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Al aska Industrial Devel opnent

( Al DEA)

Al DEA: NEW MARKETS TAX CREDI T PROGRAM

CSSB 66(L&C) was HEARD and HELD in conmmttee for
further consideration.

#sbh66

CS FOR SENATE BILL NO 66( L&C)
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"An Act creating a new narkets tax credit assistance
guarantee and |oan program wthin the Al aska
| ndustri al Devel opnment and Export Aut hority and
relating to the program and providing for an
effective date.”

1: 36: 30 PM

MARK DAVI S, DEPUTY DI RECTOR, ALASKA | NDUSTRI AL DEVELOPMENT
AND EXPORT AUTHORITY, (AIDEA) clarified that SB 66 is
essentially the sanme bill as HB 120 wth the only
di fference being a cap on how nmuch can be guaranteed on the
| oans. House Bill 120 had a cap of $50 million; the Senate

reduced it to $40 mllion. The Alaska |Industrial
Devel opnent and Export Authority had no objection to the
reduction. Senate Bill 66 allows AIDEA to work with an

effective federal tax <credit program the program was
i mpl enented in 2000 and although the program is stil
active in 2012, it is now up for reallocation. M. Davis
explained that there are allocations from the US.
Department of the Treasury for these types of credits. The
credits are available to people who put equity/cash in
projects in census areas that have 20 percent of the
popul ati on bel ow the poverty level or a nedian incone |ess
than 80 percent of the netropolitan nmedian for a state
whi ch in Al aska woul d be Anchorage.

Co-Chair Stoltze requested a definition of the metropolitan
nean area.

M . Davis replied that each state picks a central
popul ation area such as New York Cty for New York or San
Francisco or Los Angeles in California, and then the
average inconme in those large areas would be cal cul ated.
The program largely works in rural areas or targeted
popul ations, such as Native Anericans. |In Alaska the
credits have already been used for the Platinum fish plant
and the Galena and Kotzebue long term care facilities. The
loan is usually from a bank, called a | everaged | ender, and
a task credit investor. The task credit investor receives
39 percent of whatever they put into the project that is
then used as a tax wite-off over a seven year period. The
tax wite-off translates into a substantial anmount. Equity
investors usually leave their equity in a project, and then
the rest of the noney is raised through a regular bank or
credit union. The bank can only collect interest-only for
the first seven years.
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M. Davis explained that this non-recourse |oan prevents
the investor from foreclosing on the project and |limted
security. Since 2008, wth the economc downturn and
changes in banking procedures, there is a shortage of these
types of | oans avail able. The Al aska Industrial Devel opnent
and Export Authority hired several consultants to determ ne
how to get projects nmoving in rural Al aska; the consensus
was that AIDEA could offer guarantees for these bank | oans
for the first seven years of the project. Once the projects
are cash flow ng, over 99 percent would then refinance with
a conventional | oan.

1:41: 03 PM

M. Davis elaborated that a large conpany could afford to
build a project that may not have a revenue stream for
three to five years, but it was difficult for an
i ndependent. The program uses new market cash credits to
attract equity investors with this interest-only loan. At
the end of seven years the program noves to a conventiona
| oan using the original equity to refinance. The consensus
anong investors and banks is if AIDEA guarantees these
seven year bank loans it would free up the nmarket to
conti nue.

M. Davis cited that there is interest in Alaska to use
these credits if it is possible to get the lending in place
agai n. The Alaska Industrial Devel opnent and Export
Authority would charge a fee for offering the guarantee and
since the default rate would be very low, a small profit
woul d be generated for the departnent. He reiterated that
there is no cost to the program and very little risk to the
departnent's portfolio. One reason is that the Internal

Revenue Service (IRS) has strict requirenents |If the
project does not succeed in paying its interest-only |oan
for seven years, then the investors who received that tax
credit would have to pay back all their tax wite-offs.
I nvestors may also be subject to penalties or additiona

interest, therefore when these deals are put together, the
tax credit investors determine that the project wll be
successful. In addition, there is the due diligence review
of the lender along with the qualified devel opnment entity
to ensure the loan is sound. He revealed that certain
projects with potential investors were already in place in
Al aska. He added that the aforenentioned successful

projects were in very rural sections of Al aska.
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1:45: 06 PM

Representative Edgnon indicated that rural Alaska and
poverty guidelines could potentially benefit the entire
state. He noted that the equity partner or investnent
partner could possibly energe from Anchorage or Fairbanks
where there are areas of 20 percent poverty guidelines. He
believed this could benefit areas in Al aska in need of nore
econoni ¢ devel opnent .

M. Davis responded that the average savings on a project
financed in this manner was 20 to 30 percent depending on
the negotiations between the bank and the qualified
i nvestors.

Representati ve Doogan requested the costs of the previous
t hree | oans.

M. Davis responded that the anobunt of the loan in the
Pl ati num seafood plant was $10 million while the other
projects were in the $2 to $3 mllion range. These |oans
can be used for low amounts of noney and also for gap
financing. He offered the exanple of the Galena project
where the | oan was used to provide an additional $2 mllion
for wood pellet heating and solar panels. These interest-
only paynents allowed for the use of alternate fuels in
this project.

Representati ve Doogan inquired how the plan works if there
is a$40 mllion loan limt for seven years.

M. Davis responded that the project range tends to be up
to $5 mllion per project, translating into eight projects
over seven years. As each new project takes considerable
time to assenble before a decision is made to nove forward,
this would be the usual nunmber of projects to be found
during a seven year period. The cap was picked so as not to
affect AIDEA s financial ratings.

1: 48: 49 PM

Representative Gara noted that the loan investnent had to
be in a community developnent entity and requested sone
exanpl es.
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M. Davis responded that Al aska Gowh Capital (AGC) could
function as a comunity devel opnent entity or a non-profit
could be set up to be a qualified devel opnment entity with a
proj ect beneath it.

1: 50: 10 PM

Co-Chair Stoltze pointed out that absent House Finance
Committee Representatives were interested in the bill. He
encouraged those with suggestions or concerns to notify the
conmittee.

CSSB 66(L&C) was HEARD and HELD in commttee for further
consi derati on.

#
ADJ QURNVENT

The neeting was adjourned at 1:52 PM
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