HOUSE FI NANCE COW TTEE
April 3, 2009
1:36 p. m

1: 36: 08 PM

CALL TO ORDER

Co-Chair Stoltze called the House Finance Comm ttee neeting
to order at 1:36 p.m

VEMBERS PRESENT

Representati ve M ke Hawker, Co-Chair
Representative Bill Stoltze, Co-Chair
Representative Bill Thomas, Jr., Vice-Chair
Representative Allan Austerman
Representative Harry Crawford
Representative Anna Faircl ough
Representative Richard Foster
Representative Les Gara

Representati ve Reggi e Joul e

Representative Mke Kelly

MEMBERS ABSENT

Representati ve Wodi e Sal non

ALSO PRESENT

Representative Kathy Minoz, Sponsor ; Deven Mtchell,
Executive Director, Al aska Minicipal Bond Bank Authority,
Department of Revenue; Wayne Jensen, Jensen, Yorba, & Lott,
I nc., Juneau; Renond Henderson, Deputy Director, Division of

Cener al Servi ces, Depar t ment of Adm ni strati on; Ben
Mul I'igan, Staff, Co-Chair Bill Stoltze; Karen Lidster
Staff, Representative John Coghill; Representative Beth
Kerttul a

PRESENT VI A TELECONFERENCE

Jeff Jessee, Chief Executive Oficer, Al aska Mental Health
Trust Authority

SUMVARY

HB 161 "An Act relating to the Al aska Mental Health Trust
Aut hority Subport O fice Building; authorizing the
i ssuance of «certificates of participation for
construction of the building and authorizing the
use of up to $25,000,000 from the nmental health
trust fund for construction of the building;
approving |l eases of all or part of the building by
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the Departnment of Admnistration; and providing
for an effective date."

CSHB 161 (FIN) was heard and HELD in Committee for
further consideration.

HB 121 "An Act relating to a nmunicipal property tax
credit for an inprovenent that aids in inproving
air quality."

CSHB 121 (FIN) was REPORTED out of Conmittee with
a "do pass" recommendation and with zero fisca
note #1 by the Departnent of Commerce, Comrunity
and Econom c Devel opnent .

1: 36: 32 PM

#hb161
HOUSE BI LL NO. 161

"An Act relating to the Alaska Mental Health Trust
Authority Subport Ofice Building; authorizing the
i ssuance  of certificates of participation for
construction of the building and authorizing the use of
up to $25,000,000 fromthe nmental health trust fund for
construction of the building; approving |eases of all
or part of the building by the Departnment of
Adm ni stration; and providing for an effective date."

REPRESENTATI VE KATHY MJNQZ, SPONSOR, requested that Deven
M tchel | pr esent i nformation on Certificates of
Participation (COP s).

DEVEN M TCHELL, EXECUTIVE D RECTOR, ALASKA MJUNI CI PAL BOND
BANK AUTHORI TY, DEPARTMENT OF REVENUE, described how the
Al aska Mental Health Trust (AVMHTA) assets currently invested
in the Permanent Fund would be used in conmbination wth
state COP’s in a favorable partnership to fund a new office
facility on land the Trust owns in Juneau. The state would
provide a title interest lease to a trustee bank for the
COP’s. He described the way the | ease woul d be divided into
bl ocks that are equivalent to $5,000 bonds which are sold to

i ndi vi dual investors. It is a “subject to appropriation”
conmmi t ment . He continued to discuss the pricing of the
bonds.

M. Mtchell related that the expectation is that the bonds
woul d receive an AArating. Currently, the interest rate on
general obligation bonds is 4.04 percent. He discussed
mar ket condi tions.

1:41: 27 PM
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Co-Chair Stoltze asked which of the Mit-Su projects were

sol d. M. Mtchell reported that there was a cash flow
i ssue. For the bonds sold in 2003 for transportation
projects, about 7 percent was spent. The project would

eventual ly be fully funded.

M. Mtchell comented further about the COPs and talked
positively about the partnership. He said it was a good
opportunity for the state to neet its mssion to provide
adequate space for state enployees and an opportunity for
the AVHTA to neet its m ssion. Use of the state's credit
for a portion of the funding would benefit the transaction.

Co- Chair Hawker voiced appreciation for the high |evel of
liquidity. He asked M. Mtchell, as the state debt
manager, if he was confortable with this | egi sl ati on. M.
Mtchell agreed that it was a policy decision as to how the
project mght be funded, and said there wuld be no
detrinment to the state's credit rating by the use of the
COP’ s.

M. Mtchell commented on COP's, the rating reports, and the
| ow debt burden of the state. He tal ked about percentage of
unrestricted revenue. A large portion of revenue is not
derived fromthe state. The revised forecast for FY 10 at
$56 per barrel would be just over 5 percent as a percentage
of unrestricted revenue for state supported debt service.
He gave exanpl es.

1:46: 10 PM

Co- Chair Hawker summari zed that the debt increnent would not
detrinental to the state and the state would not suffer in
its credit rating. M. Mtchell agreed.

Co- Chair Hawker inquired if there was a better nechani sm or
way to structure this proposal than a 50/50 debt equity
using COPs. M. Mtchell replied that the only way to get
a lower interest rate would be to sell general obligation
bonds. For state supported financing, COP's are best
because they are understood by those outside of Al aska. He
used the Mat-Su Borough as an exanple of outsiders being
unfamliar with the area’ s bonds.

1:47:59 PM

Co- Chair Hawker asked what the difference between genera
obl i gati on bonding and COP debt was. M. Mtchell explained
that general obligation bonds cannot be issued in this
i nstance because it would require a statew de el ection.

Co-Chair Hawker stated that the advantage of going wth
COP’s is the timng. M. Mtchell agreed.
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Co- Chair Hawker pointed out that it is presuned that the
public would have the option to weigh in on general
obligation bonds. He wondered of the wuse of COPs
circunvents that process. M. Mtchell related that a
Suprenme Court ruling allows for COP financing. He discussed
t he di sadvant ages of using general obligation bonds.

Co- Chair Hawker wondered if using COPs is a way of getting
around needing the entire state’'s approval of a |ocal
project. M. Mtchell said that was correct.

1: 51: 04 PM

Co-Chair Hawker asked if this process is circunventing the
people’s right to have a say as to where the state nakes
capital investnents. Representative Miunoz enphasi zed t hat
this process is addressing a need. She used the prison as
an exanple, which allowed the state to nove prisoners back
to Alaska. She listed the benefits of this project: it is a
top priority of the AVHTA, it provides a long-term revenue
stream for the beneficiaries of the Trust, and it neets the
critical space needs in Juneau.

Co- Chair Hawker concluded that the |l egislature has to nmake a
call in the public’'s interest.

Co- Chair Hawker asked M. Mtchell what “the price to be
paid” was. M. Mtchell explained that in today s market, a
subject to appropriation credit, versus a general obligation
credit, would be in the range of 25 to 50 basis points

depending on the day. That is going to change from market
to market. He questioned if this issue should cone to a
vote. It is in the interest of the state to acconplish that
project rather than create a large capital budget of
projects that mght not be “on the sanme plane” as the
project that is being proposed.

Co-Chair Hawker <called it strategic and surgical. He
pointed out that “25 to 50 basis points” is a quarter to a
hal f percent difference in the rate the state would be
payi ng on the debt. M. Mtchell agreed. Co-Chair Hawker
asked what a good rate mght be. M. Mtchell offered to do
t he mat h.

1: 54: 54 PM

Co- Chair Hawker related that the nmechanics of the bill are
rigid due to the 50/50 ratio of debt to equity. He inquired
if there would be an advantage in the market if there was

nore flexibility. He gave a hypothetical exanple of 75
percent debt equity. M. Mtchell agreed that flexibility
is always an advantage. He thought the real benefit was

that there was an equity position in the project. There is
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a commtnent to provide equity in the |egislation, which
allows creditors to feel nore confortable.

Co- Chair Hawker asked if there was anything el se that would
enhance the bargaining position when approaching the
mar ket s. M. Mtchell thought that additional flexibility
in the anmount, rather than in the participation |evels,
m ght be an advantage. If there is a cost override,
flexibility would be built in.

Co- Chair Hawker thought that mght be |ooked at. He
wondered how significant that issue mght be. M. Mtchel

t hought it was unlikely that the flexibility would be nore
attractive to the market. Co-Chair Hawker pointed out that
if it doesn't work, it would be another year before it could
be taken up again.

2: 00: 22 PM

M. Mtchell enphasized it is the “market of the day” that
is nmore inportant. Co-Chair Hawker shared that he had found
his own confort zone. He noted that this amount is not
| arge on Wall Street.

Co-Chair Stoltze thought there mght be nore awareness
recently regarding Mat-Su issues.

Representative Kelly brought up the prison issue and asked
for a response about prison debt financing tim ng. M .
Mtchell thought the |egislative discussion on the project
did not change the timng of the financing.

Co-Chair Stoltze did not like COPs and thought that they
shoul d be used infrequently.

2: 05: 07 PM

Co-Chair Hawker said it appears that the construction cost
on the project would be about $300 per square foot. Typical
commercial grade costs are generally $500 - $600 per square
f oot . He concluded that it was a md-grade building. He
wondered if it was under-designed.

Representati ve Munoz agreed that the square footage estimate
was about $315. However, it does not include the price of
| and, which was donat ed.

2: 08: 07 PM

WAYNE JENSEN, JENSEN, YORBA, & LOIT, INC., JUNEAU, expl ained
that the cost estinmates, done by a professional cost
estimating firm in Anchorage, were based on the conceptua
design, the site developnment costs, and conparisons of
simlar projects built in the state. The w de range of
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costs depends on many factors. H s conpany gave criteria
based on space standards, size of building, and date of
construction, and the estimating firm came up wth a
reasonabl e cost estinmate. The Trust came up with “soft
costs” or devel opnent costs. He concluded that the costs
are reasonable and construction costs are favorable right
now.

Co- Chair Hawker agreed with the tim ng.
2:10:40 PM

Co- Chair Hawker asked what the state is getting for its
noney. He requested a life quality conparison.

M. Jensen reported that he researched *“class of space”
because of a previously-asked question. He found it to be
an ill-defined term because it tends to depend on a
conparison with other projects in the community, the age of
t he buildings, the tenant, and the finish materials, as well
as use of space. This building follows the Al aska Space
Standards, which are not generous. The building is
efficient and functional, with not a | ot of wasted space.

M. Jensen explained that the building would be nmade of
structural steel, have a good life expectancy, be energy
efficient, have good internal environnmental conditions, and
have |ife-safety systens. It would be long-term requiring
little maintenance, and be energy efficient. It would be
functionally efficient, as well.

2:14: 39 PM

Co- Chair Hawker summarized that class designations are a
function of the real estate industry. M. Jensen agreed.

Co-Chair Hawker terned the building low on the opulent
scal e. M. Jensen agreed. Co- Chair Hawker asked if the
buil ding was designed for flexibility. M. Jensen reported
that was a high priority and was reflected in the state’'s
space st andar ds.

Co- Chair Hawker asked if the project was over or under-
designed and if it would fit into the community’s portfolio.
M. Jensen thought it would fit into the city’'s and the
state’s portfolios. Desi gn codes have changed and the
building will have nodern features not found in current
of fi ce buil dings.

2:17:15 PM

Co- Chair Hawker noted that the proposal was quite rigid. He
asked M. Jensen how high his cost overrun anxiety was. M.
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Jensen reported that there are contingencies built into the
project: time, budget, and space requirenents.

Representative Crawford recalled pictures of early Juneau
when all the buildings had pitched roofs. After WWII the
trend was for flat roofs that |eaked. He wondered what the
roof would be |ike on the new buil ding.

M. Jensen thought it would be a low, sloped roof wth a

menbr ane. He shared the difficulties of having a sl oped
roof on such a large building. A large consideration is the
snow rain danage potential. Those factors wll all be

consi der ed.

Representative Crawford suggested designing a building with
sl oped roofs.

2:22: 15 PM

Co- Chair Hawker addressed the “lease or buy” question. He
di scussed square foot nodeling which, for this building, is
$4. 07 per square foot. He wondered about alternatives such
as | eased space el sewhere in the state or in the conmunity.

Representative Munoz reported that the nobst recent estimate
was $3.50 per square foot and would probably be less than
that. For all state-leased facilities, the market rate does
not take into account the investnents Al aska nust make to
come up to code. She noted that extensive exanples of this
were included in the estimate. She nentioned the Frontier
Buil ding in Anchorage, which |eases for about $3 per square
foot. The state had to invest about $1 nmillion to bring the
facility up to standards.

2:25:22 PM

Co-Chair Stoltze requested information about the fiscal
not es.

M. Mtchell reported that the fiscal note from the
Departnment of Revenue contains an appropriation required for
debt service and cost of issuance for FY 10 for $1, 001, 500
and debt service in FY 11 through the bal ance of the fiscal
note for $1, 866,000 per year based on a 20-year certificate
of participation being issued at a rate of 5.5 percent.

Co- Chai r Stoltze reported on t he Depar t ment of
Adm ni stration fiscal note. M. Mtchell noted that there
woul d be two separate |eases. He discussed the possibility
of deferring the fiscal inpact in FY 10.

2:29: 08 PM
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Co-Chair Hawker noted a third fiscal note from the
Department of Natural Resources. He thought the RDU | eases
on the Departnent of Admnistration’s fiscal note nmade
sense. It is $1.3 nmillion out of general funds for
contractual services (paying the rent) beginning in FY 2013.
He commented that the Departnent of Revenue's fiscal note
expenditure is debt service in the out years and questioned

the source of funds. He wondered if they were general
f unds. M. Mtchell reported that they were general funds
subject to appropriation. He did not want the funds to

“float through another agency”.

2: 30: 28 PM

Co-Chair Hawker addressed the Departnent of Nat ur al
Resources (AMHTA) fiscal note to support debt service. He
asked for further clarification.

AT- EASE: 2:31:17 PM

RECONVENED: 2:40:18 PM

JEFF JESSEE, CH EF EXECUTI VE OFFI CER, ALASKA MENTAL HEALTH
TRUST AUTHORI TY, offered to answer questions.

Co- Chair Hawker asked if M. Jessee could address the fiscal
not es. M. Jessee reported on his understanding that the
Department of Natural Resources fiscal note funded the
actual operations and maintenance costs of the building.
Co-Chair Hawker related that the fiscal note shows a change
of revenues of $5.7 million per year for the Mental Health
Lands Adm nistration beginning in FY 2013. He pointed out
that the Departnent of Administration | eases, the tenant, is
spending only $1.3 mllion.

M. Jessee could not answer the question w thout view ng the
fiscal notes.

Co-Chair Hawker explained that it shows MTAAR paying a
contractual expense of $1.5 million to the general fund to
pay the debt service. Hi s concern was that the Departnent
of Administration is only paying $1.3 nmillion.

2:42: 46 PM

REMOND HENDERSON, DEPUTY DIRECTOR, DIVISION OF GENERAL
SERVI CES, DEPARTMENT OF ADM NI STRATION, reported that rent

funds will also be received fromthe |easing of comrercial
space, which may account for the difference. Co- Chai r
Hawker needed assurance in the matter. M. Henderson

clarified that the anount t hat the Departnent of
Admi ni stration would be paying in FY 13 is $5.4 million; in
FY 14 it is $5.424; in FY 15, $5.450; in FY 16, $5.476. He
t hought the noney beyond the $5.4 mllion anpbunt would be
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from conmerci al |eases. Co- Chai r Hawker wondered why that
was not reflected in the cover sheet.

2:44: 27 PM

M. Mtchell explained that the anount reflected in the
cover sheet is the difference between what would be paid
under the status quo versus noving into the new buil di ng.

Co- Chair Hawker asked if $300,000 was the anticipated anmount
of conmmercial rent revenue.

M. Jessee did not know if that was the anticipated
commerci al space revenue.

2:45: 32 PM

Representative Munoz recalled that it was anticipated rental
revenue. She also recalled $20,000 per year in property
tax. She suggested having confirmation from M. Noah.

Co- Chair Hawker suggested setting the bill aside until the
fiscal notes are cleared up. Co-Chair Stoltze agreed.

Co- Chair Hawker requested further information about the
interrelationship of the fiscal notes.

HB 161 was heard and HELD in Committee for further
consi derati on.

2:48: 51 PM

#hb121
HOUSE BILL NO. 121

"An Act relating to a municipal property tax credit for
an inprovenent that aids in inproving air quality."

Vice-Chair Thomas MOVED to ADOPT CSHB 121, | abeled 26-
LS0540\ P, Cook, 4/ 2/09.

Co- Chair Hawker OBJECTED

BEN MJLLI GAN, STAFF, CO-CHAIR BILL STOLTZE, explained three
changes in the new CS. The first change is on page 1, |ines
5-7, and stipulates that the air quality inprovenent tax
credit only applies to a municipality that has air quality
issues with fine particles that are less than or equal to
2.5 mcroneters. The second change is that |anguage was
renoved that set guidelines for how the nunicipality should
award the tax credits. The third change occurs on |ine 13,
and adds a sunset clause on January 1, 2016.
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Co- Chair Hawker agreed with the second change, taking out
gui del i nes because it gives nunicipalities wide latitude to
make their own determination as to how they mght want to
structure such a program He requested nore information
about the repeal.

M. Milligan related that it is a pilot project. If it
wor ks, the legislature can extend or nodify it.

2:52:33 PM

Co- Chair Hawker spoke to the first change, which responded
to his and Representative Stoltz's concern that the bill was
designed to target Fairbanks and Juneau, not Anchorage. The
broadness of the |anguage also included Anchorage. The
intent of the bill was to benefit only the two comunities.

The change would nmake Anchorage ineligible for this
| egi sl ati on.

2:54: 16 PM

Co- Chair Hawker W THDREW hi s OBJECTI ON to adopting CSSB 121
There being NO OBJECTI ON, CSSB 121 was adopt ed.

Representative Gara maintained that the bill gives the
muni ci palities an option, not a mandate. It is giving only
those nunicipalities that are violating federal air quality
standards the ability to give a tax break at their
di scretion to folks who use energy efficient heating. He
t hought that should be a | ocal decision. The anmendnment says
that any community that wants to give their taxpayers an

incentive to use energy efficient heating could. It does
not inpose a mandate, it gives discretion to nunicipalities,
and it is a policy statenent. He did not see it having a
hi gh cost.

2:58: 00 PM

Representative Kelly reported that Fairbanks is in a bind
regarding the 2.5 air quality standard. He was concerned
that the amendnent would open the bill to further protest
and would kill it. He was not opposed to the discussion

He gave exanples of his support of energy-saving devices and
his concern when the borough shuts them dowmn. The bill is
i nportant because it hel ps people convert to nodern devi ces.
The bill al so hel ps Fairbanks address pollution issues.

Co- Chair Hawker echoed Representative Kelly' s concerns. The
bill is very specific and addresses a specific problem He
feared the unknown of the anendnent.

3:02: 54 PM

Representative Gara MOVED t o ADOPT Amendnent 1:
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Page 1, line 5, following “nmunicipality”:

Delete “that includes within its boundaries an area
that fails to neet federal or state air quality
standards for fine particles that are less than or
equal to 2.5 mcroneters in dianeter”

Co- Chair Hawker OBJECTED

Representative Gara didn't see a problemletting a conmunity
decide to wite its local tax code. He maintained it was
not a nandat e.

3:04:53 PM

Vi ce-Chair Thomas gave exanples from Hai nes showi ng that it
already has the ability to wite its local tax code. He did
not think the anmendnent was necessary.

Representative Crawford wondered if Fairbanks already had
the option to correct the problem He thought | ocal control
was good.

Co- Chair Hawker agreed with Representative Gara’s wanting to
provide discretion to local communities. He viewed it as a
creation of different classes of taxpayers. He did not
trust the nunicipalities to fairly reall ocate tax zones.

3:07:30 PM

Representative Gara reported that he discovered that sone
conmuni ties do not have this discretion.

Co-Chair Hawker stated that the bill was brought forth by
communi ties that saw a need.

Representative Kelly reported that Fairbanks does have a
pr obl em He gave as an exanple the Senior Exenption on
property tax. He maintained that the bill was necessary.

Representative Crawford asked how Haines could grant an
exenption fromthe sales tax. Representative Kelly said the
bill is relative to property tax, not to sales tax and the
exenption nust be approved by the state.

3:10:47 PM

Representative Crawford suggested rebating the sales tax.
Representative Kelly said they do not have a sales tax.

Co- Chai r Hawker MAI NTAI NED hi s objection

Aroll call vote was taken on the notion.
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| N FAVOR: Crawford, Gara

OPPOSED: Thomas, Austernman, Fairclough, Joule, Kelly,
Hawker

The MOTI ON FAI LED (2-6).
3:14:11 PM

Representative Kelly MOVED to ADOPT Conceptual Anmendnent 2,
to change 2.5 “mcroneters” to “mcrons” on line 7.

Co- Chair Hawker OBJECTED
Representative Kelly noted the change was on page 1, line 7.
Co- Chair Hawker MAI NTAI NED hi s objection

KAREN LI DSTER, STAFF, REPRESENTATIVE JOHN COGHI LL, quoted
the Departnent of Environnental Conservation and maintai ned
that the correct term is “mcroneters”. Co- Chair Hawker
asked if the sponsor prefers the bill to reflect the
| anguage of the federal EPA designation. Ms. Lidster said
yes.

3:17: 28 PM

Representative Kelly argued that it should say mcrons. He
suggested holding the bill and asking the Departnent of
Environnmental Conservation for an opinion, although he
preferred to nove the bill.

Representative Kelly W THDREW Conceptual Anendnent 2.
3:19:13 PM

Representative Kelly MOVED to REPORT CSHB 121 (FIN) wth
i ndi vi dual recommendati ons and the acconpanying fiscal note.

There being NO OBJECTIQON, it was so ordered.

CSHB 121 (FIN) was REPORTED out of Committee with a "do
pass" recommendation and with zero fiscal note #1 by the
Depart ment of Commrerce, Conmunity and Econom c Devel opnent.

#
ADJ OURNVENT

The neeting was adjourned at 3:19 PM
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