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CALL TO ORDER

Co-Chair Stoltz
to order at 1:5

VEMBERS PRESENT

Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve

VEMBERS ABSENT

Representati ve
Representati ve
Representati ve

ALSO PRESENT

HOUSE FI NANCE COW TTEE
March 28, 2013
1:53 p.m

e called the House Finance Conmittee neeting
3 p.m

Bill Stoltze, Co-Chair
Mar k Neurman, Vice-Chair
Ma Costello

Les Gara

Li ndsey Hol nes
Scott Kawasaki ,
Cat hy Munoz

St eve Thonpson
Tamm e W1 son

Al ternate

David Guttenberg
Al an Aust er man,
Bryce Edgnon

Co- Chair

Rex Shattuck, Staff, Representative Mark Neuman; M chael
Foster, Chair, Board of Directors, Knik Arm Bridge and Toll
Aut hority; Paul Gossi, Lobbyist, Iron Wrkers of Al aska;
Tom Brice, Al aska District Council of Laborers, Anchorage;
Loi s Epst ei n, Sel f, Anchor age; Joe Mchel, Staff,
Representative Bill Stoltze; Representative M ke Hawker,
Sponsor; Rena Del bridge, Staff, Representative M ke Hawker;
Patricia Hull, Alaska Film Goup, Juneau; Randy Daly, Film
| ndustry Parti ci pant, Kenai ; D. K Johnst on, Al aska
Fi | mmakers, Anchorage; Ron Holnmstrom Screen Actors Quild

and Anerican Federation of Television and Radio Artists,
Anchor age; Representative Shell ey Hughes.

PRESENT VI A TELECONFERENCE
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Larry DeVilbiss, Myor, WMat-Su Borough; Dan Sullivan,
Mayor, City of Anchorage; Verne Rupright, Myor, Cty of
Wasi |l la; Susanne DiPietro, Self, Anchorage; Aves Thonpson

Executive Director, Al aska Trucking Association, Anchorage;
Bob French, Sel f, Anchor age; James Kenwort hy, Sel f,
Anchor age; Darcy Sol onon, Menber, Mat-Su Borough Assenbly;
M ke Delvin, CEO Evergreen Filnms, Anchorage; Cody Lawhorn

Sprocket Heads LLC, Anchorage; Deborah Schildt, President,
The Alaska Film G oup, Anchor age; D ana Fejes, Tax
Consul tant, Anchorage; Pius Savage, OVAYACON Pictures,
Anchorage; Gary Zi nmrerman, General Manager, Al aska Rental
Car Inc., Anchorage; Merna Jenson for Kelly Bender, Lazy
Oter Charters, Wittier/Anchorage; Robin Kornfield, Vice
Pr esi dent, Corporations and Marketing, NANA  Regi onal
Corporation, Anchorage; Steve Rychetnik, C nematographer,
Sprocket Heads LLC, Anchorage; Maya Sal ganek, Director

University of Alaska Fairbanks Film Program Fairbanks;
Charlie Hewitt, Mrror Studi os, Anchorage.

SUMVARY

HB 4 | N STATE GASLI NE DEVELOPMENT CORP
HB 4 was HEARD and HELD in conmttee for further
consi derati on.

HB 23 KNI K ARM BRI DGE AND TOLL AUTHORI TY

HB 23 was HEARD and HELD in commttee for further
consi derati on.

HB 112 REPEAL FI LM PRODUCTI ON TAX CREDI T

HB 112 was HEARD and HELD in conmmttee for
further consideration.

#hb23
HOUSE BI LL NO. 23

"An Act relating to bonds of the Knik Arm Bridge and
Toll Authority; relating to reserve funds of the
authority; relating to taxes and assessnents on a
person that is a party to an agreement wth the
authority; and establishing the Knik Arm Crossing
fund. "

1: 54: 28 PM
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REPRESENTATI VE MARK NEUMAN, SPONSCR, communicated that HB
23 primarily worked on the Knik Arm Bridge and Tol
Aut hority (KABATA) and the effort to build a bridge across
Cook Inlet. The bill would allow a public-private
partnership to nove forward.

Co-Chair Stoltze clarified that the bridge would cross Knik
Arm

Vice-Chair Neuman confirmed that the bridge would cross
Knik Arm He detailed that the bill would allow KABATA to
forma partnership with a private investor. The |egislation
woul d also increase the authority of pass-through federal
bonds from $500 mllion to $600 mllion. He relayed that
his staff would provide a sectional analysis.

Co- Chai r Stoltze noted that an extensive conmittee
conversation on HB 23 woul d occur at a subsequent neeting.

Vi ce-Chair Neuman discussed that the goal was to reduce
costs in safety corridors. He spoke to the danger of the
current highway systens and to the inportance of reducing
traffic. He shared that the Mat-Su Borough had provided
information on future expansions into Point MicKenzie; the
information showed a prospective town-site plan in
anticipation of the bridge. The area was |ocated north of
the 14 square mle industrial port where a potential
pi peline could run. He expounded that a rail spur would be
| ocated in the area and nodules for Prudhoe Bay were built
there as well. He pointed to new information from the
Department of Revenue (DOR) related to noral obligations.
He |ooked at the last page of a DOR letter and observed
that the conm ssioner had trenendous confidence in KABATA's
revenue projections and financial analysis. He discussed
earlier testinony by Representative Mke Hawker related to
the benefits of noving a project forward with private
sector help. He stated that the public-private partnership
was a new nodel being used across the United States to
provide increased funds for transportation projects; users
al so paid for the projects.

1:58: 57 PM

Vi ce-Chair Neuman enphasized the inportance of t he
legislation to his community and further west into the Mat-
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Su region. He relayed that one of the goals was to turn
state resources into jobs for Al askans.

Co-Chair Stoltze noted that a slideshow would not be
presented during the neeting.

REX SHATTUCK, STAFF, REPRESENTATIVE MARK NEUMAN, provided a
sectional analysis:

Section 1 repeals and reenacts AS 19.75.211(a).
Aut horizes the authority to borrow noney and issue
refund bonds on which the principal and interest are
paid out of and secured by (1) the gross revenue
derived from fees, rents, tolls, rates, charges, and
other revenue; (2) revenue received by a private
person or enterprise that has entered into a public-
private partnership agreement with the authority; or
(3) any revenue or noney appropriated to the authority
for that purpose, except a state tax or |icense.

Section 2 raises the limt on the anount of aggregated
bonds the authority may issue to $600, 000, 000.

Section 3 adds a new subsection to AS 19.75.211 that
requires the authority to submt to the state bond
cormittee a description of the bond issue before
i ssuing bonds. The bonds may not be issued unless the
state bond commttee finds that the revenue can
reasonably be expected to be adequate for paynent of
principle and interest on the bonds.

Section 4 anmends AS 19.75.221(h) to specify what nust
be deposited in the reserve fund, which includes
revenue derived by the authority from fees, rents,
tolls, rates, charges, or other revenue appropriated
for that purpose; and other revenue available to the
authority.

Section 5 adds new subsections to AS 19.75.221

Subsection (i) specifies the specific purposes for
which the noney in the reserve fund can be used.
Subsection (j) allows the authority to transfer inconme
or interest earned by the reserve fund to other funds
or accounts of the authority as long as the transfer
does not reduce the reserve fund to less than the
reserve fund requirement. Subsection (k) specifies how
to value securities the fund is invested in to conpute
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the anmount of the reserve fund. Subsection (1)
requires the chair of the board to notify the governor
annual ly of the anpbunt required to restore the reserve
fund to the reserve fund requirenent. Subsection (m
defines “reserve fund requirenent.”

Section 6 anends AS 19.75.261 to exenpt any real and
personal property, assets, incone, or other interests
held by a private person or enterprise under a public-
private partnership from all ad val orem taxes on real
or personal property and special tax assessnents of
the state or a political subdivision of the state.

Section 7 adds a new section, AS 19.75.345, that
establishes the Knik Arm Crossing fund.

Representative Gara asked whether there was a cap on the
reserve fund.

2: 03: 38 PM

Vi ce-Chair Neuman replied that the fund would be capped at
$150 mllion. He detailed that the governor's proposed
transportation plan included $10 mllion for the current
year and $35 million for the next four years.

Representative Gara asked whether the fund could go beyond
$150 mllion. He asked for the location in the bill.

Vice-Chair Neuman replied that it was not expected to reach
$150 million. He did not know whether there was a cap. He
noted that the KABATA board chair was available for
techni cal questi ons.

Co-Chair Stoltze noted there was not an effort to exceed
the $10 mllion appropriation [for the current year].

Vi ce-Chair Neuman agreed. He added that if the bill noved
forward, but the governor did not sign the contract, the
noney woul d be returned to the general fund.

Representative Gara surm sed that there was no cap [on the
reserve fund], but that people would be careful about the
anount. He pointed to past testinony by sonme stating that
the project could be short by $1.5 billion due to a lack in
toll revenue; he understood that KABATA disagreed with the
statenment. He asked whether the state would be responsible
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for making up the difference if tolls were not adequate to
cover the cost of bridge operation and construction in the
| ong-term

M CHAEL FOSTER, CHAIR, BOARD OF DI RECTORS, KN K ARM BRI DGE
AND TOLL AUTHORITY, replied in the affirmative. He added
that the funding woul d be subject to appropriation.

Representative Gara noted that the bill did not contain
| anguage specifying that the state could owe the noney. He
wondered if the noral obligation was related to how the
bonds wor ked.

M. Foster answered that the public-private partnership
financial plan nodel specified that KABATA was responsible
for making the availability paynents. He explained that the
reserve fund would cover paynents to the private devel oper
in the initial years when a shortfall in revenue would
occur. He expounded that the financial market was reliant
on the "subject to appropriation” |anguage, specifying that
the state would secure any paynents that KABATA coul d not
make.

2:06: 53 PM
LARRY DEVI LBI SS, MAYOR, MAT- SU BOROUGH (via
t el econf erence), testified in strong support of the

|l egislation. He stated that every nayor in the Mat-Su
Borough supported the project. He discussed that the
community was in the process of laying out two town-sites
that would be located at the northern end of the project;
the location included new high school and m ddle school
projects. He stated that w thout the infrastructure from
KABATA the community was paying a price in blood. He
stressed that current transportation infrastructure needed
to be taken in a different direction because the fastest
growing areas were on the west side of the region. He was
shocked to see that the fatal injury rate per 100,000 mles
was 22.48 on the Knik Goose Bay Road conpared to 17.3 on
the Parks H ghway, 13.1 on the Turnagain Arm H ghway, and
13.2 on the Seward Hi ghway. He -enphasized that the
infrastructure was needed for residents’ safety. He
rem nded the committee that the inportance of the issue
went nuch further than the borough; the Al aska Mnici pal
League Conference of Mayors had voted in support of the
project the prior year.
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Co- Chai r Stoltze commented on the tragic [highway]
statistics fromthe Mat-Su Vall ey.

2:11:46 PM

DAN SULLI VAN, MAYOR, CTY OF ANCHORAGE (via
tel econference), spoke in support of the legislation. He
stated that the project would create over 1,000 jobs during
its construction phase. He discussed that people were
stranded when d enn Hi ghway closures occurred; the bridge
woul d provide an inportant alternate route. He conmuni cated
that the Port of Anchorage was the primary state port,
which generated significant truck traffic through the
dowmnmtown area; the bridge would divert the traffic away
from downtown. He believed the reduction in truck traffic
woul d inmprove the quality of life in the city. He stated
that over 98 percent of Anchorage's developable |and had
been devel oped; he believed the bridge would provide access
to new undevel oped |land for commercial and residential use
in Mit-Su. He opined that a bridge wth access to
devel opable land was a great econonic devel opnent concept
in light of population growh in Mt-Su. He comunicated
that with population gromh in Anchorage and WMat-Su, the
A enn and Parks Hi ghways would be expanded; the projects
woul d cost billions of dollars. He believed accomvodating
an alternate route that would provide toll revenue and
woul d not require highway expansions was a "win-win."

Representati ve Gara referred to Depart ment of
Transportation and Public Facilities testinony that the
hi ghway expansions would take place with or wthout the
bridge. M. Sullivan replied that a near-term expansion in
conjunction with the bridge may preclude another expansion
| at er on.

2:15:35 PM
VERNE RUPRI GHT, MAYOR, aTy OF WASI LLA (via
t el econf erence), vocal i zed strong support for t he

| egislation. He spoke to population growh in the WMat-Su
region. He stated that the project would provide a second
route to and from Anchorage and would provide a shorter
trucking route from the Anchorage port to Fairbanks. He
nmentioned the potential for heavier cargo and freight from
Poi nt MacKenzie. He remarked that if the project had been
done over 30 years earlier it would have been significantly
| ess expensive. He opined that population growth in Al aska
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would not let up. He believed that the expansion of the
Parks Hi ghway corridor in tandem with the bridge would be
hel pful. He stressed that wder and faster nultilane
hi ghways were not the answer as discovered in the Lower 48.
He stated that a bridge would save truckers tinme and would
open a better connectivity at a lower rate. He was unsure
how the financing would all work, but he believed the
project was needed for the state's economc health and
grow h. He enphasized that the project would be a strategic
piece of infrastructure on an Anerican national defense
level. The bill would tie Port of Anchorage and Mat-Su into
t he Fairbanks area. He shared that the project would have
been stalled for an undeterm ned period if Wasilla had not
brought actions against the Anchorage Metropolitan Area
Transportation System (AVATS) in 2009.

Co-Chair Stoltze thanked M. Rupright for standing his
gr ound.

2:19: 12 PM

SUSANNE DI PI ETRO, SELF, ANCHORAGE (via teleconference),
spoke in opposition to the |egislation. She suggested that
the bill was not about building the bridge, given that the
| egi sl ature had previously passed enabling legislation for
KABATA; the bill related to the financing nechanism for the

project. She believed Sections 4 and 5 of the bill took an
unprecedented and needl ess approach that would obligate the
state to cover unlimted shortfalls in the project
expenses. She detailed that the bill would create a reserve

fund to be funded by I|egislative appropriation and KABATA
woul d use the noney to pay its debts and obligations to a
private partner. She referenced |anguage in Section 5(I)
detailing that KABATA would tell the governor and
| egislature the anmount needed in the reserve fund on an
annual basis to cover debts. She noted that the |anguage
may seem innocuous; however, it provided a pledge to
ratings agencies that the l|egislature would be responsible
for covering any debt due to insufficient revenues. The
mar kets woul d understand that the debts would be backed by
t he state.

Ms. Dipietro acknowl edged that the legislation did not
require the legislature to appropriate noney annually;
however, a failure by the state to honor the noral
obligation would be treated as a default. Subsequently,
markets would downgrade the state's credit rating. She
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cited a DOR letter to former Senator Joe Thomas warning
about the hazard (dated March 30, 2011, copy on file). She
believed passing the bill would set the state up for a
"Hobson's choice"; the legislature could refuse to
appropriate funds, which would result in damage to the
state's credit rating or it could continue to spend noney
that the state may not be able to afford. She enphasized
that wusing a noral obligation reserve fund to cover
operating expenses had never been allowed in Al aska and
should not be allowed for the [KABATA] project. She
expounded that the project would greatly expand the
existing financial risk the state would be exposed to by
the project. She stressed that passing the bill could
create financial exposure that could cause rating agencies
to negatively respond when reviewing the state's credit
rating for future bonds. She pointed to existing statute
that currently allowed KABATA to create a reserve fund
wi t hout comitting t he | egi sl ature to cont i nuous
appropriations for the life of the project. She urged the
commttee to delete Sections 4, 5, and 7 of the
| egi sl ation.

2:23:39 PM

Representative Kawasaki noted that the |letter nentioned by
Ms. DiPietro did not appear to be included in nenbers'
packets. Ms. DiPietro believed the information had been
provided to commttee nenbers, but could follow up with the
letter.

Co-Chair Stoltze noted that the [DOR] letter would be
provided to the conmttee.

2:24: 19 PM

AVES THOMPSON, EXECUTI VE DI RECTOR, ALASKA TRUCKI NG
ASSCCI ATI ON, ANCHORAGE (via teleconference), testified in
support of the legislation on behalf of the association.
The organi zation believed the bridge would provide a needed
link to the Mit-Su area, that it wuld establish an
efficient freight corridor to Interior and northern Al aska,
and woul d offer a new route to the Port of Anchorage, which
would alleviate truck traffic in downtown Anchorage.
Additionally, the association hoped that the project would
provi de congestion relief on the @ enn and Parks H ghways.
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Co-Chair Stoltze asked M. Thonpson if he liked both SB 23
and HB 23. M. Thonpson replied in the affirmative.

2:26:26 PM

PAUL CGROSSI, LOBBYIST, |RON WORKERS OF ALASKA, spoke in
support of the legislation. The organization believed the
bill would provide jobs for Al askans and woul d establish a
corridor towards developnment that would increase future
jobs. Additionally, the organization believed the project
was vital for [highway] safety. He told an anecdotal story
related to the highway; the organization's manager had been
stuck on the highway as a result of a closure due to a
police chase for over 8 hours. He urged the conmttee's
support for the bill.

Co-Chair Stoltze recalled the specific highway closure.

2:29: 00 PM

TOM BRI CE, ALASKA DI STRICT COUNCIL OF LABORERS, ANCHORAGE
testified in support of the legislation on behalf of the
council. He cited safety concerns, the need for additiona
access, and t he opportunity for further econoni ¢
devel opment as reasons for the council's support.

Representative Gara asked for wverification that safety
concerns on Knik Goose Bay Road and other areas could be
alleviated by wdening roads. M. Brice replied that
| aborers generally appreciated expandi ng access throughout
Al aska including Lynn Canal H ghway and Kni k Arm

Co-Chair Stoltze remarked that a right-of-way acquisition
related to the Palnmer Wasilla H ghway corridor had been
estimated to cost over $150 million.

2:31:31 PM

BOB FRENCH, SELF, ANCHORAGE (via teleconference), spoke in
opposition to the legislation. He stated that it was
inmportant to keep in mnd that the bill related to KABATA s

current financi al plan that wuld require a noral
obligation of the state. He stated that the lack of a |ow
i nt erest f eder al TIFIA [Transportation Infrastructure

Fi nance and Innovation Act] loan would result in higher
financing costs. He stated that the key mssing piece of
information was how the factors and the accuracy of
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KABATA's toll revenue predictions would result in sone
unknown cost to the state. He remarked that a |egislative
audit intended to provide guidance on the issue had not
been released to the public. He referred to a DOR letter
addressed to Senator Joe Thomas stating that t he
authorization used in the legislation should be further
defined to elimnate the ability of a private party to
securitize the nonetary obligations of KABATA. He noted
that DOR had conme out with a Request for Proposal (RFP) in
January that was supposed to:

...review, verify, and confirm recomended financing
structures for the state's participation in the Knik
Arm crossing. The selected consultant Wil | be
providing assistance to the state in conparative
financial analysis of certain aspects of the project's
financing proposals. It wll advise on the inpact of
the state finances by participating in the project and
advise on the nost advantageous terns for the state's
partici pation.

M. French stated that wunfortunately there had been a
protest of the bid award, which neant that the finance
conmittee would not receive the information unless the RFP
was reissued. He recomended waiting to hear t he
| egislation until KABATA had submitted a current financial
pl an and i ndependent, expert reviews were avail abl e.

2:34:37 PM

Representative Gara asked why the current financial plan
was different than the prior plan. M. French responded
that the current plan relied on $500 nmillion in TIFIA
financing, which represented roughly half of the project
financing. He continued that when KABATA had been denied
the federal funding the prior year, the authority had been
told that if any federal nobney was provided that it would
be no nore than 33 percent of the project's costs. He
furthered that as a result, at least $200 million in
funding would be missing. He stated that any other
financing option for the $200 nmillion would result in
hi gher costs. He comuni cated that KABATA had testified in
prior neetings that the reserve fund could exceed the $150
mllion by $100 million or nore due to the higher financing
costs. He believed the cost could be approximately $2.6
billion nore.
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2:36:15 PM

LO S EPSTEIN, SELF, ANCHORAGE, testified in opposition to
the legislation. She stated that the proposed Knik Arm
bridge was not ready for construction and was not a
financially sound investnent using the so-called innovative
financi ng nechanism She relayed that it was not reasonable
to assume that the bridge would inprove safety on
Sout hcentral roads; there were many ways to inprove road
safety and building an additional road was not one of the
strongest solutions. She stated that the bridge's financial
plan showed KABATA receiving a $500 mllion | owcost
federal |oan; however, it had not been approved for the
loan during its five prior attenpts. She conmunicated that
the proposed toll was anong the highest in the country;
therefore, many drivers would likely take the free denn
H ghway alternative. She furthered that KABATA's toll
revenue forecasts were based on its consultant's projection
of Mat-Su population growth, which was far greater than
projections from other sources including DOR and the UAA
Institute of Social and Econom c Research.

Ms. Epstein continued that its bridge revenue projections
were inconsistent with all other experts including AMATS.
She noted that KABATA's consultant put nost future growth
in the western region of the borough, not in the
Wasi | | a/ Pal ner areas where nbst experts believed the nost
gromh would occur. She was disappointed that the state's
plan to conduct an independent audit of bridge toll revenue
was recently canceled. She relayed that any needed d enn
H ghway expansion could be toll-funded including |evying
tolls only at peak tinmes in order to spread out traffic;
electronic tolling could be used, which would prevent the
need for drivers to slow down.

Ms. Epstein pointed to a project cost of $2.6 billion and
noted there were substantial costs to the state that had
been unaccounted for by KABATA. She urged conmttee nenbers
to spend tinme analyzing the project to ascertain how nuch
the project would cost the state on an annual basis. She
stressed that inaccurate traffic projections had resulted
in an annual subsidy of nore than $2 nmillion for the
Whittier tunnel, which was a nuch smaller toll project;
traffic had peaked in 2007. She enphasized that a subsidy
could reach $4 mllion per nonth. She accentuated that the
bridge was not a wise fiscally conservative investnent and
t hat it woul d har m t he state's transportation
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infrastructure as a whole by syphoning away noney that
woul d otherwi se be spent on maintenance and upgrades to
exi sting roads and bridges.

2:39: 52 PM

JAMES KENWORTHY, SELF, ANCHORACE (via teleconference),
testified in opposition to the bill. He addressed the
state's liability in the project and pointed to Section 5
of the bill. He relayed that the state would have a noral
obligation and KABATA would annually certify how nuch
working capital it needed the legislature to appropriate to
the reserve fund; the state's credit rating would be
adversely inpacted if the legislature did not appropriate
the noney. He expected that the contingent liability would
cut the state's credit rating if the bill passed and a
contract was signed in the fall. He recommended obtaining a
DOR opinion in witing related to the effect of the
provision on the state's credit rating. He suggested
| ooking to other reserve fund legislation that included
| anguage specifying that it did not include an obligation
of the state. He enphasized that HB 23 included the nost
open-ended bl ank check of all reserve funds considered by
t he state.

M. Kenworthy addressed the size of the cost related to the
project. He referenced a nenorandum he had provided to
commttee nenbers (dated March 27, 2013, copy on file) that
docunented a mninum cost of $2.6 billion. He stressed that
Wl bur Smith (the traffic consultant used by KABATA) had a
record on all of its national projects of overestimating
toll revenue by 118 percent; two projects in South Carolina
and California had gone bankrupt and others were having
their finances restructured. He believed the $600 nillion
extra to finance the bridge through a private party nmade no
sense; KABATA' s August 2012 financial sheet showed that the
private partner would put in $72 mllion in equity and
would take out $737 nmillion in cash flow He stated that
the difference between the State of Alaska (which could
borrow long at less than 4 percent) and KABATA s estimte
(that they would finance at a 12 percent annual paynent)
was $600 million sent outside the state.

M. Kenworthy continued that KABATA had 17,000 fewer jobs
than the Mat-Su Borough's current forecast. He relayed that
KABATA' s forecasts assuned over 4 people per household,
while the actual nunber had been between 2.6 and 2.8. He
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stated that KABATA's projection of 36,000 bridge trips per
day in 2035 was a result of inflated nunbers including
larger famlies and nore people. He noted that KABATA s
nunber was twice the anobunt projected by CH2MHII. He
concluded that the tolls would be off by a factor of 2. He
believed the legislature should wait to review the audit;
KABATA had a copy and conments were due on April 4, 2013.

M. Kenworthy spoke to how the project's liability conpared
to other projects under consideration including a dam the
pi peline, and other. He cautioned that the credit rating
hit would raise the price of other projects before the

upcom ng year. He esti mat ed t hat deficits wer e
approximately $55 mllion per year wuntil 2035 and would
increase to $90 million per year due to substantial balloon

paynents included in the availability paynent. He stressed
that the deficits were nore than the state was providing to
AMATS in Anchorage or to WMat-Su; therefore, the bridge
deficits would be nore than the state aid. He wondered how
the issue would be sorted out. He wondered if the cost
woul d be put on the state debt service for allocation to
pay $3,500 over a 35-year period. He stressed the
i nportance of obtaining financial plan if the state was
considering financial guarantee. He relayed that the August
2012 plan contained four lanes of revenue and only two
| anes of cost. He believed the Legislative Finance Division
should review the information or the legislature should
wait for the release of a recent audit. He enphasized the
need for a financial plan that did not factor in TIFIA as a
| oan source and that only included traffic from four |anes
of revenue when the cost of a four |l|ane bridge was
i ncluded. He stated that showing four |lanes of traffic on a
two | ane bridge equated to an extra $1.9 billion.

M. Kenworthy concluded that the plan should be for a 9, 200
foot bridge; estimates in 2007 had been conducted for an
8,200 foot bridge. He discussed a settlement with the
Muni cipality of Anchorage that would add costs to the east
approach road. He relayed that KABATA had not followed its
geotechnical consultant's advice to conduct nore drilling
on the east side of the inlet; there was clay in the area
and it was not known how deep the pilings would need to be.

2:46: 16 PM

Representative Gara was concerned about the potential state
liability related to toll revenue and the <cost of
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construction and operation. He wondered if M. Kenworthy
had an estinmate and asked about his qualifications.

M. Kenworthy replied that KABATA's estimate for tol
revenue was $4.2 billion over 35 years. He pointed to his
meno and relayed that the figures had been volatile since
2007; the projection had been as high as $6 billion; it was
$4.8 billion in 2011. He stated that all other estinmates
were half of the estimate. The second issue related to the
four lane/two lane financial calculations. He explained
that it was necessary to get the balance sheets to a
m ni mum bond-cover ratio of approximately 1.3 (i.e. $1.20
to $1.40 of revenue to cover $1.00 of cost); KABATA's
traffic studies showed over 22,000 trips per day. He stated
the nunber was nmuch higher than capacity on a restricted
hi ghway by 2026; there were four lanes of traffic with only
two | anes paid for through 2051.

Representative Gara asked for an estimate of the state's
noral obligation. M. Kenworthy estimated the figure to be
$2.6 billion, which he had provided in a paper titled "The
Real Cost of the Knik Arm Bridge." He pointed to $2.1
billion in KABATA's projected toll revenue that he did not
believe would conme to fruition. He reiterated an issue
related to the projection for a four lane bridge. He
addressed the lack of a TIFIA loan that had been included
in KABATA s financial plan. He stated that TIFIA | oans were
currently 3.2 percent; however, private market revenue
bonds were approximately 7 percent. He believed the bottom
line did not relate to the traffic or the TIFIA | oan, but
to the fact that the bill would provide a conplete state
guarantee to pay whatever KABATA conmuni cates is necessary
to fund the availability paynents under a 35-year contract.
He enphasized that the cost of the contract with the
consortium was not known; the current estinate was $2.7
billion and previous estimates on KABATA s bal ance sheets
had been up to $4 billion. He added that the state would
suffer a credit downgrade if it did not mneke up the
difference to the availability paynents.

2:51:11 PM

DARCY  SCLOVON, VEMBER, MAT-SU BOROUGH ASSEMBLY (via
tel econference), spoke in support of the legislation. He
believed that testi nony agai nst the bill cont ai ned
fallacies. He had been one of the original KABATA nenbers.
He discussed vision that had been responsible for
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devel oping infrastructure in the United States and in
Alaska. He recalled the vision to create a 360-degree
internodal transportation corridor that would bring the
econoni es of Anchorage and Mat-Su together; the plan had
begun with Port MacKenzie. He stated that there was a
t hree-1 egged stool including the port, the rail spur to the
Interior, and the Knik Arm Bridge. He believed that nunbers
presented by opposition did not take into consideration the
value of what the vision brought to Al askan residents. He
enphasi zed that the people of Al aska overwhel mi ngly favored
the bridge. He discussed that fornmer Senator Ted Stevens
had stated that the bridge could be built if Port MacKenzie
was construct ed. He addr essed transporting nat ur al
resources fromthe Interior and bringing the workforce over
from Anchorage. He pointed to a 1,500 bed prison in the
area that was one-third full and enployed 400 individuals.
He stressed that it was necessary to focus on the benefit
that the vision would bring and not the cost. He did not
believe prior testifiers had been in support of other
infrastructure projects including the rail spur. He opined
that the bridge would be explosive and worthy for Mat- Su,
Anchorage, and the North Star Borough. He enphasized that
the project would benefit the state. He stressed that the
project was one of the Mat-Su Borough's top priorities. He
believed the project wuld nove the econony forward
exponential ly.

2:56: 36 PM

Co-Chair Stoltze CLOSED public testinony.

Representative Gara noted he had a question related to the
nor al obl i gati on. Co- Chai r Stoltze communicated his
preference to have the discussion when there was nore tine.

Vice-Chair Neuman stated that none of the testifiers in
opposition to the bill were experts in traffic analysis. He
read from a DOR letter witten by Conm ssioner Butcher
dated March 30, 2011 (copy on file):

Finally, you asked about by confidence in the revenue
projections and financial analysis provided by KABATA
in its March 1 TIFIA letter of interest. KABATA has
retained CITI, one of the largest and nost successful
financial services firns in the world, especially as
it relates to governnent financing of infrastructure
projects, to develop its financial nodels. KABATA
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retained Wlbur Smith, a firmthat has advised on nmany
successful projects to do its traffic and toll nodels.
| am confident that the revenue projections and
financial analysis are objective and done to the
hi ghest of professional standards. This is the type of
work that wll be accepted and relied upon by the
institutional investors that my be interested in
financing this project.

Vi ce-Chair Neuman expressed enotion over msstatenents that
he believed had been made. He discussed current financia
restraints and the search for ways to supplenent and
diversify revenue. He stressed that the bridge devel opnent

would provide over $1  billion in private industry
investnment and 1,500 jobs for the state. He remarked that
the state was close to $1 billion in deficit and pointed to

the increased nunber of people on food stanps. He stressed
that the nunber would continue to increase. He believed it
was inportant to do everything the state could to partner
with private industry to create jobs. He nentioned safety
i ssues.

Co-Chair Stoltze noted that the date on the DOR letter from
Comm ssi oner Butcher should be changed from March 30, 2010
to March 30, 2011.

3:01: 09 PM

Vice-Chair Neuman noted that the bill noved the project
forward to a final design and contractual agreenents that
would be reviewed by the Departnents of Revenue,
Transportation, and Law. He stated that road projects were
not typically brought back before the |legislature for
approval ; he believed that doing so would be tine
consuming. He noted that the bill allowed the chief
executive under the Departnment of Law to ensure that the
state's interests were protected.

Co-Chair Stoltze stated that the bill would be revisited in
t he near future.

HB 23 was HEARD and HELD in commttee for further
consi derati on.

3:02:41 PM
AT EASE
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3:22:

06 PM

RECONVENED

#hb4

HOUSE BILL NO 4

3:22:

"An Act relating to the Al aska Gasline Devel opnent
Corporation; making the Alaska Gasline Devel opnent
Cor por ati on, a subsidiary of the Alaska Housing
Fi nance Corporation, an independent public corporation
of the state; establishing and relating to the in-
state natural gas pipeline fund; naking certain
information provided to or by the Alaska Gasline
Devel opnent Corporation exenpt from inspection as a
public record; relating to the Joint In-State Gasline
Devel opnent Team relating to the Alaska Housing
Fi nance Corporation; relating to judicial review of a
right-of-way |ease or an action or decision related to
the developnent or construction of an oil or gas
pipeline on state land; relating to the lease of a
right-of-way for a gas pipeline transportation

corridor, including a corridor for a natural gas
pipeline that is a contract carrier; relating to the
cost of natural resour ces, permts, and | eases

provi ded to t he Al aska Gasline Devel opnent
Corporation; relating to procurenent by the Al aska
Gasline Devel opnent  Corporation; relating to the
review by the Regulatory Conm ssion of Al aska of
natural gas transportation contracts; relating to the
regul ation by the Regulatory Comm ssion of Al aska of
an in-state natural gas pipeline project devel oped by
the Al aska Gasline Devel opnment Corporation; relating
to the regulation by the Regulatory Conm ssion of
Alaska of an in-state natural gas pipeline that
provi des transportation by contract carriage; relating
to the Al aska Natural Gas Developnment Authority;
relating to the procurenent of certain services by the
Al aska Natural Gas Developnent Authority; exenpting
property of a project developed by the Al aska Gasline
Devel opnent Corporation from property taxes before the
commencenent of conmercial operations; and providing
for an effective date."

43 PM
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Representative Costello MOWED to ADOPT the proposed
Conmittee Substitute for HB 4, Wrk Draft 28-LS0021\R
(Bul l ock, 3/27/13).

Co-Chair Stoltze OBIJECTED for discussion

JCE M CHEL, STAFF, REPRESENTATIVE BILL STOLTZE, addressed
t he changes in the CS. He turned to page 4, line 21.

Vi ce-Chair Neuman asked for a copy of the changes.

M. Mchel agreed. He began on page 4, line 21 and rel ayed
that the CS changed the governing body from5 nmenbers to 5
public nmenbers and 2 departnent comm ssioners designated by
the governor. Line 24 had been changed from "nenbers" to
"public nmenbers.” Board terns had been changed from 7 years
to 5 years (line 30). Additionally, board nenbers would
serve at the pleasure of the governor instead of being
renoved for cause.

3:25:24 PM

M. Mchel relayed that because the board had been
increased to 7 nenbers |anguage had been increased from a
vote of 3 nenbers up to 4 nenbers who were required to
approve the sale and issuance of bonds (page 5, line 27).
Language on page 6, lines 25 and 26 had been changed from
"the corporation shall retain an attorney" to "the
corporation shall retain l|egal counsel”; the change had
been made to allow the corporation to hire a law firm or
nore than one attorney. Additionally, the term "suit" had
been changed to "litigation" on line 26. He turned to page
9, line 26 where the term "shall" had been changed to "may"
in t he sent ence: "...the corporation may fi nance,
construct, or operate the natural gas pipeline as
necessary." He pointed to the concern that the term "shall™
was overly prescriptive and would not give the Al aska
Gasline Devel opnent Corporation (AGDC) a choice in
devel opnent decisions (e.q. to determne whether a
comunity even wanted a pipeline).

M. Mchel noved to page 10, lines 4 and 5. The words
"fees, rental rates, and other charges” had been inserted
for clarity per a Departnment of Law (DCOL) recommendati on.
He pointed to page 11, lines 17 and 19 and expl ai ned that
the bill maintained |anguage that Departnment of Natural
Resources shall grant a right-of-way |lease if AGC agreed
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to the contract carrier covenants in AS 38.35.121 and added
common carrier covenants in AS 38.35.120. He detail ed that
AGDC wanted the flexibility to elect or provide service as
a common or contract carrier for future pipelines. The word

"containing" had been inserted in the sentence: "The
portions of records containing information..."(Page 12,
line 5). The statute on page 12, line 6 had been changed

from AS 40.25.110 to AS 45.25 to exenpt the corporation
from the Public Records Act (the previous |anguage had
exenpted the corporation from a portion of the act). The
| anguage "if di scl osed, could cause conmmerci al or
conpetitive harm' were inserted on page 12, line 19. The
words "except for information that is confidential under
anot her provision of state law or under a federal |aw or
regul ation" were inserted on page 12, lines 21 and 22. He
noted that mnor conformng changes to AS 40.25 had been
renoved

3:30: 23 PM

M. Mchel comunicated that the [|anguage "upon request
under AS 40.25" had been inserted on page 12, |ine 27.

Representative Gara asked for clarification on the page
nunber bei ng di scussed.

M. Mchel replied that he was addressing page 12. He
reiterated that the |anguage "upon request under AS 40.25"
had been inserted on page 12, line 27. The words "anot her
provision of state law, a federal law or regulation" were
inserted follow ng | anguage "disclosure of the information

will violate" on page 13, lines 1 and 2. The |anguage "the
corporation shall determine fund nmanagenent and may
contract with the Departnent of Revenue for fund
managenent” was inserted on page 13, lines 6 and 7; the

| anguage provi ded AGDC the option for DOR or another entity
to manage the funds. The |anguage "for the cost of nmanagi ng
the fund" was inserted on page 13, lines 11 and 12; the
addition provided that the fund nanagenent cost would cone
out of the fund.

3:32:14 PM

M. Mchel turned to page 15, lines 13 and 14, which placed
AGDC under the Executive Budget Act related to its
operating budget and the corporation's subsidiaries. He
detailed that the organization's ability to bond and other
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simlar itenms were not subject to the act. A section from
the prior bill under Article 2 had been renoved related to
f eder al taxation of I nt er est on bonds per a DOR
recommendation. The departnent believed the state should
not provide investors with reason to think the state may
step in and repay the debt in the event that debt was
declared taxable; especially in light of current federal
di scussi ons rel at ed to el i mnating nmuni ci pal t ax
exenptions. He relayed that the word "private", which had
fallen in between the words "the" and "sale" had been
removed. He expounded that DCOL had reconmmended that AGDC
should have the ability to retain an independent financial
advi sor with any bond sal e.

M. Mchel noved to page 20 and explained that the bill did
not include the term "noral obligation,” but the noral
obligation was derived by the formation of a capital
reserve fund. He read new | anguage on |lines 7 through 13:

The corporation may not establish a capital reserve
fund as described in this section except as expressly
authorized by law. The enactnent of this section does
not express that authorization. Upon enactnent of a
| aw expressly authorizing the establishnent of a
capital reserve fund described in this section and for
the purpose of securing one or nore issues of its
obligations, the corporation nay establish one or nore
special funds, called "capital reserve funds," and
shall pay into those capital reserve funds.

\Yg M chel expounded that the [|anguage provided that a

capital reserve fund would not be created until AGDC asked
for permssion from the legislature. A drafting error had
been corrected on page 21, line 27 where the word "of" was

removed from the |anguage "under of this chapter” to read
"under this chapter.” On page 24, line 22 the |anguage "a
conparison of the corporation's performance with the goals

of the ~corporation,” was renoved following the word
"auditor."
3:36:51 PM

Representative Munoz asked for the change on page 24. M.
M chel replied that |anguage had been renmoved fromlines 21
and 22. He noted that a copy of all the changes would be
provi ded to commttee nmenbers.
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M. Mchel noved to page 38 related to the Regulatory
Comm ssion of Al aska (RCA). The | anguage on lines 8 through
11 had previously stated that the RCA could investigate
di sputes related to a pipeline' s open season; the |anguage
had been changed to read:

...to resolve the dispute, the conmm ssion may order an
expansion of an in-state natural gas pipeline or order
an open season under the ternms provided for an
expansion or open season in this chapter or AS
38.35.121(a)(4) and (c).

M. Mchel addressed page 39, lines 5 and 6 that read
"order an expansion of an in-state natural gas pipeline or
order an open season under the terns provided for an
expansion or open season in this chapter.” Language had
been inserted on Ilines 7 through 17 per a DO
recomrendati on, which allowed the RCA to extend tinelines
up to 90 days with consent of all parties for one-tinme only
for good cause and witten order; the provision did not
apply to a precedent agreenent filed before the issuance of
a certificate, consideration of an application for a
contract carriage certificate or an initial recour se
tariff. He noved to page 41, line 20 where the words "but
not before an initial recourse tariff is approved"” had been
inserted. He elaborated that the |anguage nmade the intent
explicit that a pipeline would need an RCA approved initial
recourse tariff prior to entering into a presubscription
agreenent with shippers.

3:39: 55 PM

M. Mchel noved to page 42, line 6 where the words "do not
i nclude" had been inserted per a DOL recomendation. On
lines 11 and 12 the words "and of unconmtted firm
transportation capacity" had been inserted. The word
"service" was inserted to read "firm transportation service

agreenent”™ on page 43, line 5. The word "approved" was
inserted on page 43, lines 8 and 9 in front of the words
"recourse tariff." Additionally, the word "approved" had

been inserted in front of the words "precedent agreenent”
on |ine 14.

Co-Chair Stoltze remarked on how the anendnent process
woul d be addressed.

3:42:39 PM
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M. Mchel turned to page 44, lines 20 and 21 where the
| anguage "that the proposed service is not required by
public conveni ence and necessity" was added. He el aborated
that the l|anguage clarified that an applicant other than
AGDC was fit, wlling, and able and that the service was in
t he public conveni ence and necessity.

Representative Gara asked M. Mchel to repeat the change.

M. Mchel repeated the change to page 44, lines 20 and 21.
He directed attention to page 46 lines 15 and 22 where the
nunber "90" had replaced the nunber "30" to read "at | east
90 days." The words "depreciable life" replaced the words
"economic life" on page 47, line 1. Section (c) had been
inserted on page 47, lines 5 through 14.

Co-Chair Stoltze asked for clarification on the change to

page 47, line 1. He believed the change should be from
"depreciation life" to "depreciable life." M. M chel
af firmed.

Representative Gara asked if everything in Section (c¢) had
been added on page 47. M. Mchel responded in the
affirmati ve.

M. Mchel pointed to page 47 line 17 where the |anguage
"or violates a provision of this chapter"” had been added.
On page 47, line 19 the |anguage had been changed from a
30-day notice period to read "90-day notice period, and the
peri od of suspension.”

Co-Chair Stoltze noted that the issue would be thoroughly
di scussed by the commttee.

M. Mchel continued on page 47, lines 24 and 25 where the
clarifying |anguage "after construction or an expansion of
the pipeline, and at any tine that a carrier files for a
revised recourse rate" had been added. Language had been
inserted on page 48, lines 5 through 7 reading "except that
the depreciable life may be adjusted in accordance with the
time period between the approval of the recourse tariff and

the approval of the revised recourse tariff." He noved to
page 54, lines 13 and 19. He explained that originally the
bill defined a pipeline as a line that transports natural
gas; the language "or wll transport natural gas" had been

added. He pointed to page 54, line 21, which stated that

House Fi nance Conmmittee 23 03/28/ 13 1:53 P. M



the definition of natural gas pipeline had the neaning
gi ven under AS 31.25.390. He el aborated that previously the
definition of a natural gas pipeline had been noved from AS
38.34 to AS 31.25.390 to conform to other portions of the
bill. The |anguage "including a presubscription agreenent”
had been added on page 54, |lines 22 and 23.

3:48:56 PM

Co-Chair Stoltze noted that the changes were thorough
because of the inportant nature of the bill. He W THDREW
his OBJECTION to the CS. There being NO further OBJECTI ON
the workdraft was ADOPTED. He asked the bill sponsor to
provi de conment on any concerns related to the CS

REPRESENTATI VE M KE HAVWKER, SPONSCOR, voiced agreenment wth
nost of the changes. He believed there were several areas
that would have counterproductive consequences and nay be
detrinmental to the progress of a pipeline. He asked his
staff to highlight the concerns.

RENA DELBRI DGE, STAFF, REPRESENTATIVE M KE HAWKER, spoke to
i nadvertent consequences the CS would have for AGDC rel ated
to confidentiality |anguage and within the RCA franework
that could delay tinelines and the project significantly.
She stressed that a 6-nmonth delay of the project cost an
addi ti onal $100 mllion in inflation. She believed
continued discussions on the itenms with DOL could lead to
sone resolutions with the commttee.

Co-Chair Stoltze believed there were a couple of policy and
techni cal issues that would require conprom se.

Representative Hawker surmsed that the issues primrily
related to wunintended consequences rather than policy
differentials. He did not believe there were irreconcil able
di f f erences.

3:53: 45 PM

Co-Chair Stoltze pointed to the conplexity of the issue
Representati ve Hawker communicated wllingness to work with
the conmittee.

Co-Chair Stoltze relayed that representatives from the

adm ni stration, the sponsor, and AGDC woul d be available to
vocal i ze an agreenent on the issue.
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Vi ce-Chair Neuman wondered what would happen if an open
season was unsuccessful

Ms. Delbridge replied that there was no explicit provision
that defined what would occur if an open season was
unsuccessful. She el aborated that AGC had no authority to
nove forward wthout a successful open season because
commtnments from shippers were needed to fund a project.
She explained that AGDC would continue to retain assets if
an open season was unsuccessful; however, a disposition of
assets may not be appropriate at the tinme given that the
corporation was designed to survive the initial pipeline
and to consi der other pipelines.

3:56: 35 PM

Representative Holnmes believed the state would have rights
to the assets because of its ownership of AGDC. She asked
for verification that the state could choose to take the
assets back at any tine.

Ms. Del bridge answered that she would obtain |egal advice
from AGDC s |egal counsel and DO.L related to the assets.
She confirmed that the legislature would have the ability
to term nate the corporation at any tine.

Representative Hol mes believed that any funds that were not
subject to a noral obligation could be reappropriated by
the legislature if it chose to do so.

Representative Hawker replied in the affirmative. He
el aborated that the |egislature always had dom nion over
the corporation; however, the state had an obligation to
live up to any contractual agreenents. He detailed if an
open season was unsuccessful there would be no contracts or
further obligation; however, the bill was crafted to create
tools that were not limted by scope and potential benefit
to the state in the building of one pipeline. He expounded
that AGDC was allowed to look at projects that would
provi de gas to other regions of the state.

3:58: 57 PM

Representative Gara asked when it would be appropriate to
ask questions about the bill that were unrelated to the CS
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Co-Chair Stoltze responded that there would be an
opportunity to discuss the bill at a later tine.

Representative Gara asked when the bill would be heard
again. Co-Chair Stoltze replied that the bill would be
heard the followi ng day. He remarked that he was working to
bal ance the Speaker's desire for the bill to nove forward,
while providing the appropriate due diligence and process
in commttee.

Representative Hawker offered to speak with any conmttee
nmenbers to help clarify any questions.

Co-Chair Stoltze noted the inportance of due diligence.

Representative Gara noted that Co-Chair Austerman and
Representative Edgnon were absent. He wondered when
anendnents should be ready. He opined that the follow ng
Monday would be easier. Co-Chair Stoltze hoped to have
amendnents by the followng afternoon. He noted that
Representati ve Thonpson woul d be gone the follow ng day as
well. He believed the i ssue would be heard on Mynday.

Representative Thonpson remarked that he had nade
arrangenments to be available the foll ow ng day.

Represent ati ve Hawker appreciated the committee' s tine.

HB 4 was HEARD and HELD in conmmittee for further
consi derati on.

4:03:57 PM
AT EASE

4:12:46 PM
RECONVENED

#hb112
HOUSE BI LL NO. 112

"An Act repealing the film production tax credit;
providing for an effective date by repealing the
effective dates of secs. 31 - 33, ch. 51, SLA 2012

and providing for an effective date.”

4:14:22 PM
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M KE  DELVIN, CEQ, EVERGREEN  FI LMS, ANCHORAGE (via
tel econference), spoke in opposition to the bill. He
communi cated that the bill would cause the conpany to cease
its projects in Alaska. He spoke to his background; the
conpany was currently in production of its first major
feature filmtitled Walking with Di nosaurs 3D, which would
be distributed later in the year by 20th Century Fox. He
detailed that the film had been shot in Al aska and New
Zeal and. He enphasized that the conmpany had rmade
substantial capital investnments in the state including in
the construction of a $6 mllion facility in Anchorage for
t he housing of post-production and screeni ng operations and
a high-tech advanced stage; the investnment did not qualify
for the tax credit, but represented investnent the conpany
was making in Alaska. He communicated that the gl obal
mar ket was conpetitive for producers who had to find
| ocations that could provide a good econom c environnment
and a talented | abor pool. He stressed that the existing
tax credits were necessary for Alaska to conpete globally
and for the conpany to do business in the state. He spoke
from his perspective as an Al aska resident and relayed his
preference for doing business |ocally.

4:17:24 PM

PATRICIA HULL, ALASKA FILM GROUP, JUNEAU, spoke in
opposition to the legislation. She spoke to the purpose of
the group. She relayed that filnms took many years to plan
and culmnated in weeks or nonths of activity. She

comuni cated that while a shoot may be  Dbrief, it
represented a boon to communities where filmng took place,
infusing mllions of dollars. She pointed to letters from

smal | busi nesses throughout the state that had benefited
frommjor filns; one letter was witten by a "nom and pop"
snow renoval conpany that had expanded to a year-round
busi ness after earning noney from renting equipnent to the
film industry. She stated that the 27th Ilegislature's
decision to extend the credits by 10 years was visionary.
She stressed that the credits allowed the industry to begin
pl anni ng projects in Al aska.

Ms. Hull stressed that the runmor that the credits would be
di sconti nued had caused a chilling effect. She stated that
films that should be comng to the state were not; there
was a film about the None serumrun that would be filnmed in
Canada. She believed the legislative audit brought forward
an accurate assessnent of the strengths and weaknesses of
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the tax incentives. She accentuated that the program had
returned $2.00 for every $1.00 that was paid out. She
stated that inprovenents to the program were scheduled to
go into effect on July 1, 2013 including incentives to hire
nore Al askans and a sliding scale application process fee.
Anot her change included a content review, she believed that
sonme Al askans had been offended by the way they were
portrayed in a reality television show and had taken aim at
the industry as a whole. She stated that the content review
woul d ensure that Al aska was portrayed in a positive light.
She enphasized that the state was a unique and beautiful
| ocation to make filnms. She pointed to other beautiful
| ocations and the aggressive courting of the film industry
by other governnents. She stated that Al aska's 44 percent
tax credit was the nobst conpetitive. She enphasized that
the legislation would sabotage years of constructive effort
and would divert the potential for hundreds of mllions of
dollars away from the state. She noted that wunlike sone
forms of economic developnment activity, it was not
necessary to clean up after the film industry. She
encouraged the conmttee to retain the legislature s 10-
year commtnent to the filmincentive program

4:22:37 PM

Representative WIson noted that sonme of her constituents
had been upset about the way they had been portrayed in a
show. She pointed out that there had been a negative inpact
for sone individuals related to their jobs and increased
regulation as a result. M. Hull wunderstood the issue
exi sted. She observed that the reality television show
genre was notorious for portraying people in a negative
light.

Co-Chair Stoltze relayed that his notivation for the
| egi sl ati on was financi al .

Ms. Hull stressed the inportance of portraying the state in
a positive way.

Representative WIson noted that her constituents were
m ners and were working to nmake a |iving.

Representative Minoz asked whether M. Hull believed the
reality television portion should be retained under the
incentive program M. Hull replied that she was not an
expert related to the specific issue. She added that her
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comments related to the reality television industry did not
reflect the opinion of the Alaska Film G oup. She stated
that it was difficult to control content in the specific
type of programm ng.

4:25:11 PM

60 D) LAVWHORN, SPROCKETHEADS LLC, ANCHORAGE (via
t el econference), spoke to his education in film production
He stated that Alaska's inmage had changed subsequent to
2010. He pointed to the television show The Deadliest Catch
and to Alaska's great potential for the film industry. He
di scussed the Drew Barrynore filmBig Mracle that had been
filmed in Alaska. He had returned to Alaska from school in
2011 to work as an unpaid production assistant on a N col as
Cage film The Frozen Gound; he had received college
credits and nmany val uabl e hours | earning about the job. The
position had led to other opportunities in the industry. He
had just received his degree in film production in
Portland. He discussed his desire to nove honme to nake
films and to help grow the industry in Al aska. He had cone
home to stay and had brought projects with him He urged
the committee to not pass the legislation. He asked the
| egislature to maintain the filmbill extension.

4:29:24 PM

RANDY DALY, FILM I NDUSTRY PARTICI PANT, KENAI, testified in
opposition to the bill. He spoke to his role as the former
president of the Kenai Peninsula Borough of Economc
Devel opnent district and in the filmindustry. He addressed
hi s support of busi ness devel opnent, econoni ¢
diversification, and a year-round stable econony in Al aska.
He highlighted various exanples of private funding
responsible for building film studios in Anchorage. He
enphasi zed that industry had invested mllions of dollars
into business developnment and production facilities. He
stated that film and film production was a new industry
that was diversifying Alaska's econony statewide; it was
capabl e of producing well-paying, year-round jobs. He noted
that energy and governnent revenue were in decline in the
state. He stressed that it was the responsibility of
citizens to explore new opportunities to provide a better
future. He opined that film should be part of the future
He detailed that over the past few years the state had
worked with private industry on legislation that would
allow the industry to nove forward; credits to the industry
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would only be maxim zed when business was conducted wth
Al askans and Al askan owned businesses. He noted that the
legislation also included a <cap to |Iimt financial
exposure, a review process after five years, and the
oversight of third-party certified public accountants. He
stressed that it was tine for the state to keep its word.
He urged the state to act accountable and to allow the
industry to conduct its work. He stated that vacillation on
the issue sent the nmessage that Alaska was not a stable
place to do business. He urged the comrittee to not pass
t he | egislation.

4:32:22 PM

D. K. JOHNSTON, ALASKA FILMVAKERS, ANCHORAGE, spoke agai nst
the legislation. He provided his personal background in the
film and education fields. He had received many questions
about why the legislature would entertain cutting down a
program that had been working vigorously to establish
itself over the past five years. He stated that the program
had helped to create jobs, diversify the state's econony,
pronote new forns of education for Alaska's youth, and to
bring together talented artists to tell Alaska's stories.
He opined that a repeal of the filmtax credit was a step
in the wong direction; whereas, the continuation of the
program was a step towards new devel opnment. He shared that
mllions of dollars had been invested in the new industry
and that turning Al aska's back on the industry would be a
m stake. He pointed to nultiple docunments in nenbers

packets expressing opposition to the bill (copy on file).

4:35:16 PM

RON HOLMSTROM SCREEN ACTORS GUI LD AND AMERI CAN FEDERATI ON
OF TELEVI SION AND RADI O ARTI STS, ANCHORAGE, testified in
opposition to the bill. He shared that he had worked the
film industry since 1975 on both sides of the camera. He
spoke to the federation's excitenent that its Al aska
menbership had nore than tripled since the incentive
programis creation. He conmunicated that in the past year
12 feature filnms had qualified for the program however,
followwng the introduction of the legislation, there had
been no applications. Additionally, the federation had not
had any Al askans join its rank of professional perforners

He observed that Al aska had becone |less attractive to nmajor
producti on conpani es; however, he believed there was tine
to experinent with the program which could be incredibly
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fruitful for Al askan workers and |ocal businesses. He did
not understand why the bill to repeal the program had been
i ntroduced. He was bew | dered at the idea of closing down a
young industry that had shown itself to be financially
sound. He was available to discuss the business opportunity
at any tine. He stressed the inportance of rebuilding the
state's reputation as a film conmunity and of noving
forward with the filmindustry.

Co-Chair Stoltze remarked that governnment policy did have
del eterious effects on the econony.

Representative Gara expressed support for the program He
asked whether a travel credit could work if the |arger
program was discontinued. M. Holnmstrom replied the issue
canme down to arithmetic. He had dealt with notion picture
budgets his entire adult life; the issue related to how
much it would cost to get everything to the location for
filmng. He stated that there had been a nove to inprove
the grip, electric, and canera equi pnent in Al aska, but the
effort was currently not noving forward. He opined that
subsidizing the expenses of noving trailers, dressing
roons, wardrobe trailers, and other could potentially help;
however, it would be difficult to balance the savings
against the trenmendous above-the-line expenses (including
actors, producers, witers, and directors), which made up
at least half of a notion picture budget.

4:40: 02 PM

Co-Chair Stoltze commented that the conmttee would | ook at
alternatives to the overall elimnation of the program

DEBORAH  SCHI LDT, PRESI DENT, THE ALASKA FI LM GROUP,
ANCHORAGE (via t el econf erence), spoke agai nst t he
| egi sl ation. She provi ded i nformation about t he
organi zation. She stated that 32 filns had been shot in the
state since 1924; 24 of the filnms had been shot the state
subsequent to 2000 and only 7 of the 24 had been entirely

filmed in Alaska. She stressed that all 7 filnms shot
entirely in Al aska had been made foll ow ng t he
inpl ementation of the film credit program She enphasized
that incentives were the way the business worked at

present. She stated that HB 112 stifled the industry in the
state. She highlighted that the industry had provided a
positive econom c inpact on the workforce and businesses in
Al aska. She pointed out that the program included increased
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incentive for local hire. There were currently actors,
students, and tradespersons enrolled in training prograns
statewi de. The organization expected that hundreds of
skilled workers would be added to the state's workforce in
t he upcom ng year. She wondered where the individuals would
go if the legislation passed. She spoke to the high paying
jobs provided by the industry. She wondered why the
| egi sl ature would choose to discourage the industry and
reduce enpl oynment opportunities.

Ms. Schildt discussed the programs success and quoted from
the 2012 legislative audit by Northern Econom cs (page 19):

...the state realizes a positive return on investnent
from the AFPTIP. The AFPTIP generates an estinated $2
in Al askan econom c output for every $1 dollar in tax
credits - an economic nultiplier of $2.05 per the
consul tant's anal ysi s.

Ms. Schildt stressed that the bill failed to take into
account that only $8.4 million out of the $34 mllion in
issued credits had been redeened; leaving $27 million in
funds to be utilized by Al askan corporations. She

hi ghlighted that noney spent in Alaska generating the tax
credit anpunted to $109 nmillion and that nuch of the noney
continued to circulate in the state. She stated that the

bill was a losing proposition; many producers had pulled
out of production after the bill had been introduced. She
expounded that the state would nove backwards with the film
industry if the bill passed, which would lead to the |oss

of mllions of dollars. She stressed that the film credit
program was new and inproved; it was nore Al aska-centric,
it offered credits as opposed to subsidies, and offered
proven value to Alaskans statewide. She urged conmttee
menbers to vote no on the |egislation.

4:46: 56 PM

Co-Chair Stoltze made a statenent about his influence
related to the | egislation.

DI ANA FEJES, TAX CONSULTANT, ANCHORAGE (via
tel econference), spoke against the bill. In 2012 she had
been asked by NANA Devel opnent Corporation to exam ne the
economcs of the film credit program She conducted an
anal ysis using other states as nodels; projections showed
that over a 10-year period the filmindustry could becone a
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$1 billion industry if +the state had an experienced
wor kforce and the infrastructure to support larger filns.
She continued that over tine alnost $4.00 of economc
benefit could be realized for each $1.00 of credit issued.
She stated that indirect spending resulting from an
industry is difficult to predict, but is a wdely accepted
concept. She pointed to the 2012 Legislative Budget and
Audit Committee internal audit; the audit had found that
over $2.00 was returned for each $1.00 of credit issued

She furthered that $50 mllion of economc benefit had cone
directly from the incentive program through February 2012.
She noted that the data was for a period of time prior to
the strengthening of the program which would provide
addi tional benefit to the state.

Ms. Fejes stated that total spending during the 4-year
period ending February 2012 was over $58 mnillion, which
included all filnms produced whether or not the credit was
al l oned. She provided an exanple related to the benefits of
the incentive program if a film cost $20 mllion to make
and $10 nmillion of the anmount was spent on Al askan wages
and businesses, the average credit was around 33 percent;
therefore, cash out the door for the credit would be just

over $3 million, but $10 mllion renmained in the econony.
She enmphasi zed that between the nultiple economc effects
and the tinme value of noney, the $10 mllion could have a

significant inpact. She relayed that Al aska had one of the
hi ghest corporate tax rates in the U S. at 9.4 percent. She
stated that buying a credit at a discount of 80 to 85
percent provided industry nore incentive to stay and
i ncrease business in the state.

4:50: 58 PM

Co-Chair Stoltze turned the gavel over to Representative
Costel |l 0.

Ms. Fejes continued to testify against the bill. She
relayed that if the allowable tax credits were to be fully
used over the upconming 10 years it would cost $200 mllion;
however, a $200 million credit would generate just under
$600 mllion in revenue for Al aska's econony. She discussed
i ndustries inpacted by the indirect spend of the noney in
the state. She observed that the program was not perfect
and that adjustnents nmay be required; however , she
suggested not throwing the baby out with the bath water.
She stated that the program had energized many snal
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busi nesses and had hel ped |arger businesses as well. New
productions would keep individuals in the state. She
stressed that starting and stopping a program from year to
year would build distrust. She pointed to other conpetitive
| ocations where film conpanies could take their work. She
asked the legislators to continue the program

4:53: 06 PM

Representative Gara asked what the film production
conpanies had paid in the state since the credits had taken
effect. Ms. Fejes replied that many conpanies did not pay
the taxes in state, which was the reason the incentive
credits had originated. She explained that credits were
approved and sold to entities such as banks, cruise ship
conpani es and others conducting business in the state. The
program hel ped the businesses to save on their taxes as
credits were purchased at a discount.

Representative Gara remarked that he would follow up for
nore detail from the Departnment of Revenue. He believed
that conpanies were taxed pro rata for their presence in a
state based on the state's incone taxes. Ms. Fejes replied
that the statenent was accurate relating to corporations;
however, many of the film conpanies were constructed as
pass-through entities such as partnerships.

4:54: 57 PM
Pl US SAVAGE, OVAYACON Pl CTURES, ANCHORAGE (via
t el econf erence), spoke agai nst t he | egi sl ati on. He

di scussed his background in the film industry. He shared
that during his work in various |ocations people had seen
filme showi ng Al aska's beauty; the industry helped snall
busi nesses and tourism throughout the state. He pointed to
current work with producers planning seven filnms in Al aska
as a result of the film tax incentives. He spoke to one
film that would enploy all |ocal actors. He discussed his
work with many fanous producers and actors. He was
currently in conversations with investors for a project
with an estimted budget of $10 million. He nentioned
anot her production that would cost $16 nmillion or nore.

4:59:10 PM

Co-Chair Stoltze resunmed chairing the neeting.
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M. Savage continued to speak against the bill. He stressed
that the beauty of Alaska attracted the industry. He
mentioned that the introduction of HB 112 was di scouraging
investment and causing filmakers to |ook to other
| ocations such as Iceland. He stated that the decision was
up to the |l egislature.

5:00:32 PM

GARY ZI MVMERMAN, GENERAL MANAGER, ALASKA RENTAL CAR | NC.,
ANCHORAGE (via teleconference), spoke against the bill. He
communi cated that the conmpany benefited from the noney
spent by the industry in Alaska. He relayed that film
production funds provided a substantial economc benefit
statewide. He comunicated that the rental car service
industry generated over $22 nillion in taxes and fees
collected from renters and paid to the state and | ocal
government ; when busi ness increased, the noney going to the
state increased as well. He relayed that productions
featuring Al aska pronoted the state nore successfully than
advertising canpaigns; the increased awareness helped to
further the state's goal of pronoting tourism He continued
that the film industry was just beginning to gain traction
in the state. He asked the conmttee to allow the incentive
program to benefit the film industry, Al askan businesses
and workers, and the state. He asked the comrittee to not
pass the bill.

5:02: 53 PM

KELLY BENDER, LAZY OITER CHARTERS, WH TTIER, opposition
testimony was read for M. Bender by Merna Jenson (via
t el econference):

Good afternoon Chairman Stoltze and the House Finance
Commttee. | am not in the film industry; we are a
busi ness that has benefitted from the film industry.
W operate a water taxi and sightseeing business in
Whittier; we also have a snmall café. W hire Al askans
to work and live in the community where we operate.
The inpact the film industry has sonetinmes been
direct. W helped out with a film shoot onboard our
boat; the show aired this past fall. But sometinmes
it's indirect; like when we took out nenbers of the
cast and crew from novies that have been shot here on
a sightseeing cruise. This was about $12,000 to
$15,000 to our conpany. Oten this business has cone
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during the shoul der season, a tine when were slow and
can use the additional incone. This may seem like a
drop in the bucket to sone, but to us it neant that we
pai d our Al askan enployees, it meant we bought goods
and services from our Al askan suppliers. To us this is
business or some mght say stimulating the econony.
This isn't really about [indecipherable]; it's about
Al askans and Al aska businesses making a go of it. The
state puts a lot of noney into industry that has
finite resources. This industry has infinite reach and
trickle-down effect, not to nention what it does for
tourism |like the previous speaker said. As a snall
busi ness owner |'m asking you to continue to support
the film industry in Alaska, which really neans
supporting business and econom c diversity in Al aska.
Pl ease do not pass HB 112. Thank you.

Co-Chair Stoltze asked for a copy of the docunent.

5:05: 29 PM

ROBI N KORNFI ELD, VI CE PRESI DENT, CORPORATI ONS AND
MARKETI NG, NANA REG ONAL  CORPORATI ON, ANCHORAGE (vi a
tel econference), spoke against the |egislation. She pointed
to the value of prograns that encouraged the devel opnent of
new opportunities for the next generation of Alaskan
business. She relayed that NANA supported the film tax
credit because the existing program had created jobs for
its shareholders and private sector incone for an array of
Al askan busi nesses. The organi zation wanted to be a part of
buil ding new economes in the state. She discussed other
devel opnments the organi zation had been involved in during
the past including the Red Dog Mne. She furthered that
NANA had | ooked at the film business as it did with any
ot her business opportunity; the industry required support
services including construction, food service, information
t echnol ogy, transportation, hospitality, and security.
Addi tionally, t he i ndustry created specialized job
opportunities that were not yet wdespread in the state.
She stressed that the entire state could get involved. The
conpany had been involved in the production of a
docunent ary about the people of Dionede, Al aska and whal es.
She pointed to various national commercials shot in the
state. She relayed that investnent in training and
facilities was nade at NANA's own risk and was not eligible
for tax credits; however, the credits were needed to bring
t he business to Al aska. She spoke to the global conpetition
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for production |ocations. She urged the commttee to reject
the bill.

5:09:10 PM

STEVE RYCHETNI K, Cl NEMATOGRAPHER, SPROCKETHEADS LLC,
ANCHORAGE (via teleconference), spoke in opposition to the
bill. He discussed the conpany's work in the devel oping
filmindustry. He stated that because of the tax incentive
program he had been hired on nultiple projects and had been
able to remain in Al aska. He had been asked to be involved
in several large budget films working to bring productions
to the state. He recalled working on the film Insomia in
the past that had been filmed in Canada because Al aska had
no incentive program He enphasized that incentives always
trunped | ocation; he provided an exanple. The conpany was
currently working with over 10 feature filns that had
invested years of tinme and noney to conme to Alaska. He
pointed to the economc benefit provided to Maryland as a
result of the Netflix original show House of Cards. He
spoke to the benefit a dramatic series would provide
Al aska. He stated that novie making was a business; there
were as nmany conservatives as there were liberals. He
enphasized that a film business in Al aska represented
aggressive econom c devel opnment. He urged the |egislature
to keep its prom se of extending the filmincentive program
to 2023.

5:13:21 PM

MAYA SALGANEK, DI RECTOR, UN VERSITY OF ALASKA FAI RBANKS
FI LM PROGRAM FAI RBANKS (via teleconference), testified in
opposition to the bill. She stated that the university's
film program had been established in 2011; record nunbers
of students had applied. She stated that the students had
al ready denonstrated great successes. She relayed that the
bill would elimnate the wuniversity program and the
opportunity for the students to nove forward in the career
field. She continued that students interested in the field
had been leaving the state, which was one of the reasons
for the inplenentation of the program She furthered that
the industry had turned to the university wondering where
trained students were. She el aborated that the program was
for a Bachelor of Arts to create producers, directors, and
other; the program prepared students for work in the film
i ndustry and provided hands-on training. There had been a
60 percent enrollnment increase since 2010 in the nunber of
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student credit hours; there were students enrolled from all
over the state. The credit program provided great publicity
for the state. She shared that the program enroll nent was
growi ng approximately 10 percent per year; the university
anticipated the figure would go up if the tax incentives
continued. She spoke to the diverse population of students
in the field. She stated that 50 percent of the students
had been working on professional productions in the past 30
days.

Ms. Sal ganek continued that the students would go on to be
| eaders in the industry in the future. She estimated that
the tax incentive had doubled the anmpbunt of work in the
state and was bringing nore |abor hours per production for
Al askans. She stated that the incentives were providing
hands-on training opportunities; internships would prepare
students for higher |evel positions in the future. She
di scussed that the training program had been in devel opnent
for over a year. Students would be devastated to |earn that
there would no longer be long-term career opportunities in
the industry in Alaska. She continued to speak about
benefits of the program She inplored the legislature to
support the students and the filmindustry.

5:21:19 PM
CHARLI E HEW TT, M RROR STUDI CS, ANCHORACE (via
tel econference), spoke in opposition to the bill. He shared

that he was a Republican and owner/operator of Mrror
Studios (a recording and post production facility in
Anchorage). He discussed an additional revenue stream that
was a byproduct of the film incentives. He explained that
when a production was working in-state, many actors were
needed for the post production process on other projects
el sewhere. For exanple, during the filmng of the novies
Big Mracle and The Frozen Gound there had been nunerous
individuals using the studio for other film projects. He
enphasi zed that the dollars were not insignificant and had
not cost the state a dine. He expended significant noney to
bring the studio up to par prior to the inplenentation of

t he film incentive pr ogram He had trusted t he
|l egislature's intent when it had voted to approve the
credit program He asked the comrittee to drop the bill and

to keep the filmcredits until 2023.

5:23:54 PM
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Co-Chair Stoltze stated that his concerns about the issue
were fiscal. He CLOSED public testinony.

HB 112 was HEARD and HELD in commttee for further
consi derati on.

#
ADJ OURNVENT

5:25:42 PM

The neeting was adjourned at 5:25 p. m
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