dollar dividends over a 20-year period to purchase
two years worth of capital projects. He nmentioned a
reduction to 10-years and asked if there was flexibility.
M. Mtchell replied that there definitely is flexibility,
which could make the financing nore “do-able”. The Iess
| everaging of the potential revenue, the easier it is to
attain high ratings.

2:35: 32 PM

Representati ve Weyhrauch pointed out that the |egal opinion
was prepared two years ago and that the percent of narket
val ue had changed. He asked if it would still be |egal and
if the use of the Anerada Hess settlenent funds to bond the
projects would create a taxable event for the State of
Al aska for the Pernmanent Fund.

M. Burnhill thought that Representative Wyrauch was
referring to the Johnson opinion case, which addresses the
extent to which the Permanent Fund is subject to federa
i ncome tax. The proposed |egislation takes the stream of
revenue earnings from the Permanent Fund, which currently
are not being used for dividends and then designates themto

finance the projects. It would not create a taxable
obligation, noting that there is nothing illegal about it.
2:37:45 PM

Co-Chair Meyer inquired if instead, the State should be
usi ng Al aska Housi ng Fi nance Corporation nonies.

2:38: 21 PM

DAN  FAUSKE, (TESTIFIED VIA TELECONFERENCE), EXECUTI VE
DI RECTOR, ALASKA HOUSI NG FI NANCE CORPORATI ON, DEPARTMENT OF
REVENUE, stated that AHFC was involved in the original
di scussion wth the Adm nistration regarding howto create a

bondi ng proposal utilizing general fund revenue. The
original proposal was to use AHFC having a structure of
using their own general obligation (GO credit. M. Fauske

advised the Admnistration that AHFC would not be able to
get a favorable outcone fromWall Street as they are “tapped
out” of GO credit. AHFC originally anticipated creating a
sub corporation structure simlar to what the Departnent of
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Revenue currently does. As it turned out, it becane clear
that the Departnent of Revenue would be able to neet the
needs.

M. Mtchell added that the analysis has indicated the
anount of volatility. The Departnment wants to guarantee
that if the revenue stream should fail, it would not becone
an obligation of the State of Al aska. The plan proposes to
use the State’'s noral obligation for corporate credit for
the proposed obligations. He stated it was inportant to
have it near the Admnistration and the Departnent of
Revenue.

2:41: 07 PM

M. Mtchell advised that the Board woul d consi st of:

. The Comm ssioner of the Departnment of Revenue,

. The Commi ssioner of the Departnent of Adm nistration
and

. The Conmm ssioner of the Departnent of Conmerce,

Community & Econom ¢ Devel opnent.

The conmm ssioners would have the ability to insure that the
noral obligation was honored and that they were sending a
nessage to rating analyst and agencies, this is a top
priority for the State of Al aska.

2:41:57 PM

Co- Chair Meyer (i naudible).

Ms. Frasca asked if he was referring to the interest
earni ngs being used for another public purpose.

Representative Kelly voiced concern wth the proposed
| egi slation. The public has voiced a grave concern wth any
i nvasion of the Permanent Fund. The people of the State
have responded overwhel m ng. He recommended to nove forward
only with public inclusion. He understood that the Anerada
Hess case was a “conveni ence” to nake sure that judges would
not be conflicted when receiving a dividend.

Representative Kelly reiterated caution that passing the
proposed legislation puts the State into an area that the
voters do not want go. He thought that the voters were
smarter than the intent of the bill

2:46: 08 PM

Co-Chair Meyer state that initially had simlar concerns as
Represent ati ve Kel |y, however, fol |l ow ng a | ega
expl anation, he had been put at ease.
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Ms. Frasca interjected that the issue for nost Al askans and

is how nuch their dividends wll be. She thought that
Al askans were wlling to put out a little to invest in their
comunities. Ms. Frasca pointed out that the Iegislation

woul d help | everage dollars to prepare for Al aska s future.
The intent is to leverage noney to build the type of
infrastructure needed to support the gas I|ine. She
acknow edged that the decision was politically “tuff”.

Co- Chair Meyer pointed out that the noney was not originally
part of the actual Permanent Fund or the earnings. Ms.
Frasca noted that it presently resides in the Pernanent
Fund. The earnings do get redirected to the Earnings
Reserve Account and then appropriated each year into the
Amer ada Hess account. Those earnings are backed out when
the dividend is cal cul at ed.

2:49: 15 PM

Representative Kelly understood and naintai ned his concern.
He reiterated that Anerada Hess had been an accident and did
realize that Al askans do demand nore services than they are
willing to pay for. The Governor does not think the
Per manent Fund shoul d be enshrined or that there should be a
vote of the people. The legislation is a way into the fund
froma “veiled” perspective and it is not “straight up”.

2:51:35 PM

Representative Holm continued with Representative Kelly’'s
“farnt anal ogy, stating that the earnings resenble
“fertilizer”. He understood the points delivered by the

previous speaker regarding the public perception and
gquestioned if they would buy the proposal.

M. Bar nhi | | interjected that a <characterization of
segragation of the earnings in the Permanent Fund as an
accident is not correct. \Wen the legislation was enacted

in 1989, the Anerada Hess royalty litigation had been going
on for quite sonme tinme and there was a | ot of noney in that
fund, well over a $1 billion dollars. The Departnent of
Revenue realized that they mght have to litigate the case
and the way to solve that would be to segregate any earnings
into a sub account so that no earnings would flow into the
Per manent Fund.

M. Bar nhi | | continued, wthout the legislation, t he
progress of the litigation was inpaired. The result of the
litigation was $194 nmillion dollars for the State of Al aska.
He said it definitely had val ue.

In reference to Representative Kelly, M. Bar nhi |
mai ntained that the fence could be kicked down but as a
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policy matter that choice should be considered seriously.
There could be a future situation in which the State m ght

have major litigation and the judge could not be able to
preside as the noney mght flow into a dividend. If the
sanme situation came up in the future, the solution may not
be persuasive to a judge. It is within the Legislature’'s
prerogative to do that, however, the Departnent of Law
reconmmends against it. The bill proposes the m ddle ground,

putting the earnings to sone use for the State of Al aska.
Representative Kelly understood the reasons not to do that
and believed there was no connection between the exanples.
The State’ s reasons are not persuasive.

2:56: 29 PM

Vice-Chair Stoltze spoke to the inportance of the dividend
and protecting that program however, he believed it could
be fair gane.

Representative Joule interjected that there are nmany
proposal s “poppi ng up” around the building. Each proposa
has sonething of concern regarding either the planning or
the infrastructure. He cautioned about the “bl endings”.

2:58: 13 PM

Representative Croft stated that there is a “huge
phi | osophi cal debate” that w |l happen. He disagreed with
the comment that it would not be use of the Pernmanent Fund
earnings. They are clearly Permanent Fund earnings. Under
the current statutory structure, it would not have an effect
on the dividend. M. Barnhill agreed.

Representative Croft advised that there never had been a
judicial determnation in the direct line of that case. M.
Barnhill countered that there have been so nany judges that
have weight in on the natter. He referenced the chronol ogy
of the case included in the packets and provi ded an overvi ew
of the Anerada Hess chart. (Copy on File).

3:01: 09 PM

Di scussion occurred between Representative Croft and M.
Barnhill regarding the chronol ogy of the Anerada Hess case.
M. Barnhill pointed out that in 1989, the Al aska Suprene
Court anended the court rule, both the civil and the
crimnal rule that the nere receipt of a Permanent Fund
di vidend woul d not be enough to cause dism ssal of a juror.
That rule is still on the books. He said that signaled
where the Alaska Suprenme Court rests on the issue. He
acknow edged that the State really does not know what woul d
happen when a case like this cones forward.
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Representative Croft interjected that there are other
I ssues. He found it offensive that to elimnate Al askan
jurors that cannot determne things that affect an Al askan
fund because of the possibility of hi dden  m ni ma
differences. The debate is attenpting to nmake sense of that
and seens as though the concern should be addressed.

3:03: 34 PM

Representative Croft comented that using the nobney on
di vidend purposes would inpermssibly prejudice a judge or
jury because of the benefit they would receive. He asked
how it could be spent on capital projects that would benefit
those sanme judges and juries and why then could that be

| egal . M. Barnhill countered that in using the fund for
capital projects, the effect could be nore diffused. He
suspected it had been “looted” by the Suprene Court’s

anendnent. The only remaining issue is whether a judge was
bi ased by recei pt of a Permanent Fund di vi dend.

In response to further concerns voiced by Representative
Croft, M. Barnhill advised that the case is not going to
i npact the Permanent Fund di vi dend.

3: 05: 50 PM

Representative Croft asked if the rule that the Suprene
Court adopted on jurors would not set that type of limt,
but instead states that the fact of the dividend is not
sufficient to be disqualified. M. Barnhill responded that
was correct.

Co- Chair Chenault asked about the fiscal note. He nentioned
t he averaged annual realized return rate of 7.61% He asked
about the bond rate versus using straight case scenario to
pay for the bondi ng package and which option would be best
for the State.

M. Mtchell replied it would be a policy question deciding
whet her to pay cash or borrow The reasons for borrow ng
are rationalized through a couple different avenues. 1In the
costs associated with borrowi ng noney for capital projects,
there exists the ability to access tax exenpt markets.
There is a differential between a state and nunicipal
entity, depending on the market, it could be between 1.5%to
2.5% The State of Alaska is exenpt on the investnent side

as wel|. The State can invest in taxable investnents and
does not have to pay incone tax on those earnings. The
State can also borrow on the tax-exenpt rate, where there
would be a differential. There are costs depending on the

i ssuance and conplexity of the issuance to determ ne how
expensive it mght be. A general obligation (G0 bond woul d
be i nexpensive to issue. In 2003, the average underwiter
spread was under $2 dollars per 1,000 bonds.
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3:10: 06 PM

M. Mtchell advised that the flexibility would cost
sonething but that today’'s rate would still be |less than 5%
The 6% listed in the packet is quite conservative. He
admtted that there would be sone risk involved and offered
to provide sonme nunber runs for the Commttee. Co- Chair
Chenault requested that.

M. Fauske related that the State has an opportunity to
capitalize on the one thing that the federal governnent
gives, the ability to issue tax-exenpt debt. Over the life
of these bonds, there mght result between $30 & $50 nmillion
dollars in savings versus spending that cash. He
recommended that the State take advantage of t he
opportunity.

Representative Hawker commended everyone who has been
working on the proposal and voiced support for the
conclusions. He recommended that |everage is good, as well
as being a capital preservation.

Represent ati ve Hawker agreed that the proposal nakes sense.
He noted that the Commttee is being asked to tie up the
cash flow stream for sonme period of time. He questioned if
menbers are confortable with that idea. It would be a one-
time solution w thout sustainability and inquired how it
coul d becone sust ai nabl e.

Ms. Frasca responded that the Adm nistration does not have a
proposal to address the sustainable base. She revi ewed goal
criteria. She noted that Representative Hawker has raised a
challenge to rearrange the fund sources. At this point,
there are no alternative proposals.

3:19: 27 PM

Representative Hawker asked if the Admnistration 1is
receptive to suggestions. M. Frasca replied that there is
roomto talk. Representative Hawker terned the possibility
the “verge of a | egacy concept”.

Co-Chair Meyer agreed wth points brought forward by
Representative Hawker. Co-Chair Meyer asked about the
science conplex proposal assigned to the University of
Al aska- Anchorage (UAA) in the amount of $21 million dollars,
first phase. Ms. Frasca replied that the Adm nistration
used the University's capital request list. In response to
comments by Co-Chair Meyer regarding the road projects, M.
Frasca admtted that the Admnistration is |ooking for
alternative ways to finance the projects.

3:21:47 PM
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Co-Chair Meyer referenced the letter from bond counsel and

asked if that firm had anything to do wth taxes. M.
Mtchell pointed out the firm has attorneys who specialize
in tax issues. Ms. Weed interjected that the firmis not

speaking to the tax counsel issues but addressing financing
structure concerns and the tax-exenpt nature.

Representative Joul e pointed out that the noney that sits in
the Permanent Fund is inflation proofed. He thought the
proposed program woul d not be and asked the |ong-term i npact
of that. Ms. Frasca replied that the $424 mllion dollars
in the settlenment account would remain that anount. It
woul d not change. Representative Joule understood that
inflation proofing would keep it at that val ue. He asked
what the inpact or loss in value could be.

M. Mtchell explained that the annual short term inpact,
inflation proofing in year one would be $11 nillion dollars
to qualify under the 2.6% inflation rate. The anmount woul d
reduce the transfer and for the same risk tolerance, the
project list would be reduced.

3:24:46 PM

Representative Hawker referred to HB 187, the vehicle that
creates the capital inconme account. He pointed out that it
nodifies existing statute to allow future legislatures to
direct noney for any valid public purpose. HB 188 is a bil

that creates the concept. He believed that the tw bills
were separate concepts. He wondered if there were any
restrictions in HB 187. M. Mtchell replied there were
not .

Representative Hawker asked if it was intended to be
unrestricted. M. Barnhill commented that it would have to
be done that way to avoid the dedicated fund restriction.
Represent ati ve Hawker noted that he was prepared to pass HB
187 out of Conmttee but not HB 188.

3:28: 56 PM

Ms. Frasca was concerned about the l|ong-term effects of
separating the two bills.

Representative Kelly referred to sustainability brought up
by Representative Joule and wondered if the bill could be a
way to address that issue. M. Frasca replied that was only
one piece to the capital budget.

3:31: 28 PM

Representative Kelly discussed the tenptation to forego
achieving the sustainability for generations to cone. He
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added that he was counting on the House Finance Commttee to
inflation proof it and felt that the proposal could be
i nproved.

3:32: 52 PM

Co-Chair Meyer referenced the letter from M. Wed. He
asked the factors which would nmake the bonds taxable. V5.
Weed responded that there are two ways to nake the bonds
t axabl e. One would be the type of projects funded and how
those projects are used. The bonds nmay only be used for
capital projects. You cannot use |long-term debt tax-exenpt
bonds for ordinary operating and mai nt enance expense.

The second way in which bonds end up being taxable, has to
do with the overall structure of the flow of the noney, the
types of noney pledged to pay debt service and the structure
on how that noney is actually commtted.

3:37:18 PM

Representative Hawker asked if a public entity such as the
State would be exenpt from spending its’ assets before
engaging in tax exenpt financing. M. Wed replied that was
correct. She added that they would be better off if they
were not broke and had collateral to borrow noney for a tax-
exenpt base.

3:38:14 PM

Co-Chair Meyer stated that HB 187 and HB 188 would be HELD
in Cormmttee for further consideration.

#

3:39: 04 PM

ADJ QURNVENT

The neeting was adjourned at 3:39 P. M
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