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ACTI ON NARRATI VE
3:28:30 PM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Conmittee neeting to order at 3:28 p.m Representatives Lynn,
Hol mes, T. WIlson, and O son were present at the call to order.
Representatives Buch, Chenault, and Neunan arrived as the
meeting was in progress.

HB 363- Al DEA MEMBERSHI P

3:28:45 PM

CHAI R OLSON announced that the first order of business would be
HOUSE BILL NO 363, "An Act relating to the nenbership of the
Al aska I ndustrial Devel opnment and Export Authority."

3:28:51 PM

ROB EARL, Staff, Representative Bob Herron, Alaska State
Legi slature, explained that AIDEA's mission is to pronote,
devel op, and advance economic growh and diversification in
Al aska by providing various neans of financing and investnent.
He related that AIDEA fulfills this m ssion by providing A askan
busi nesses with long-term commercial and devel opment financing
at a reasonable cost. He detailed that AIDEA is a public
devel opnent finance corporation independent of direct agency
control, although it is associated with Departnent of Conmerce,
Community, & Economc Developnent (DCCED). A significant
percentage of the return on AIDEA's assets is redistributed as a
dividend and is deposited to the state General Fund (GF). He
noted that this year's dividend was $23 nillion.
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MR. EARL related that currently, AIDEA consists of a five-nenber
board which includes the Comm ssioners of the Departnents of
Revenue (DOR) and Departnent of Comrerce, Community, & Econom c
Devel opnent ( DCCED) , plus an additional depart nent head
appoi nted by the governor, and two public nenbers. This creates
a conm ssioner to private sector ratio of 3-2, which is the sane
as the Al aska Energy Authority (AEA) board by statute. Thi s
bill, HB 363, as witten would restructure the board by
replacing two commissioners with two additional private sector
menbers. This would result in four private sector nenbers and
the comm ssioner of DOR.  The bill would require private sector
menbers to possess business expertise and | eadership skills.

3:31: 27 PM

REPRESENTATI VE HOLMES nmade a notion to adopt Anendnent 1,
| abel ed 26-LS1503\ A. 1, Cook, 3/16/10, which read:

Page 1, lines 6 - 7:
Delete all material and insert:
"(1) the conm ssioner of revenue and the
commi ssioner of conmmerce, comunity, and econom c
devel oprment ; and"

Page 1, line 8:
Delete "four"
| nsert "five

Page 2, lines 1 - 2:

Delete all material and insert:

"(b) If a conm ssioner [MEMBER] described in
(a)(1l) [OR (a)(2)] of this section is unable to attend
a neeting of the authority, the"

Page 2, line 13:
Del ete "two"
| nsert "three"
Page 2, line 17:
Del ete "one nenber shall serve a two-year ternt
I nsert "two nenbers shall serve two-year terns”
CHAI R OLSON obj ected for the purpose of discussion.

3:31:51 PM
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ERIN HARRI NGTON, Staff, Representative Al an Austernan, Al aska
State Legislature, provided sonme background on the interim work
on econom ¢ developnent that led to the introduction of this
bill. The research included information on other states

successes on econom c devel opnent efforts. One inportant
di scovery was that these states attributed their success to
col |l aborative efforts by the private sector with government to
provide input on activities of state government as it related to
econom ¢ devel opnent. The i nfornal group held ongoing
di scussions and worked with Representatives Minoz and Herron to
integrate the private sector input into the bill.

3:33:45 PM

MR. EARL di scussed Amendnent 1. He explained the original bil
had renoved the DCCED conm ssioner position from the board, but
di scussions concluded it was inportant to keep the DCCED
comi ssioner on the proposed board due to the expertise hel/she
can offer. Additionally, Amendnent 1 would expand the board to
a seven-nenber board to allow subcommttees to be appointed and
for a broader pool of applicants for the governor to select
appoi nt nent s.

CHAIR COLSON renoved his objection. There being no further
obj ections, Anmendnent 1 was adopt ed.

3:35: 07 PM

MR. EARL, in response to Representative T. WIson, related that
he is open to regional representation.

REPRESENTATIVE T. WLSON asked whether private sector nenbers
m ght have a conflict of interest issue.

MR. EARL answered that currently two public nmenbers serve on the
board. The board follows Roberts Rules of Order, which includes
provi sions for addressing conflicts of interest.

3:36: 18 PM

REPRESENTATI VE HOLMES recalled that the AlIDEA board al so serves
as the AEA board. She asked if the |language that applies to the
public nmenbers is broad enough to enconpass diversity, such as
AIDEA's interest in having soneone serve that has an energy
background serve.
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MR. EARL agreed the AIDEA board also serves as the AEA board
He believed the | anguage in HB 363 was broad enough to allow the
governor the discretion to address board nenber diversity. He
stated the sponsor is open to the idea of clarifying the energy
experience required of applicants.

3:37:21 PM

REPRESENTATI VE HOLMES assunmed that would include people wth
experience gained in energy cooperatives, or at the |[ocal
governnent |evel working with energy issues.

MR. EARL responded that it is not the sponsor's intent to
excl ude persons with the experience nentioned.

3:38: 07 PM

REPRESENTATI VE NEUVAN asked whether AEA and AlIDEA boards are
j oi ned.

MR. EARL answered that by statute the AIDEA and AEA boards are
t he sane board.

REPRESENTATI VE NEUVAN asked when review ng projects, whether the
boards are involved in the discussion of projects such as the
renewabl e energy projects.

3:39: 22 PM

TED LEONARD, Executive Director, Al aska Industrial Devel opnent &
Export Authority (AIDEA) and Al aska Energy Authority (AEA),
Department of Commerce, Community, & Economic Devel opnent
(DCCED), introduced hinself.

3:39: 53 PM

REPRESENTATI VE NEUMAN asked when considering the renewable
energy projects of wup to $550 mllion, for the depth of
di scussions that the AIDEA or AEA board nenbership holds and
whet her specific projects are revi ewed.

MR. LEONARD responded AIDEA has not been involved in the
anal ysis on AEA projects, but does consider its own contracts

such as contracts pertaining to alternative energy prograns. He
said he cannot really elaborate on the entire process that AEA
uses or when the AIDEA's board is also the AEA board. He
deferred to the Executive Director of the Al aska Energy
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Aut hority to testify on that matter. He related that AIDEA can
be involved, as M. Earl nentioned, in the process of financing
energy projects. Currently, AIDEA is working to identify ways
to partner with AEA on projects. In fact, AIDEA and AEA s staff
are currently neeting with officials fromthe U S. Departnent of
Energy to find ways to utilize the federal stimulus guarantee
prograns to fund energy projects in the state.

3:41: 56 PM

REPRESENTATI VE NEUVAN rel ated Amendnent 1 increased the private
sector nenbers that serve on the AIDEA board, and asked whet her
the expertise would include power generation experience or
different types of simlar work. He further asked how conflicts
of interest would be resol ved.

MR. EARL answered that wunder Anmendnent 1 there would be five
public menbers and two conm ssioners. He offered that the board
would follow Roberts Rules of Oder and nmenbers would need to
declare a conflict of interest, and the board would vote on

whet her a conflict exists. The expertise required for board
menbers would be left to the governor's discretion. No specific
requirenent is specified in the bill to require an energy

expert, but he stated that he is open to the idea.

CHAIR OLSON pointed out that the appointment process would be
t he sane process as for other boards and conm ssi ons.

MR. EARL noted that AIDEA board nenbers are not subject to
| egi sl ative approval.

3:43: 41 PM

MR. LEONARD el aborated that the AlIDEA board does have to follow
the Ethics Act. He affirmed that board nenbers would be
required to identify a conflict of interest and with a |arger
board he envisioned it would be easier to vote on those types of

i ssues. He suggested that the requirenment for business
experience could be expanded to add "and industry experience."
He suggested that AIDEA, in working with the bill sponsor,
di scussed the inportance of having expertise from different
sectors i ncl udi ng i ndustry experti se, nat ur al resource
extraction, logistics, energy, and comrunications. He pointed

out that industry could be added to provide |egislative intent
that the qualifications of board nmenbers include a broader range
t han what woul d nornmally be consi dered busi ness experti se.
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3:45:18 PM

CHAIR COLSON referred to page 1, lines 12 - 13, and suggested it
should read, "...has expertise in private sector business and
i ndustry, and possess denonstrated | eadership skills."

3:45: 27 PM

REPRESENTATIVE HOLMES nmade a notion to adopt Conceptual
Amendnent 2, on page 1, lines 12 - 13 after business, to insert
"and/ or industry".

REPRESENTATI VE T. W LSON obj ected for purpose of discussion

REPRESENTATI VE HOLMES offered her belief that this would
incorporate the |anguage suggested by M. Leonard and would
ensure industry participation.

REPRESENTATI VE NEUMAN t hought this | anguage was an i nprovenent.
REPRESENTATI VE T. WLSON renoved her objection

There being no further objection, Conceptual Anmendnent 2 was
adopt ed.

REPRESENTATI VE NEUMAN asked whether financial disclosures of
board nmenbers are required.

MR. EARL answered yes. Public financial disclosures are
requi red of board nenbers.

3:47:10 PM

REPRESENTATIVE T. WLSON asked whether regional representation
shoul d be considered. She did not want the pool to be too smal
and asked whether regional representation should be required or
woul d happen naturally.

MR, EARL related it would be up to the governor, but did not
m nd the additional direction.

3:48: 05 PM
REPRESENTATIVE T. WLSON made a notion to adopt Conceptua
Amendnent 3. She suggested regional nenbership should include

one rural nmenber, one menber from the Interior, and one nenber
from Sout heast Al aska to provide better diversity on the board.
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CHAI R OLSON suggested the conmittee could provide a letter of
intent, but offered his belief that it is already the intent of
Al DEA, the governor, and the co-sponsors to have regional
menbership on the board. He noted the bill is co-sponsored by
menbers from Sout hcentral, Western Al aska, and Sout heast Al aska.

REPRESENTATI VE T. W LSON said she t hought regi ona
representation on the AIDEA board was inportant since energy
diversity exists in each of the conmmuniti es.

REPRESENTATIVE T. WLSON offered to work with the bill sponsor
to devel op | anguage.

ERIN HARRI NGTON, Staff, Representative Al an Austernan, Al aska
State Legislature, stated she has seen rural nenber defined as
soneone representing a community of less than 2,500 people or
| ocated off the road system She was not certain how to
identify an Interior nmenber.

REPRESENTATI VE T. WLSON wi t hdrew Conceptual Anendnent 3.

CHAIR OLSON related that |anguage could still be developed to
address regi onal representation.

3:50: 56 PM

REPRESENTATI VE BUCH expressed an interest in having the Al DEA
board include nmenbers representing a cross section of interests,
including small businesses and industry. Addi tionally, he
t hought board nenber appointnments should overlap to provide
continuity and consistency to the Al DEA board.

3:51: 49 PM

REPRESENTATI VE NEUMAN referred to Section 1 and to the Al DEA
board conposition. He thought |egislative intent could be added

to provide regional representation on the board. In response to
Chair O son, he offered his belief that the sponsors wll be
willing to work with Representative T. WIson on |anguage and

said he did not wish to hold up the bill.

REPRESENTATI VE T. WLSON nentioned that there are five Judicia
Districts in Alaska, which may be a way to arrive at regional
representation.

3:53:42 PM

HOUSE L&C COW TTEE -9- March 17, 2010



CHAIR COLSON, after first determining no one else wshed to
testify, closed public testinony on HB 363 and announced that it
woul d be hel d over.

HB 412- M CROLOAN REVOLVI NG FUND

3:54:30 PM

CHAI R OLSON announced that the final order of business would be
HOUSE BILL NO 412, "An Act establishing the Al aska mcrol oan
revolving fund; making loans for comercial purposes from the
fund; and relating to the fund and | oans; and providing for an
effective date."

3:58: 07 PM

CATHY JEANS, System Branch Manager, Division of Investnents
(DA'), Departnment of Commerce, Community, & Econom c Devel opnent
(DCCED), explained that the Governor requested the bill be
introduced to strengthen the econony. This bill would create a
new | oan program the M croloan Revolving Fund, wthin the DCCED
to help small businesses access critically needed capital. The
bill would allow up to $35,000 for an individual loan and up to
$70,000 for two or nore persons. The maximum term for the |oan
woul d be six years. A loan under this program bears interest at
the rate of prinme plus one percentage point, with a mninmm
anmount of not |ess than six percent per year, and a ceiling of
not nore than eight percent per year. The fiscal note is $3.577
mllion from the AIDEA dividend, wth $77,000 required to
provide for a |loan officer and travel. She estinmated
approximately 75 loans would be issued in the first year, 100
loans in the second year, and approximately 25 |oans each year
thereafter. She offered the admnistration's strong support for
HB 412. She also said she believes this bill wll help many
busi nesses succeed in Al aska.

M5. JEANS provided a section-by-section analysis of HB 412.
Section 1 would nodify the uncodified code of Al aska to describe
findings related to the fund.

3:58: 57 PM

REPRESENTATI VE NEUVAN asked for a description of a revolving
fund.
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M5. JEANS answered a revolving fund is not a dedicated fund
that principal and interest repaynents to the fund are retained
to the fund, and operating funds are paid fromthe earnings.

REPRESENTATI VE NEUMAN asked whether the state would foreclose in
t he event that someone defaulted on his/her |oan.

M5. JEANS answered yes. The division has a special fund called
the Foreclosure Expense Fund, and any nonies credited to the
account can be used to buy out liens to protect the state
assets. This may be necessary during a foreclosure proceeding
as it is sonetines necessary to contact the Attorney General's
office, which would accrue |egal expenses, or it may be
necessary to hire a managenent conpany to view the property.

REPRESENTATI VE NEUVAN related his understanding that the noney
would remain within the fund and is self contained.

M5. JEANS answered yes. She pointed out that operating expenses
and office equipnment would require an appropriation from the
general fund (GF). In further response to Representative
Neurman, she agreed that any budget docunents would indicate the
M crol oan Revol ving Loan Fund as the funding | oan source.

4:01: 47 PM

M5. JEANS related that Section 2 would create a new article in
AS 44.33 titled "Alaska Mcrol oan Revolving Fund," which would
set out limtations and terns for the | oans. The bill would
allow up to $35,000 for an individual |oan and up to $70,000 for
two or nore persons. The maximumterm for the | oan would be six
years. A loan under this program would bear interest at the
rate of prinme plus one percentage point, with a mninmm anount
of not less than six percent per year, and a ceiling of not nore

than eight percent per vyear. Loans nmust be secured by
collateral and cannot be nmade to a person who has past due child
support obligations. This section would also create a speci al

account, the Forecl osure Expense Account.
4:02: 37 PM

M5. JEANS stated that Section 3 would anmend the uncodified code
adding a new section titled, "TRANSITI ON: REGULATI ONS. " Thi s
section would authorize the DCCED to imrediately proceed wth
the adoption of regulations necessary to inplenent the changes
made in Section 2 of the bill. This section further stipul ates
that the regulations may not take effect before July 1, 2010.
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Section 4 stipulates that Section 3 of the bill takes effect
i mredi ately. Finally, Section 5 indicates that except for
Section 2, the bill would take effect on July 1, 2010.

4:03:15 PM

REPRESENTATI VE BUCH referred to Section 2 to AS 44.33.965 in the
bill. He said that this provision encapsul ates the requirenents
but sets the prine rate as the indicator. He asked what woul d

happen in the event the prine is at a lower rate, such as 4
percent, since the limts are set at 6 and 8 percent.

M5. JEANS related that it could be set at the prinme interest
rate plus one. Thus, if the prine interest rate is currently
set at 3.25 percent, plus one would put it at 4.25 percent, but
the floor is set so it cannot go below 6 percent. The division
would like to keep the rate between 6 and 8 percent since these
| oans nay be riskier loans. The division's goal was to not have
the rate too low as the loans may then directly conpete wth
banks.

4:04: 31 PM

REPRESENTATI VE BUCH asked Chair d son whether he had comments
based on his personal experience.

CHAI R OLSON recalled the Comrercial Fisheries Agricultural Bank,
whi ch had a preferential interest which was built into CFAB, but
paranmeters were used. He further recalled that the | oans could
be used for vessels, gear, and permts.

REPRESENTATI VE BUCH asked whether this section would renove the
possibility to consider current conditions.

CHAI R OLSON offered his belief that Al DEA would keep 100 percent
of the |l oans since they are relatively snmall | oans.

4:05: 34 PM

REPRESENTATIVE T. WLSON referred to the condition that |oans
woul d not be nmade to soneone with past due child support. She
asked why the restriction for judgnment is restricted to child
support.

M5. JEANS related that the program will 1ook at an applicant's
credit report and reports are submtted nonthly to credit
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bur eaus. In further response to Representative T. WIson, she
said she was unsure why this provision specifies child support.

REPRESENTATI VE BUCH el aborated that sonetinmes the |egislature
includes language to provide direction and a point of view,
which is likely why child support obligations are specifically
consi der ed.

4:07:26 PM

GEOFF WHI STLER, Lendi ng Section Mnager, Division of |nvestnents
(DA), Departnent of Commerce, Community, & Econom c Devel opnent
(DCCED), explained that <child support obligations are not
reported on credit reports. Thus, if an obligor is behind on
hi s/ her paynent he/she nust bring the account current and the
program nust consi der any judgnents before granting a | oan.

4:08: 30 PM

REPRESENTATIVE T. WLSON asked whether any other obligations
shoul d be considered that may not be on a credit report.

MR. VWH STLER responded that the Internal Revenue Service (IRS)
has certain rights when it files liens. He assured her that the
division checks wth the IRS on all loans as a part of their
Menor andum of Under st andi ng. The IRS typically will respond
within five days to |let AIDEA know whether an applicant has an
out st andi ng obligati on.

4:09: 25 PM

M5. JEANS, in response to Representative Neuman, answered yes.
She offered a scenario in which an applicant could purchase a
garage and equi pnent for startup or expansion of a business.

REPRESENTATI VE NEUMAN asked whether a specific percentage of
collateral is necessary and if matching funds are avail able from
Al DEA.

M5. JEANS responded that there would not be matching funds from
Al DEA. However, the borrower is encouraged to have sone working
capital to put into the business. Addi tionally, AIDEA can also
| end working capital for starting up a business, she stated.

4:11:56 PM
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REPRESENTATI VE NEUMAN rel ated that the |oans must be secured by
collateral accepted by the comm ssioner. He asked whether a
certain amount is considered standard practice.

MR. VWH STLER answered that each item has a different collatera
val ue. For exanple, collateral could consist of equipnment or
tools for snowmachine business, which nay have a 50 percent
val ue, whereas real estate is about 80 percent, and recreational
boats could be considered at about 65 to 75 percent for security
pur poses. The standard equity is about 10 percent in order for
busi ness owners to al so have sone "buy in" to the business.

REPRESENTATI VE NEUMAN asked whether 20 percent equity would
satisfy A DEA s requirenents.

MR. VWH STLER said that it is hard to predict. If a person was
buyi ng his/her property for repairing snowrachi nes, the person
may have 20 percent equity in the business, or nay have equity
in his/her home that could be used as collateral.

REPRESENTATI VE NEUVAN rel ated his understanding that each |oan
woul d be individually determned as to the anount of collateral.

MR. WHI STLER answer ed yes.
4:14: 02 PM

REPRESENTATI VE NEUVAN asked whet her AI DEA would review community
need and niche for a business before granting a | oan.

MR. WHI STLER agreed that AIDEA would obtain know edge by hol di ng
di scussions with people in the community. He related that Al DEA
has several resource groups such as the Legislative Information
Ofice and the Mat-Su Cty and Borough offices. Certainly,
Al DEA woul d be interested in the market and if the business plan
is reasonabl e since they do not want businesses to fail.

REPRESENTATI VE NEUVAN asked whether a risk assessnent is set up.
He said he thought the programis a great idea. He just wanted
to ensure that AIDEA has the necessary flexibility.

REPRESENTATI VE NEUMAN posed a scenario in which a person who
opened a refrigeration repair business had a student | oan. He
asked whether the mcrol oan program could be used to pay off the
student |oan since the education and training was necessary to
t he busi ness.
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MR. WH STLER related that what Representative Neuman described
woul d be considered a refinanced |oan by definition. He related
this is not currently an eligible purpose in this bill.

REPRESENTATI VE NEUMAN inquired as to whether a business owner
could pay for equipnent purchased at a store. He asked how
AIDEA would nonitor the process to ensure the loan is spent
appropriately.

MR. WH STLER related that AIDEA currently provides for these

types of loans, such as through the Small Business Economc
Devel opnent and Rural Devel opnent Prograns. The AIDEA woul d
control the disbursenents based on the business plan and through
communi cations with the borrower. Thus, to pay for purchasing
equi pnent, the borrower would provide AIDEA with a detailed
i nvoi ce. In further response to Representative Neuman, he

agreed that conceptually the borrower could pay for equipnent
for his/her business.

4:19: 02 PM

M KE BORGFORD, Executive Director, Mide in Mit-Su, offered his
belief that this bill represents the nobst inportant piece of
| egislation to be considered in the last 30 years. Currently,
his organization is conprised of existing businesses. He
offered his belief that this bill wll offer existing businesses
opportunities to expand and be nore viable in the marketplace.
He explained that he recently surveyed about 250 small
busi nesses, largely manufacturers, in the Mat-Su region and
Sout hcentral Al aska. The businesses he surveyed believe HB 412
woul d create a neans for themto obtain raw materials and obtain

better deals in doing so. This bill could also make them nore
conpetitive in the market in the Mat-Su Valley and in Anchorage.
He said nenbers characterized HB 412 as a good bill. He

hi ghl i ghted one concern his organi zation pointed out is the need
for the business to be located in Al aska. He recalled one of
the Made in Mat-Su nmenbers owns a business in Alaska but also
owns one in the Lower 48. He suggested the conmttee nay Ww sh
to tighten up the eligibility requirenents.

4:22:09 PM

REPRESENTATI VE NEUVAN t hanked M. Borgford for the trenmendous
effort his organization makes for small busi nesses.

CHAI R OLSON announced that public testinmony would be held open
for HB 412, which was held over.
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4:23.08 PM
ADJ OURNMENT
There being no further business before the commttee, the House

Labor and Commerce Standing Conmttee neeting was adjourned at
4:23 p.m
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