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ACTI ON NARRATI VE

1: 30: 49 PM

CHAIR DENNI' S EGAN called the Senate Labor and Conmerce Standing
Commttee neeting to order at 1:30 p.m Present at the call to
order were Senators Paskvan, G essel, and Chair Egan

SB 38-POLI CE & FI REFI GHTER DEATH BENEFI TS

1:31:15 PM
CHAI R DENNI S EGAN announced SB 38 to be up for consideration

SENATOR KEVIN MEYER, sponsor of SB 38, said this neasure
provides a one-tinme paynment of $100,000 for a surviving spouse
or dependent children of the peace officer or fire fighter who
dies in the line of duty. The benefit would cone out of the
pension fund that that nenbers already pay into. No new state
dollars are anticipated to fund this program The beneficiaries
would be the fire fighters, police officers and others in
simlar positions that pay into the PERS program This is a one-
time benefit that would help famlies who nust deal with a
substantial |oss of incone, expenses (including funeral costs),
travel and the aftermath of a tragedy. Fortunately, not nany
police officers or fire fighters die in the line of duty, but it
does happen.

1:32:46 PM
SENATOR DAVI S joi ned the conmitt ee.

BRI AN PARTCH, Al aska Professional Firefighters Association, said
he was avail able to answer questi ons.
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M KE BARNHI LL, Deputy Conmm ssioner, Department of Adm nistration
(DA, reviewed the fiscal note for SB 38. A letter from Buck
Consultants, the state's actuary, was attached. He explained
that AS 42.08.036 requires getting an actuarial analysis when a

bill inpacts the state's retirenment system Because this bill
woul d offer menbers of PERS with both defined benefit (DB) and
defined contribution (DC) plans a new retirenent benefit, it

creates a nodest fiscal note. Buck Consultants indicates an
addi tional $140,000 for the FY13 DB plan that increases nodestly
going forward and an additional cost of $35,000 for the DC plan
that also increase slightly going forward. The two figures were
added for purposes of the fiscal note.

1: 36: 41 PM
SENATOR PASKVAN asked what the actuarial death rate is and how
t hose affect the base rate.

MR. BARNHI LL responded that he is not an actuary, but generally
he thought the actuary |ooks at the historical paynent of the
plan had it been in place for a nunber of years and projects it
forward. That suggests to him that this benefit would tapped
about once a year in the DB plan, but he was not certain that
had been the actual experience. It would be less for the DC pl an
because the nenbership at this tinme is smaller. These nunbers
m ght have sone el ement of caution in them

SENATOR PASKVAN asked if the fiscal inmpact of this change is
m ni scul e conpared to the whol e pl an.

MR. BARNHI LL answered $100,000 is a snmll anpbunt when the DB
plan has $11 billion in assets.

CHAI R EGAN sai d hopefully it wouldn't be utilized

1:39: 06 PM
CHAI R EGAN cl osed public testinony and held SB 38

SB  67- LOAN FUNDS: CHARTERS/ MARI CULTURE/ M CROLCAN

1:39:42 PM
CHAI R EGAN announced SB 67 to be up for consideration.

1:40: 04 PM

CURTIS THAYER, Deputy Conmmi ssioner, Departnent of Conmmerce,
Communi ty and Econom c Devel opnent (DCCED), read a statenent in
support of SB 67. He said the DCCED is on a mssion to foster a
business climate in this state that is conducive to job creation
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and econoni ¢ gr owt h. The depart ment is actively and
i ntrospectively engaged in exam ning how it operates.

He said the Conmissioner's Ofice recently forned the Econom c
Advi sory Council conprised of industry |leaders from around the
state; it has been instrunental in helping the admnistration
pl ot a productive course towards econonic devel opnent. They have
sought input from NGOs, trade associations, regional devel opnent
organi zati ons, ARDORs, the CDQ groups, ANCSA Corporation and
| egislators. A comonly heard theme has been to increase
financing options for small businesses.

MR. THAYER said access to critically needed capital can be the
difference between sinply getting by and actually thriving. SB
67 creates a suite of three new revolving |oan programs to be
housed in the DCCED. One is to incentivize the devel opnent of
the shellfish mariculture industry, another is to assist Alaska
charter operators in acquiring halibut permts in the new
regul atory and nmanagenent regine instituted by NOAA, and the
other is to seed mcro enterprise devel opnent across the state.

1:42:23 PM

The Commercial Fisheries Revolving Loan Fund would provide
access to capital for Al askan-owned charters, repatriate permts
to Al askans, and increase econom c benefits to Alaska from this
sector from a recirculation of earnings. The Governor's Ofice
had over 100 inquiries on just the issue of the halibut charters
| ast week.

The Mariculture Revolving Loan Fund would provide a spark for a
growing industry wth great year-round potential for coastal
Al aska comunities and entrepreneurs. Currently, there are 67
permtted farnms in Alaska, but only 25 of them are producing: 10
i n Sout heast and 15 in South-central comunities.

1: 43: 03 PM

MR. THAYER said the Mcroloan Revolving Loan Fund would help
smal | busi nesses grow by providing |loans for start-ups, working
capital, inventory expansion and a variety of other comerci al
interests. Alaska is one of the few remaining states without a
m crol oan program

He said these prograns would conplinment two existing snal

busi ness | oan prograns adm nistered by the Division of Economc
Devel opnent: the Small Business Econom ¢ Devel opnment Revol ving
Fund and the Rural Developnent Initiative Fund, both which are
geared toward long-term financing. Small businesses are the
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nunber one creator of private sector jobs, he said, so this
legislation will help the departnent in its efforts to spur
sust ai nabl e economic growh in Al aska.

1:44: 03 PM

WANETTA AYERS, Director, Dvision of Economc Devel opnent,
Department of Conmerce, Conmunity and Econom c Devel opnent
(DCCED), added that Alaska is lucky to have a responsible and
responsi ve banking community that didn't participate in sonme of
the actions that created a |ot of economi c uncertainty over the
| ast several years. They are, in fact, active small business
| enders. The division's role is to seed those business start ups
t hrough the I ending them noney that private |enders would not be
able to lend them She pointed out that even though private
| enders didn't participate in sonme of the activities that led to

economc instability they are now operating under t he
regul ations and oversight that resulted from those activities.
They have to live within this national framework and try to

create solutions that nmake sense in Al aska.

She said the three new |loan funds are: the Commercial Charter
Fisheries Fund, the Mariculture Revolving Loan Fund, and the
M crol oan Revol ving Fund. Each one has different features. She
enphasi zed that they are all revolving loan funds where the
repaynents and fees will be retained within each fund to help
build nmore funds for future |oans. The operating expenses wl|
be paid fromthe earnings of these funds. She said they received
a lot of input and input fromurban and rural |eaders, and these
| oan prograns wll help rural as well as wurban areas that
haven't been able to access the small business |oan funds the
departnent currently has avail abl e.

M5. AYERS said the Halibut Charter Revolving Loan Fund is
precipitated by the change in the regulatory managenent regine
for Halibut Charter Fishing in areas 2C and 3A in the Gulf of
Al aska. The requirement for a halibut charter permt was
affective on February 1, 2011. The National Cceanic and
At nospheric Admnistration (NOAA) estinmated, based on |og book
activity, that there were going to be 532 permttees and they
received over 800 applications for those permts. Right now
permt prices are still being established in the narketplace,
but a ballpark range is $40,000-100,000. It is inportant to
provide access to capital for Alaskan charter operators wth
this regulatory change and to repatriate as nmany permts as
possible to Alaska as well as increase the level or resident
participation in those fisheries to help Alaska realize the
econonm ¢ benefits of bringing those permts back hone.
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The fund is proposed to be capitalized at $5 million with a |oan
l[imt of $100,000. The term would be 15 years and the interest
rate may not exceed prine-plus two; it has a floor of 3 percent
and a ceiling of 10.5 percent.

1:48: 25 PM

M5. AYERS noved on to the Mariculture Revolving Loan Fund and
said there are currently 67 permtted farnms in Alaska with 25 of
them producing. There is potential for growh, but obviously
some of the 45 initial farnms mght prove to be the borrowers for
this particular fund - to help nove theminto productive status.

She said that mariculture is a relatively new industry in
Al aska, but it's highly regulated through ADF&G s Division of
Commercial Fisheries, DNR s Aquatic Farm Lease Program and
DEC s Food Safety and Sanitation Program with shellfish, and
issues within the Al aska Coastal Managenent Program that may
cone into play with mariculture devel opnent.

Since 1990 they have had records for productive farns, and
conplete data for the nobst recent of 2009. The farm gate val ue
was $473,000. Anecdotally, sonme dozen years or so ago, British
Colunmbia started actively trying to develop their mariculture
i ndustry and they were at roughly the sane |evel. Now they are
at a nmulti-mllion dollar industry.

1: 50: 00 PM

One other requirenent of the Mariculture Loan Fund is a training
requirenment at the request of the industry. A nunber of training
resources are avail abl e:

-through the University Al aska Sea Grant Mari ne Advi sory Program
-other collaborative research and resources available through
ot her branches of the University including the Fishery
| ndustrial Technol ogy Center

-the Al aska Shellfish Gowers Association has had an EDA grant
to wite a best nmanagenent practices for the nmariculture
i ndustry.

Their loan officers will work potential borrowers to determ ne
their experience in other areas that would bring transferable
skills - like time on the water.

The |oan features are proposed capitalization of $3 nillion,
loan limts of $100,000, terns for 20 years and interest nay not
exceed prime plus one; the floor is 5 percent and the ceiling is
9 percent. This has a special feature which is del ayed repaynent
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and accrual. So, a loan for 20 years at the option of the |oan
officer they mmy approve a delayed repaynent and accrual
schedule in the first six years. This is proposed because of the
uni que needs of the mariculture industry. \Wen you are starting
a farmit could be a m ninum of probably three to four years and
sonetinmes as long as six years to develop a product and create a
revenue stream The critical piece is you may be witing a 20-
year |l oan but the anortization happens from year 17 or 20. So
they will have larger over the end of the life of that | oan.

1:52: 43 PM
SENATOR PASKVAN asked if interest is deferred and/or accrued if
there is a del ay.

M5. AYERS answered there are going to be both options and it
will depend on the borrower. She said SB 67 mrrors what the
governor introduced |ast year, and they feel there is wde-
spread support.

SENATOR MENARD said she struggles with the initial six-year
period of delay. Many businesses want to be part of a snall
busi ness | oan program and delaying six years al nost becones an
attitude of how diligent one has to be. She wanted to see that
shortened. Talk ne out of that.

M5. AYERS answered with probably nmenbers of the mariculture
i ndustry could best speak to that particular issue, but wth
regard to lending practices, they have very savvy |ending
of ficers who have worked predonminantly in the commercial fishing
industry and worked wth borrowers wth a range of
circunstances. One of the reasons that public financing works
with regard to riskier enterprises is because they have the
capacity to be patient. The vast mpjority of |oans portfolio
dollar-wise is in the comercial fishing industry. Mny private
| enders, not because of +the lack of <conpassion for the
commer ci al fishing industry, but because of the |ending
practices they are subject to would have witten off |oans that
the departnment had "waited out with the industry” and proved
they could be collected. She suspected what they know going into
the mariculture industry that that is their business nodel and
therefore, their loan fund is structured on it.

SENATOR MENARD said she was correlating it to the school |oan
nodel .

SENATOR PASKVAN asked what it means that they can wait it out in
terms of the default rate.
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M5. AYERS replied their lending and collections staff is very
experienced especially in the comercial fishing area. Their
annual i zed default rate for last year was 0.6 percent. They
would anticipate a certain |evel of default within each |oan
fund. For instance, their existing snmall business econonmc
devel opment fund's annual default rate was 4.5 percent;
nationally, SBA mcroloans are at 4.8 percent. Her departnent's
performance is as good as or better than what would be expected
particularly given the fact that they have a risky portfolio
that is heavily weighted in an industry that typically isn't
consi dered by private | enders.

SENATOR G ESSEL asked if the halibut permt |anguage on page 3,
lines 21-27, was what they were relying on to bring permts back
to Al aska.

MS. AYERS replied yes, particularly in area 2C that has a very
hi gh non-resident operator rate in the charter industry; it was
lower in 3A. They are interested in increasing econom c benefits
to Al askans and that is their threshold.

SENATOR G ESSEL asked if an individual gets one of these | oans
and then noves out of the state, what happens.

M5. AYERS answered there would be a number of constitutiona
i ssues, but the departnent has sone good borrower incentive
prograns to pay on time. They are |ooking at what can be done
for any loan fund if a borrower becones a non-resident to
rescind those incentives, especially wth the revolving |oan
f und.

2:00: 59 PM

SENATOR PASKVAN asked if there 1is any conparable security
interest that is attached to the license itself, so if it goes
into bankruptcy the state has a claimon it.

M5. AYERS answered this permt is issued by NOAA a federal
agency; so the departnent is hanpered by how they interpret the
UCC and whether or not a lien could be perfected against a
particular permt or asset. Wile they are continuing to work
with themon this issue, the easiest answer now i s no.

SENATOR PASKVAN commented the reason he brought that up is in
the area of liquor licenses a transferor can retain a security
interest to the exclusion of others. And this is a transfer
process.
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SENATOR MENARD asked if these loans are available to fish
farmers |i ke "Frankenfish?"

M5. AYERS answered no; the eligible purposes are shellfish,
echi noderns, seaweeds and al gae.

SENATOR PASKVAN referred to (b)(1l) on page 1 and noted the
absence of the term "grant", and asked if that was a drafting
i ssue.

M5. AYERS answered yes, and a CS would be forthcomng to correct
that error.

2:04: 32 PM

RUSSELL DI CK, President and CEO Haa Aani, LLC, subsidiary of
Seal aska Corporation, said they supported SB 67. He said they
applaud the admnistration's effort to address inpedinments they
see to econom c developnent in their rural comunities. Haa Aani
was created by Sealaska Corporation to address very fragile
econom c social <conditions in rural comunities, comunities
they represent. It's not about owning businesses on a regional
scal e, but about fostering individual entrepreneurial activities
in these conmunities that normally have inpedinent after
i npedi mrent to econom c developnment. Their view is that is the
only way these communities can be sustainable over the 1|ong
term Each item in SB 67 that renoves access to affordable
capital is crucial.

For the last couple of years they have seen shellfish
mariculture as an opportunity. They have invested a significant
anount of capi tal into developing mariculture in these
communities. They have actually purchased infrastructure and
provided seed to local growers. Two areas they have focused on
initially are Kake and Yakutat and they are doing extrenely well
today. They have two new small business oyster farms in Yakutat
and a partnership in Kake, which again provides oyster seed to
entrepreneurs and sonme vital on the job training and experience
to build up their credibility wwthin this industry. As a result
of the success thus far they are looking at expanding this
programinto other rural conmunities in Southeast Al aska.

SB 67 is very inportant to apprentice growers because Haa Aani
doesn't plan on continuing to invest a significant anount of
capital going forward. If SB 67 passes these apprentice growers
will easily qualify for the types of loans init.
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Wth regards to the eligibility requirenents in the six years

they see a new grower need capital infrastructure that wll cost
a new grower over $120,000 and operating expenses associated
with that, living wages, and permt inpedinments; it all adds up
over tine. It's harder for a rural resident to try to get in
this business because its three years before even one oyster can
be sold. It makes sense to give them six years to get to scale
where they are able to support thenselves as well as neet the
covenants of these | oans.

SENATOR PASKVAN asked his definition of "apprentice grower" as
opposed to "grower."

MR, DICK answered their view is that an apprentice grower who
someone who has cone in the door and said they' ve taken a | ook
at this industry and is wlling to get into it. He commts to
the training and learning; it's from that point until they are
ready to go out on their own.

2:10: 25 PM

ROGER PAI NTER, President, Al askan Shellfish G owers Association
said he has been an oyster grower for the past 25 years. He
t hanked the governor and the administration for SB 67. This is
the nost significant effort in advancing small businesses he has
seen the state put forward.

He said he submitted a letter dated February 4 that covers the
| egislation and two position papers, one called "The Economc
Devel opnent Tool" and the other that addresses the ternms and
needs for the loans in depth. He said the first paper has
popul ation figures for coastal Alaska, and if you go down the
list they can see why people are real concerned about trying to
create jobs in this region.

He said, "Wen you |lose half of your population or nore in 35
years, that's an economc and social crisis,” and this
| egislation goes a long way in addressing those. It's inportant
to recognize how nmuch support there is in the Region 4
mariculture developnment. The association has identified the
tremendous front-end costs and effort involved in getting these
smal | businesses off the ground before revenues cone in has the
great est i npedi nent.

MR. PAINTER explained that it takes about a year to get permts
for a "farnm and then it wll take 3-4 years to get a first
crop, and another 1-2 years before revenues are solid. During
this time significant expenses are incurred (addressed in the
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second position paper on terms and deferrals). He stressed that
not only is the business owner facing these costs, he is not
getting any incone. Even once the incone starts it wll take a
while to nake up loss of inconme for those |ost years. So, the
interest and paynent deferrals are a very inportant component is
of this legislation. He informed them that these terns were
patterned after the state's existing private sal non aquacul ture
| oan program where the state's patience was greatly rewarded
with the econonmic contributions (about $400 million annually) of
the private sal non enhancenent program

He stressed the goal is to create businesses that will still be
here 200 years from now. Many oyster farns in the state of
Washi ngton have been in business for 200-300 years; that is what
they are trying to foster here.

2:16: 34 PM
MARK STEARNS, Chai r man, Al aska Manuf act uri ng Ext ensi on
Partnership, Inc., said they are a quasi-private partnership

with the federal and state governnments, and that they had gotten
strong support from the State of Alaska which they appreciate.
He remarked that it is a bit out of their normal experience with
the state to have people that are so focused on actually
pronoti ng business devel opnment and can see the needs that smal
busi ness owners actually have. Small business is the backbone of
the US econony and an inportant conponent of Al aska's econony,
but they often get lost in the shuffle because they don't have a
collective voice to press their need. This would go a |ong way
to help businesses that struggle fromtinme to time. He has seen
instances in the last few years where good sound business ideas
maybe outside the normal criteria that are required to establish
a loan were basically dism ssed.

2:21.:29 PM
JOHN THI EDE, Aquatic Farm Program Manager, Departnent of Natural
Resources (DNR), said he was avail able to answer questi ons.

SENATOR G ESSEL said a banking executive in a previous neeting
wanted a turn-down provision and she didn't see that in the
bill.

MR. THAYER replied they are working with the banking industry on
that subject. Some Anchorage bankers didn't want a turn-down
provi sion because it would create non-revenue work for themwth
custoners comng in to get a turn down just so they can apply
for a |loan. However, after this testinmony they will go back to
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the Banker's Association, and they nmight see that incorporated
in a conmttee substitute (CS)

2:23:45 PM

SENATOR MENARD sai d conceivably the argunent could be nade that
a bank coul d get inundated because people want to get in quickly
and get refused. However, it's possible that the bank could make
them a better | oan than this proposed | egislation would.

MR. THAYER replied that is a possibility and that is sonething

their loan officers will look at when they evaluate a |oan. He
is willing to discuss with industry what is best for them He
said, "The Division of Econom c Devel opnent by no neans wants to
conpete with the private sector.” They are trying to find the

m ddl e ground where it's not quite commercially viable yet it is
sonmething that will benefit the small businesses in Al aska.

2:26:14 PM

THYES SHAUB, Al aska Bankers Association, said a week ago
interest was expressed by the association in having a turn down
provi sion. That got reinforced today, but they don't want the
turn dowmn to be perfunctory.

She said the Alaskan banking industry is very interested in
loaning to small business. "They want people to cone in and
apply for a loan; not just say give nme a letter..." Not all
businesses wll qualify, especially start-ups, so it wll be
good to have an alternative for themto go to.

M5. SHAUB said Last year nenbers disagreed and the association
was neutral on this issue, but they are getting closer to
supporting the idea. She noted the association wll have a
change of presidents and that Joe Beadl e had been nom nated. She
knows he has a good association with the departnment and she
hoped that would help the association nove toward support of the
bill instead of just a neutral position.

2:28:26 PM
SENATOR PASKVAN asked what kind of schedule they shoul d consider
for the association's approval.

M5. SHAUB answered they are working with the DCCED to see if
they can get sonething simlar to Senator Wel echowski's bill
She said small business is very inportant to the banking
industry; it's inportant for the whole state. The industry is
interested in things that help small business, but they want the
first bite of the apple. They're in business.
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SENATOR MENARD commented if the turn down provision is in the
| egi sl ation, perhaps a person could get introduced to other
banki ng services like starting a savings account or buying a
treasury bond. There are opportunities for the banking industry
even though a person wal ks through the door just wanting this
turn down.

2: 30: 25 PM
M5. AYERS anplified on that idea saying their goal in seeding
new businesses is that these will become custoners for future

| oans and financial services with private |enders. They already
have a partnership with private lending as well as the Snall
Busi ness Adm nistration (SBA) and they are trying to incorporate
USDA loan funds into this as well by giving them the "cheat
sheet” which is a lamnated summary of the |oan funds avail abl e
t hrough DCCED prograns. Private |enders can refer business to
the departnent as they refer business back to them "It's a
synbiotic relationship.”

CHAI R EGAN t hanked everyone for their conmments and held SB 67.
2:31:53 PM

Finding no further business Chair Egan adjourned the neeting at
2:31 p.m
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