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Juneau, AK
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ACTI ON NARRATI VE

2:03:39 PM

CHAIR DENNI S EGAN called the Senate Labor and Conmerce Standing
Commttee neeting to order at 2:03 p.m Present at the call to
order were Senators G essel, Menard, and Chair Egan.

2:04: 23 PM
SB  65- Al DEA: PROCURENMENT; PRQJECTS

CHAI R EGAN announced SB 65 to be up for consideration.

MARK DAVIS, Economic Developnent Oficer, Al aska Industrial
Devel opnent and Export Authority (Al DEA), introduced hinself.

TED LEONARD, Executive Director, Alaska Industrial Devel opnent
and Export Authority (AIDEA), introduced hinself and thanked the
commttee for inviting themto testify. He stated that SB 65 is
in a series of bills that continue to update AIDEA s ability to
help the Al askan econony grow and to nore effectively pronote
job growth. Specifically, it would do three things: anend the
Procurenent Code so that AIDEA could adopt regulations to govern
its own procurenent process. This would be giving Al DEA powers
simlar to what Alaska Housing Finance Corporation (AHFC) and

ot her corporations have. However, AIDEA would still have to use
conpetitive bidding principles that are used throughout the
State Procurenment Code. It would still have to provide venders

reasonable and equitable opportunities to participate in the
procurenent process. This would allow AIDEA to be nore effective
with the private sector as it devel oped projects, which is their
mai n process through their procurenent code.

MR. LEONARD said they believe the State Procurenent Code was
designed for a certain purpose and AIDEA is "a little off-

SENATE L&C COW TTEE - 3- March 10, 2011



center" of that based on the fact that it works with the private
sector to devel op projects.

2:06: 24 PM

He said the second thing this neasure would do is enable Al DEA
to directly invest in a Limted Liability Corporation (LLC) or a
corporation for the purpose of owning or participating in the
devel opnment and ownership of a project. It could only be for the
project; it couldn't be a corporation that AIDEA could do many
things with. It would be a specific purpose entity that could
only be used to own that project.

Last year, he explained, with the help of this commttee, Al DEA
passed |egislation under the project devel opnent section of its
code that allowed their ability to participate in a project by
owning just a share or a portion of a project. As they started
going through that process, they found out that the nost
effective vehicle the private sector likes to use is a specific-
purpose, Limted Liability Corporation or a corporation. Since
that's not specifically allowed in the statute, AIDEA can't use
that vehicle to provide that type of ownership nodel

2:07:43 PM

MR. LEONARD said the third change is in sections 3 through 5
that update and expand the types of devel opnment projects Al DEA
can participate in. Several years ago they went through a
strategic plan and identified seven or eight economc sectors
that they believe AIDEA could help through investing in economc
infrastructure. The definitions and current code target AIDEA s
projects to tourism energy, natural resources and industrial
manuf acturing only. This nmeasure would expand those definitions
and ensure they could actually help the economc sector wth
things |ike communications, health care, logistics and ensuring
a healthy federal presence in Alaska (an inportant part of
Al aska's econony).

SENATOR DAVI S joi ned the conmitt ee.

MR. DAVIS commented that the sectors they want to add are based
on things that had actually been requested. For exanple, AlDEA
was approached by a federal agency that wanted them to
construct, finance, and then |lease back to the federal agency, a
facility that would support the bases and the mlitary in
Al aska. Unfortunately, the Departnent of Law (DOL) said AIDEA is
not authorized to do that. So, this bill attenpts to nodernize
what they do and current statute does not authorize AIDEA to do
conmmuni cation, health care or mlitary projects.
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2:10: 30 PM

SENATOR MENARD said whenever the legislature increases AlDEA s
ability to deal with LLCs and corporations, they also increase
the risk, and that is why the legislation was witten that way.
She asked what the increased risk to AIDEA would be if this bil
goes forward.

MR. LEONARD responded that one of the reasons the private sector
uses LLCs and corporations is to shield their liability nore to
the amount that is invested in a program But when Al DEA owns a
project or a portion of it, they actually put up its whole
bal ance sheet to back it. So, this anmendnment wll nodernize
AIDEA's ability to protect its assets and actually decreases its
risk. He added that when the project devel opnent |egislation was
originally witten, LLCs were not even part of Al aska |aw.

Regarding the potential risk of exposure by expanding AlIDEA s
ability to develop nore projects, he explained that they believe
partnering with the private sector in a project instead of being

the sole owner, as long as they go through the full due
diligence process, will nmake the projects even better, and wll
actually give AIDEA nore tools to help fulfill its mssion

SENATOR MENARD asked if they could amend AS 44.88.900(c) so
roads could be a conponent.

MR. DAVIS answered that there is a legal issue about whether
AIDEA can build a road that does not actually go to a natura
resource project or to a project that would be expanded under
these definitions. So, for instance, the DelLong Muntain
Transportation Corridor at Red Dog that AIDEA owns, goes
directly fromthe mne to the port, and is statutorily correct.
But if AN DEA were going to build an industrial road, say in the
Ambler mning district; that would be a corridor; so they would
partly fund it. But the actual roads to the mnes or the rigs
woul d be built by sonebody el se. He explained that the nodels of
devel oping roads have changed, and a Ilot of states are
devel oping the basic industrial road up to an area. Then each
conpany is responsible for getting the next couple of mles out
to their own project, which is appropriate.

The trouble is AIDEA could issue a bond, and the bond council
has to be very sure it can legally be done. So, again that is
why they are seeking clarification fromthe |egislature.

2:15: 07 PM
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SENATOR MENARD stated that it says "may" not "shall".

MR DAVIS said that is correct. He added that they were
approached by the federal governnment to build a health care
facility with a Native corporation in rural Al aska, a project
that can't be done with conventional financing because it's in a
non-conform ng area and banks don't want to lend out there. If
it was leased to the federal governnment, there is very little
risk to AIDEA and it's a good project. Again, leasing to the
mlitary is of limted risk. Actually, sone of their proposed
proj ects have good rates of return with limted risk.

SENATOR MENARD asked themto tal k about the comunication piece.

MR. LEONARD replied that AIDEA could be involved in bringing
broadband to rural Al aska; the federal governnent and everyone
is looking at being able to bring faster communi cations into the
rural areas. If AIDEA had this as a sector, they could invest
with a utility in the big towers that would be needed. And
again, as long as you are partnering with a utility, the risk is
fairly limted, and with the federal governnent being involved
that makes it even nore limted.

He said that AIDEA would have to sonehow tie broadband into
helping wth one  of their pr oj ect s, like a mne's
comuni cations. Tying it to one of the four definitions is a
circular activity and they would prefer that it be "straight
cut." He stressed that the definition has to truly show that a
project is going to provide an econom ¢ devel opnent benefit for
Al DEA to be invol ved.

SENATOR MENARD nused that MatSu is involved in fiber optic right
now for its schools, so that wouldn't be an econom c i ssue.

MR. LEONARD responded if the utilities were involved, AlDEA
woul d have to see the projects thenselves and decide what Kkind
of econom c devel opnent it was. This bill would allow themto be
in that sector.

MR. DAVIS said they were approached Monday by one of the |argest
t el ecommuni cati ons conpanies in the state with a proposal to
take broadband to particular areas of rural Alaska. But it can't
expand beyond that w thout "mezzanine financing,"” which AlDEA
could provide. Doing a whole project at once cuts the cost down
measurably, but until the statute is changed, they can't discuss
it. If this bill goes through, A DEA would see if there is an
econom ¢ nodel that could provide broadband to a |large part of
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the state that could be used with the conpany, and then be paid
back over tine.

2:19: 32 PM

DANI EL WHI TE, Associate Vice Chancellor for Research, University
of Al aska Fairbanks (UAF), supported SB 65. He was charged by
Chancellor Brian Rogers to lead the Ofice of Intellectual
Property and Commercialization for the University, and one
critical elenent of econom c devel opnent is noving research and
devel opnment and technology into the private sector. Wen UAF
licenses technology to the private sector, those businesses gain
conpetitive advantage in the global market. In order for this
critical link in econom c devel opnent to occur, businesses have
to have the capability to take advantage of these energing
opportunities. This often requires capitalization, facilities
and equipnent. SB 65 would allow AIDEA to hel p businesses take
advant age  of these opportunities, to contribute to the
University's mssion of putting R& into the private sector and
provide long term econom c devel opnment opportunities. It wll
benefit small businesses that lead to job growh and econom c
diversification for the state.

CHAI R EGAN said that conpleted public testinony and that SB 65
woul d be held in commttee.

2:21:44 PM
SB  66- Al DEA: NEW MARKETS TAX CREDI T PROGRAM

CHAI R EGAN announced SB 66 to be up for consideration

TED LEONARD, Executive Director, Alaska Industrial Devel opnent

and Export Authority (AIDEA), said SB 66 would help a very
successful federal program the New Markets Tax Credit Program

that is designed to use tax credits to spur developnment by
private investors into |low inconme census tracts. This program
allows two types of investors to invest in a project; the two
conponents are a private investor with capital and a financial

institution providing credit. The program was designed to allow
a project seven years to pay interest only on the capital it has
gotten -in essence allowing the project to "gain its legs" in
order to use conventional financing.

2:23:23 PM

MARK DAVIS, Economic Development Oficer, Alaska Industria
Devel opnent and Export Authority (AIDEA), explained that this
bill permts AIDEA to work with the existing U S. Treasury tax
credit program Right now AIDEA has a small guarantee program
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that does not permt it to make guarantees of Jloans in
conjunction with this federal program The essence of SB 66 is
to anend AS 44.88.700 to allow AIDEA to issue |oan guarantees
and to nmake, as a last resort, its own direct |loans for the debt
side of a new market tax credit deal

The ways those work essentially is that investors who have tax
l[iabilities put their own equity (usually up to 30 percent) into
the project in a rural area or an area that has high poverty
rates and then the rest is borrowed from a bank. But the bank
has to be able to do two things. First, it has to take interest
only paynents for seven years and then it has to agree to not
foreclose. Well, recently with the credit crunch, banks have
been reluctant to nmake those |oans, so the program has stalled
in sone states, including Al aska.

MR. DAVIS said that through Alaska G owh Capital, Al aska has an
allocation of new market tax credits, and has been in contact
wi th other conpanies that have those credits. He did an analysis
and talked to conpanies that do this kind of work, including
Alaska Gowh Capital, and they recomended that if AIDEA could
guarantee the loan portion of a deal or if it could issue its
own l|loans then it would get the program going. So, AS 44.88.700
says basically that AIDEA could guarantee a bank loan in
conjunction with a new market tax credit. He said these |oans
have a very |low default rate, and for a very sinple reason. The
investors who put their noney directly in the project and who
get the tax credits can only take so nuch percentage of a credit
- up to 300 percent - over seven years. |f before seven years
has elapsed the project has not cash-flowed, then the equity
investors owe all their taxes back to the IRS with interest and
penalties, a "tax capture.” Wen these investors nmke their
anal ysis of what to invest in, they are very careful, making the
defaults very low By offering guarantees, AIDEA could free up
the program w thout a great deal of risk.

AS 44.88.710 provides that a guarantee does not create a debt or
liability to the state - so it would only apply to Al DEA and not
the state governnent, he said.

AS 44.88.715 establishes applicant qualifications; that is Al DEA
woul d reserve the right to guarantee | oans or to nake | oans only
to projects they agree with. Just because a deal qualifies for
new market tax credits doesn't nean that they would want to be
init.
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MR DAVIS said that AS 44.88.720 requires an applicant to
provide certain information to AIDEA,  which would be set by
regul ation, and an economc benefit analysis. This is not
requi red under the federal law for the tax credits, but AIDEA is
an econonm c devel opnment agency, so they want to nmake sure if
they offer a guarantee or a loan that it actually creates the
econonmi ¢ benefits they are charged by statute to create.

2:26:43 PM

He said AS 44.88.730 establishes the conditions for a |oan
guarantee while section .740 requires a financial institution
hol ding the guarantee to service the loan. That is to reduce
AIDEA's costs; it nmeans if they guarantee the |oan, the bank
will still deal wth the collection and all the other costs.
AIDEA is just not set up to do that and is not trying to hire
nor e enpl oyees.

MR. DAVIS said AS 44.88.750 allows AIDEA to |everage the | oans.
This nmeans that AIDEA could make a direct |oan, but probably
they would not do it frequently. If no bank steps forward and if
the new market tax credit seenms solid economcally and if it
woul d create a lot of jobs or if it was in a rural area, they
m ght sonetines step forward. But this |anguage just gives them
the discretion to do that; it doesn't require themto do so.

AS 44.88.760 sets a cap at $50 mllion, so this program won't
"take over the agency" and AIDEA can continue to do its other
progr amns.

MR. DAVIS concluded the analysis saying AS 44.88.770 is a
housekeepi ng provision, which says the AIDEA board can adopt
appropriate regulations to inplenent the program

2:28:14 PM
SENATOR MENARD asked why they decided on capping it at $50
mllion and if the IRS gives the "tax capture"” a form nunber.

MR. DAVIS answered that they recommrended the $50 million limt,
because they can make that kind of commtnent w thout affecting
their other prograns, their current reserves being about $350
mllion. He said new nmarket tax credits deals tend to be very
large, $20-30 million, and conplicated with a lot of parties.
That neans they could probably do one a year, which is what they
shoul d be doing because it would take a lot of work. The $50
mllion was picked to do one or two a year.
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The answer to her second question was there is no particular
section wunder the codes; this is actually in a 51-page IRS
circular, which he offered to get a copy of.

A new report put out by the New Market's Tax Credit Coalition, a
private group, points out that unlike nost federal prograns,
using these tax credits costs the governnment an average of
$12,000 per job, about the lowest of all job incentive prograns
in the United States.

SENATOR MENARD asked if they would consider lowering the figure
from$50 million to $30 mlli on.

MR LEONARD said it should be at $50 million, and $30 million is
the absolute lowest it could go and still be a viable program

CHAI R EGAN t hanked everyone for their comments and held SB 66.

2:31: 36 PM
SB 87- GRANTS FOR SEN ORS' WMEDI CAL CARE

CHAI R EGAN announced SB 87 to be up for consideration

2:31:40 PM
SENATOR FRENCH, sponsor of SB 87, said he wuld answer
guesti ons.

CHAI R EGAN noted that some people had signed up to testify.

2:32: 28 PM
BOB DOLL, President, Retired Public Enployees of Al aska (RPEA)
said they supported SB 87.

2:32:50 PM
SENATOR PASKVAN j oi ned the comm ttee.

MR. DOLL said at sone point he would present sone survey data
and offer a financial solution to the dilema of unfunded
obligations left for this legislature. Buy, today his nessage is
sinple and straight forward - an appeal for sinple equity. He
expl ai ned that decades ago the State of Alaska opted to shift
its retiree health care burden to Medicare when the retiree
reached 65. Retirees didn't object then and don't object now.
But the federal governnment has resisted the establishnment of a
variable rate for wvarious states envisioning, probably, a
gquagmire of appeals and rulings as econom c circunstances
changed in each state. The result here has been that health care
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providers, particularly in Anchorage and Fairbanks, have turned
away Medicare patients citing inadequate rei nbursenent rates - a
tragedy for all Medicare eligibles including public enployee
retirees. From the viewpoint of pure economcs, the situation
exi sts now where a state or nunicipal retiree may not be able to
find nedical care in two of Al aska's major popul ation centers.

For any retiree who requires nedical attention on a regular
basis the predictable reaction for the over-65 person is to nove
out of the state and to one where the doctors will serve his
medi cal needs. If he or she chooses to do so, the state and
muni ci palities lose all of the economc benefit that should flow
from having that person as a resident.

He nmentioned that nenbers are famliar wth the Al aska
Conmi ssion on Aging and |SER reports that indicate what the
value of having those retirees in-state can be. The retiree
continues to receive a retirenent check, but they can spend it
el sewhere. That is not a logical objective for Alaska and this
bill gives them a chance to correct it. He said approximtely
one-third of RPEA nenbers |live out-of-state and that's not a
nunber they are anxious to increase.

2:35:50 PM

MR. DOLL asked them to inmagine that they had conpleted 30 years
of public service in Alaska and paid into their retirement fund
every nonth and nade a deal and kept their end of the bargain.
But on your 65th birthday, you find that overnight, primry

nmedical care is no longer available - for reasons that have
nothing to do with any of the participants of the state or the
individual. It seens |ike a deception to nenbers who have

enj oyed nedical insurance coverage since they retired but when
they reach 65 suddenly find it's no longer available and the
state severs its connection with them for this purpose with no
apparent further concern. No one has planned it that way, but
t he sense of deception persists.

He said there is a solution; the congressional delegation has
done its part in convincing the Congress to make an exception to
the normal Medicare rules. The state nmay legally overcone the
rei nbursenent rate gap and SB 87 is a vehicle to both fulfill
Medi care eligible expectations and to keep retirees in the
state. He urged its passage.

SENATOR DAVI S asked if once you are 65 you are automatically no
| onger covered by the state and have to use Medicare. You can't

SENATE L&C COW TTEE -11- March 10, 2011



go back and use the retirenent plan at all. But up to age 65 you
can.

MR. DOLL replied that is correct.

MARI E DARLIN, AARP Capital City Task Force, said they supported
SB 87. She said they have all the same issues M. Doll stated.
Even with state health insurance, when you hit age 65, Medicare
beconmes first provider and unless you have that, the rest of it
isn't worth anything. From a federal retiree viewooint, the sane
thing applies. The problem is when you have Medicare as primary
provi der and sonme doctors won't accept Medicare patients.

2:39: 07 PM
CHAI R EGAN cl osed public testinony.

SENATOR PASKVAN nmoved to report SB 87 from committee wth
i ndi vi dual recommendations and attached fiscal note. There were
no objections and it was so ordered.

2:39:51 PM
At ease from2:39 to 2:41 p. m

2:41: 47 PM

Fi nding no further business, Chair Egan adjourned the neeting at
2:41 p. m
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