SENATE FI NANCE COWM TTEE
April 16, 2014
9:09 a. m

9:09:16 AM

CALL TO ORDER

Vice-Chair Fairclough called the Senate Finance Conmittee
neeting to order at 9:09 a.m

VEMBERS PRESENT

Senator Pete Kelly, Co-Chair

Senat or Kevin Meyer, Co-Chair

Senat or Anna Fai rcl ough, Vice-Chair
Senator Cick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny O son

VEMBERS ABSENT

None

ALSO PRESENT

Dirk Craft, Staff, Representative Lance Pruitt; Senator
Bert St edman; Representative Peggy WIson; Christine
Marasigan, Staff, Senator Kevin Meyer; Cecile ElIliot,
Staff, Senator M ke Hawker; Ron Kreher, Director, Division
of Public Assistance, Departnent of Health and Soci al

Services; Gnger Blaisdell, Staff Representative Shelley
Hughes; Representative Eric Feige; Mchael Paschall, Staff,
Representative Eric Feige; Lela Klingert, Pr esi dent,

Commercial Fishing Agriculture Bank, Juneau; Astrid Rose,
Staff Representative Alan Austerman; Representative Alan
Austerman; Vince O Shea, Vice-President, Pacific Seafood
Processors Association, Juneau; Joe Jacobson, Director,
D vision of Econom c Devel opnent, Departnent of Conmmerce,
Communi ty and Econoni c Devel opnment; Representative Benjamn
Nageak.

PRESENT VI A TELECONFERENCE




Mark Pal nmer, President and Chief Executive Oficer, GCcean
Beauty Seafoods, Seattle; Joe Plesha, Trident Seafoods,
Seattle.

SUMVARY
SB 48 PERS CONTRI BUTI ONS BY MUNI Cl PALI TI ES
SB 48 was SCHEDULED but not HEARD.

CSHCR 15( FI N)
TASK FORCE ON UNMANNED Al RCRAFT SYSTEMS

CSHCR 15(FIN) was REPORTED out of commttee with
a "do pass" recomendation and with a previously
publ i shed fiscal inpact note: FN2(LEGQG.

CSHB 116( L&C)
PERS CREDI T FOR M LI TARY SERVI CE

CSHB 116(L&C) was SCHEDULED but not HEARD.

CSHB 121(FI N)
COWMERCI AL FI SHI NG & AGRI CULTURE BANK

CSHB 121(FIN) was HEARD and HELD in commttee for
further consideration.

CSHB 160( FI N)
LI CENSI NG OF ATHLETI C TRAI NERS

CSHB 160( FIN) was SCHEDULED but not HEARD.

CSHB 204( FI N)
SALMON & HERRI NG PRODUCT DEV' T TAX CREDI T

CSHB 204(FIN) was HEARD and HELD in commttee for
further consideration.

CSHB 263( HSS)
EXTEND SENI OR BENEFI TS PAYMENT PROGRAM

SCSCSHB 263(FIN) was REPORTED out of comittee
wth a "do pass”" recomendation and wth a
previ ously publ i shed fiscal I npact not e:
FN1( DHS) .
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CSHB 268( FI N)
Bl G BULL MOOSE DERBI ES; SNOW TOAN | CE CL.

CSHB 268(FIN) was REPORTED out of commttee with
a "no recommendation” and wth a previously
publ i shed zero fiscal note: FN2(REV).

CSHB 293( STA)
LI CENSE PLATES

CSHB 293(STA) was REPORTED out of conmittee with
a "do pass" recomrendation and with a previously
publ i shed fiscal inpact note: FN1(ADM .

CSHB 297( FI N)
HOVE ENERGY RATI NG SYSTEMS

SCS CsSHB 297(FIN) was REPORTED out of committee
with "no recomendation”™ and with a previously
publ i shed zero fiscal not e: FN1( REV) and
forthcomng zero fiscal note from the Al aska
Energy Authority.

HB 308 ALASKA SECURI TI ES ACT EXEMPTI ONS
HB 308 was SCHEDULED but not HEARD.

HB 361 LI CENSI NG OF BEHAVI OR ANALYSTS
HB 361 was SCHEDULED but not HEARD.

CSHB 379( FI N)
O L & GAS PROPERTY TAX

CsSHB 379(FIN) was HEARD and HELD in commttee for
further consideration.

#hb297
CS FOR HOUSE BILL NO. 297(FI N

"An Act recognizing the Alaska Housing Finance
Corporation as the authorizing agency to approve hone
energy rating systens for the state; and providing for
an effective date.™
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9:10: 15 AM

Senator Bishop MOWED to ADOPT the proposed conmttee
substitute for HB 279, Wrk Draft 28-LS1307\C (Nauman,
4/ 14/ 14) as working docunent. There being NO OBJECTION, it
was so ordered.

9:10: 49 AM

DI RK CRAFT, STAFF, REPRESENTATIVE LANCE PRU TT, presented
the changes in the new CS found in Section 2 and brought to
the sponsor by Senator Stedman. He reported that the
changes added approval |anguage from the Power Project Loan
Fund for the Al aska Energy Authority (AEA) to approve | oans
for the Blue Lake Hydroelectric Project; he added that the
sponsor was in support of the changes.

Senat or Dunl eavy inquired about the intent of the bill. M.
Craft replied that the original purpose of HB 297 was to
recogni ze the Al aska Housing Finance Corporation (AHFC) as
the state's Honme Energy Rating System (HERS) authorizing
agency for the purpose of approving HERS use in Al aska. The
bill would help to protect the investnent the state has
made by AHFC in developing its own rating system AkKWarm
as well as the over $560 million Al askans invested in the
hi ghly successful hone energy rebate and weatherization
prograns. He reported that AkWarmis system and software had
been in use and continuously updated since 1996,
specifically designed for Alaska and recognized by the
Al aska building, real estate, and hone |oan industries. It
was directly tied to AHFC prograns such as the honme energy
rebat e and weat heri zati on progr ans, i nt erest rate
reductions for home |oans, and Al aska building energy
ef ficiency standards.

Senat or Dunl eavy noted the CS having nade an addition to a
| oan program and requested an explanation of that section
M. Craft deferred the question to Senator Stedman.

Vice-Chair Fairclough asked if it was a fair assessnent
that the title of the bill allowed for a "hitchhiker"” to be
easily attached to it as it canme before a conmttee. M.
Craft responded in the affirmative.

Vice-Chair Fairclough noted that two bills had been rolled
into one.
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9:13:11 AM

Senator Dunleavy inquired how the addition to the bill
affected the overall fund and the ability to dedicate or
expend funds to the weatherization program M. Craft did
not think the new addition would have an i npact.

SENATOR BERT  STEDMAN, expl ai ned that there was a
hydroel ectric expansion project in progress in Sitka in
which a dam face was being raised 83 feet. The dam was
originally constructed in the late 1950s to facilitate the
construction and the devel opnent of a pulp mlIl, which was
no longer in existence. He explained that the electrical
demands of the comunity of Sitka were such that the dam
needed to be raised to the design height to bank additional
wat er. The penstock was being redone, a new power house was
being built, and the turbines were being updated. Things
were nore expensive than anticipated and the community
needed an additional $40 mllion to conplete the project.
The state historically had discussed contributing a 50
percent match for hydro projects. The state had about $49.5
mllion invested in the project at present. The conmunity
was required to supply the remainder of the funding,
approximately $40 nmillion. The legislature was unable to
make an appropriation of $18.6 mllion to match the funding
of 50 percent on the hydro project due to the fiscal shape
of the state. Sitka was |ooking at other alternatives, one
of which was to go to AEA to borrow the funds, if
avai lable. Sitka tried to put a package together; however
there was not the ability to do a cash infusion for the
appropriation. By attaching |anguage to the bill before the
conmttee, it gave AEA authorization to lend the funds,
however, there were no funds to lend. He reported the
exi stence of another project on the southern end of
Sout heast that mght not go forward due to ongoing
di scussions with AEA. The comunity was in a peculiar
position, as legislators are aware that Fairbanks was at
$0.23 a kilowatt hour and nost conmunity nenbers heated
with oil. Sitka was not far behind Fairbanks in ternms of
rates. The |anding authorization, if executed, would help
with the kilowatt charges to the customer and residents of
the comunity. Senator Stednman had hoped the project would
be a part of the capital budget, wth an appropriation.
However, that did not appear to be happening.

9:17: 37 AM
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Vi ce-Chair Fairclough noted that Senator Hoffman and Co-
Chair Kelly had joined the conmttee in progress.

Senator O son noted that the goal was to reduce the cost of
electricity in Sitka to the upper teens per Kkilowatt hour
and inquired what the rates were currently. Senator Stedman
replied that currently the rate per kilowatt hour (kW) was
$0.12. He anticipated a rate increase to $0.16 or $0.17 per
kWh. The community was working on Kkeeping the |ower
kil owatt consunption users' rates down and bal ancing
efforts with the commercial sector.

Senator Oson noted that the project had a |ocal
contribution to it and inquired if the conmunity of Sitka
was in favor of the project. Senator Stedman responded that
the community was in full support and that the project was
currently under construction. He opined that the comunity
was in a position that it had to expand its hydro power. It
did not have any other reasonable alternatives. He
indicated that the project was approximately two-thirds
conpl et ed.

Vi ce-Chair Fairclough CLOSED public testinony.

9:20: 39 AM

Vi ce-Chair Fairclough discussed a forthcomng zero fiscal
note from AEA

Senator Bishop MOVED to REPORT SCS CSHB 297(FIN), version
C, out of committee with individual reconmendations and the
acconpanyi ng fiscal notes. There being NO OBJECTION, it was
so order ed.

SCS CSHB 297(FIN) was REPORTED out of committee with "no
recommendation” and with a previously published zero fisca
note: FNL(REV) and forthcomng zero fiscal note from the
Al aska Energy Authority.

9:21:51 AM
AT EASE

9:22:42 AM
RECONVENED

#hb293
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CS FOR HOUSE BI LL NO. 293(STA)

"An Act relating to notor vehicle registration plates;
relating to speci al regi stration pl at es for
firefighters and energency nedical service providers;
and providing for an effective date."

9:23:16 AM

REPRESENTATI VE PEGGY WLSON, related that the bill had been
held in commttee, due to a potential anmendnent.

Senator Bishop MWED to REPORT CSHB 293(STA) out of
committee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal note.

Senator A son inquired if there was a question regarding
the bill that still needed to be discussed.

9:23: 53 AM
AT EASE

9:24: 06 AM
RECONVENED

Vi ce-Chair Fairclough recalled that Senator Bishop had been
consi dering an anendnment to the bill.

Senat or Bi shop explained that he had discussed the issue
with the sponsor and had decided not to offer the
amendnent .

Senator Bishop MOWED to REPORT CSHB 293(STA) out of
committee W th i ndi vi dual recommendat i ons and t he
acconpanying fiscal note. There being NO OBJECTION, it was
so ordered.

CSHB 293(STA) was REPORTED out of conmittee with a "do
pass" recomendation and with a previously published fiscal
i npact note: FN1(ADM .

9: 24: 55 AM
AT EASE

9: 25: 48 AM
RECONVENED
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#hb263
CS FOR HOUSE BILL NO. 263(HSS)

"An Act extending the Al aska senior benefits paynent
program "

9:26: 06 AM

Senator Bishop MOWED to ADOPT the proposed conmttee
substitute for HB 263, Wrk Draft 28-LS1256\N (M schel,
4/ 15/ 14) as a wor ki ng docunent.

Vi ce-Chair Faircl ough OBJECTED for the purpose of
di scussi on.

CHRI STI NE MARASI GAN, STAFF, SENATOR KEVIN MEYER, expl ai ned
that the CS sinply changed the date in Section 1, line 6 to
2018, which gave the program a three-year sunset.

CECI LE ELLIOT, STAFF, SENATOR M KE HAVWKER, commented that
the sponsor had introduced the bill in the hopes of
protecting the program for six years. However, she relayed
that he appreciated the conmmittee process and woul d defer.

9:27:46 AM

Senat or Dunl eavy asked about an increase to the program in
each of the follow ng years.

RON KREHER, DIRECTOR, DIVISION OF PUBLIC ASSI STANCE,
DEPARTMENT OF HEALTH AND SOCI AL SERVI CES, explained that
the fiscal note was driven by projected increases in the
servi ce popul ation.

Vi ce-Chair Fairclough WTHDREW her OBJECTION. There being
NO further OBJECTION, Wirk Draft 28-LS1256\N was ADOPTED as
a wor ki ng docunent.

Vice-Chair Fairclough asked M. Kreher to explain the
fiscal note.

M. Kreher responded that the division was |ooking at
growh in the program over tine. He commented that the
agi ng popul ation of Alaska was increasing. There were siX
full-time positions dedicated to the program and no
additional costs outside of the operating budget for the
extension. The actual anmount in the grant line did not go
up at the sanme rate as the projection in population. The
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popul ati on projection was propelled by the three different
funding levels. The nunber of people receiving benefits at
the highest level, the md-level, and the |owest |evel
could fluctuate over time. The program could not accurately
project at what I|evel the seniors would conme into the
program The projections were a best estimate based on the
current circunstances within the senior population.

Senator Bishop MOVED to REPORT SCS CSHB 263(FIN) out of
comittee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal notes. There being NO OBJECTION, it was
so order ed.

SCS CSHB 263(FIN) was REPORTED out of commttee with a "do
pass" recomendation and with a previously published fiscal
i npact note: FN1(DHS).

9:30: 21 AM
AT EASE

9:32: 29 AM
RECONVENED

#her 15
CS FOR HOUSE CONCURRENT RESCLUTI ON NO. 15(FI N)

Relating to the Task Force on Unmanned Aircraft
Syst ens.

9:33: 14 AM

Vice-Chair Fairclough directed the commttee's attention to
the fiscal note in the anpbunt of $8, 900.

G NCER BLAI SDELL, STAFF REPRESENTATIVE SHELLEY HUGHES,
rel ayed that nost of the questions from the commttee were
answered in a previous hearing. She presented a couple of
updates in order for the commttee to understand how
qui ckly the industry was changing. She continued stating
the difference between unmanned aircraft and drones and
reported that the term renpotely piloted aircraft (RPA),
was being wused internationally. She stated that the
previ ous day Google purchased Titan Aerospace, entering
into the drone business. Titan Aerospace owned a drone
aircraft about the size of a Boeing 767 carrying solar
panels to keep it operating. She reported that it was able
to remain in flight for two consecutive years wthout
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landing. The intent of its use was to help project data
interaction in places where tel ephone cables or other types
of data transfer equipnent was not available. It was able
to deliver data up to one gigabyte per second which would
one day potentially allow consuners to use cell phones
anywhere in the world.

Ms. Blaisdell also nmentioned the use of hobbyist aircraft
as conpared to comrercial quality aircraft. The phantom
guad copter was a small four-rotar helicopter manufactured
in China and being sold through Amazon at a rate of 15
t housand per nmonth - an infiltration of just one nodel of
unmanned aircraft into the marketplace. The previous day
she learned that soneone she knew had two unmanned
aircrafts in their office. She pointed out that the
i ndustry discovered safety concerns and responded with a
new software application for the phantom quad copters that
incorporated no fly zones in their progranmng to keep them
away from 350 airports. She opined that the industry was
taking a proactive approach to the new technol ogy. Again,
she enphasi zed the quickly changing industry and encouraged
t he continuation of the task force.

9:35:52 AM

Senat or Bi shop asked for a copy of M. Blaisdell's update
notes for his office.

Senator Bishop MOWED to REPORT CSHCR 15(FIN) out of
commttee wth i ndi vi dual reconmendat i ons and t he
acconpanying fiscal notes. There being NO OBJECTIQN, it was
so ordered.

CSHCR 15(FIN) was REPORTED out of conmttee with a "do
pass” recomendation and with a previously published fiscal
i npact note: FN2 (LEG.

9:36: 28 AM
AT EASE

9:43: 39 AM
RECONVENED

Vi ce-Chair Fairclough handed the gavel over to Co-Chair
Meyer.

#hb268
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CS FOR HOUSE BILL NO. 268(FI N

"An Act relating to big bull noose derbies and the
Snow Town Ice Cassic; and relating to permts for
ganes of chance and contests of skill."

9:44: 21 AM

Vi ce-Chair Fairclough MOVED to REPORT CSHB 268(FIN) out of
comittee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal notes. There being NO OBJECTION, it was
so order ed.

CSHB 268(FIN) was REPORTED out of commttee wth "no
recommendation” and with a previously published zero fisca
note: FN2(REV).

#hb121
CS FOR HOUSE BILL NO. 121(FIN)

"An Act relating to the exam nations, board, | oans,
and records of the Alaska Comercial Fishing and
Agriculture Bank; and providing for an effective
date."

9:45: 02 AM

REPRESENTATI VE ERI C FEI GE, stated that the Comrerci al
Fishing and Agriculture Bank (CFAB) was a great exanple of
the government starting a project and then stepping back
and allowing it to succeed in the private sector. The bank
was created 34 years prior by an initial investnent of $32
mllion from the state; as required by the creating
statutes, the bank had repaid the state's investnent and
was currently a private entity owned by its nenbers. He
expl ained that because CFAB was created under specific
statutes, it was regulated differently than other banks and
credit unions operating in Al aska. The specific statutes
that created CFAB assured that it continued to fulfill its
original purpose of assisting the comrercial fishing and
agriculture industry. The bank's board of directors desired
to inprove the operating ability of the bank by requesting
several changes in the operating statues. HB 121 expanded
the types of |l|oans the banks could give to comercial
tourism and natural resources industries and renoved the
maxi mum | oan anounts provided to borrowers. HB 121 also
expanded the category of borrowers to include non-resident
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owned businesses that were physically Jlocated wthin

Al aska, expanded the eligibility of the banks small | oan
program and gave the board the ability to set its own
conpensation |evel. Finally, to provide CFAB wth

additional resources to capitalize its ability to provide
loans to its nmenbers, the CFAB Board requested that the
Al aska Banking Comm ssion begin auditing the bank's
operations, as was done with other banks in the state. The
cost of the audits were born by the bank, not the state.

9:47:16 AM

M CHAEL  PASCHALL, STAFF, REPRESENTATI VE ERIC  FEI GE,
reviewed the sectional analysis of the bill. Section 1
restricted board nenber requirenents to state residency and
to those wunder Alaska Statue 39.05.11 which placed
restrictions on appointnments to board and comm ssions (a
provision added in the House Finance Conmittee). He
continued with Section 2 which adjusted the |ending power
of the bank by elimnating the borrowing limts on certain
types of loans. It also renobved the residency requirenent
for certain types of capital loans. If the facility was
located in the state it expanded the loans. It also made
| oans available for certain tourist operations and
operations dedicated to the devel opnent of or exploration
of natural resources. He reported that Section 3 required
the bank to consider whether the principles of conservation
and sustained yield would Iimt the ability to repay a |oan
when collateral would primarily be wused in a salnon
fishery, a provision added by the House Finance Commttee.
Section 4 added commercial agriculture to the current
provi sions allow ng | oans to non-nmenbers.

M. Paschall continued that Sections 5 and 6 pertained to
| oans to non-nenbers changing the dollar limtation on the
| oans to non-nmenbers from $25 thousand to $50 thousand, and
increasing the debt capital ratio of |oans to non-nenbers
to 25 percent of the total bank assets. Section 7 inserted
conform ng |anguage pertaining to the bank exam nations
added in Section 9 and also corrected a change in the
| anguage by Legislative Legal Services. He reported that
Section 8 allowed the bank to make a list of eligible
menbers that could serve on the board available to the
menbership for election purposes. Section 9 required the
Department of Commerce Community and Econom ¢ Devel opnent
to exam ne the bank at |east once every 36 nonths as it did
with other banks in the state. Section 10 repealed a
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l[imtation on the conpensation of directors currently in
statute, and allowed the board to set conpensation for
board nenbers. Previously there was a prohibition on
| obbying by the bank. The bank requested the provision be
removed in statute but the change that would have done so
was renoved from the bill. He furthered that Section 11
sinply del ayed exam nations to one year after the effective
date of the act so that the bank could be sure to be
conpliant with the requirenments of the banking comm ssion

Section 10 made the act effective i mediately.

9:50: 22 AM

Senator O son inquired what CFAB's current default rate was
conpared to what it was 5, 10, or 15 years prior.
Representative Feige was unsure of the exact nunber, but
understood that it was relatively low He concluded that
t he president of CFAB would be able to answer the question.

Senator O son noted that commercial fishing was a big part
of his district and stated that nost of the villages that
he represented were along the coast. He inquired if
di fferent organi zations and fishernen were in favor of the

bill and if anyone had voiced a position on it. M.
Paschall replied that there had not been any outside groups
that had expressed any direct position on the bill. He

explained that the bill only affected the operation of CFAB
and did not change any of the policies that pertained to
loaning to the fishing industry, rather, it pertained to
ot her industries.

9:51:49 AM

Senator O son asked about the inability to | obby on behalf
of the bank. M. Paschall replied that when the bank was
created state funds were involved in its operation. Through
the statute that created the bank, one of the requirenents
outlined was that the bank reinburse the state. Currently,
the state did not have an ownership interest in the bank.
The governor currently appointed two nenbers to CFAB' s
board of directors. The other nmenbers were elected to their
seats. Al nenbers had to be nenbers of the bank. The bank
operated as a private for-profit corporation and had an
interest in having soneone in Juneau to track |egislation
However, she stressed that with only 10 enpl oyees, the bank
preferred to hire a representative, a | obbyi st by
definition.
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Senator O son assumed that other banks had a |obbyi st
acting on their behal f. M. Paschal | r esponded
affirmatively.

9:53:18 AM

Vice-Chair Fairclough directed the commttee's attention to
page 4 of the bill and expressed a concern about the
famliarity of those receiving loans and those naking
| oans. In Section 2, nunber 15C at |east one of the primry
obligors of the |loan needed to be a nmenber of the bank. She
asked for clarification about nenbership requirenents and
account status in order to borrow

M. Paschall responded that the provisions being expanded
in one section of the bill pertaining to non-nenbers
allowed a non-nenber to receive a limted loan up to $50
t housand. All other loans provided by the bank required
that the person obtaining the |oan be a nenber of the bank.
A person was required to purchase one share of class "A"
stock and pay a fee equal to 2 percent of a pre-approved
| oan amount ($2500 maximun) to establish nmenbership. Once
an obligee paid off their loan their menbership expired.

9: 55: 05 AM

Vice-Chair Fairclough inquired what the catalyst was for
the bill's changes. Representative Feige responded that the
provisions the bill attenpted to change sinply expanded the
ability to loan larger anmobunts of noney to the tourism and
natural resources industries. It also allowed the bank to

expand its ability to loan to non-residents. It was
required that they have operations and facilities wthin
the state, and were nenbers of the bank. The bill broadened

the market in which CFAB could lend. He reported that the
"married couple"” reference was part of the original statute
| anguage.

9:56: 45 AM

Vi ce-Chair Fairclough noted the new anended |anguage and
coomented that it could also be referring to additional
statute. She pointed to page 6 of the bill and recalled
that there had been an increased funding ratio for the
debt. She wanted clarification on the ability to extend to
25 percent of an asset base. She asked if it was standard
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busi ness practice because she thought debt ratio was
supposed to be significantly | ower.

Representative Feige pointed to page 5 of the bill in
Section 4 and stated that the section of law dealt wth
| oans made to non-nenbers of the bank. The loans to non-
menbers were originally restricted to comercial fishing.
The bill would expand to commercial agriculture in renote
areas. Section 5 expanded the maxi mum | oan anount nade to a
non-nmenber. In Section 6 the bank's overall percentage of
capital that could be |oaned out increased from 8 percent
to 25 percent.

9:58: 46 AM

Vice-Chair Fairclough noted that raising the asset base
from 8 to 25 percent was financially risky and was not
standard business practice. The State of Al aska |ooked at 8
to 10 percent with its "AAA" rating. She inquired about why
the large junp was being proposed. Representative Feige
replied that they were referring to the capital of the bank
and that the purpose of the bank was to loan out its
capital. The legislation limted the amount of the total
capital that could be |oaned to non-nenbers. Vice-Chair
Fairclough iterated her awareness.

9:59: 44 AM

Senator Bishop wanted to know the definition of a state
resident. M. Paschall responded that the definition in
statute applied. Senator Bishop requested that M. Paschal
provide the statute definition to his office.

Representative Feige responded to Senator Fairclough's
guestion regarding married couples. He referred to page 1,
line 14, Section 2 of the bill stating that the |anguage
was part of the original statute and the anendnents were
aligned with existing statute.

Co-Chair Meyer inquired if the bill had gone through
significant changes as it progressed through the house.
Representative Feige confirnmed that there had been a nunber
of amendnments adopted during the conmttee process. Co-
Chair Meyer asked if the anmendnments were anenable to the
sponsor. Representative Feige signified that he had
accepted themas part of the commttee process.
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10: 01: 57 AM

LELA KLI NGERT, PRESI DENT, COWVERCI AL FI SHI NG AND
AGRI CULTURE BANK, JUNEAU, spoke in support of HB 121. She
relayed that CFAB was a privately owned and operated
financing cooperative that provided loans to residents
involved in the comrercial fishing, agricultural tourism
and resource-based industries of Al aska. The bank was a
product of |legislation introduced in the late 1970s. At
present, it operated as the sole subject of AS.44.81, which
was the focus of HB 21 before the commttee. The bank was
commtted and structured to serve resident individuals and
smaller conmpanies in a highly focused and specialized
manner. Many of its nenbers and borrowers would not
ot herwise have access to l|loan funds in reasonable and
constructive terns.

Ms. Klingert continued to address the changes requested in
HB 21. She pointed out that the changes sought to provide a
| evel playing field in CFAB' s |lending authority for all of
the industries and markets that it served as well as to
allow CFAB the sane discretion as other small businesses.
She reported that CFAB did not oppose any of the anendnents
made to HB 121 with the exception of the |obbyist issue

She elaborated that CFAB was 100 percent owned by its
nmenbership allowing CFAB to engage a | obbyist to assist in,
monitor, and deal with issues that would potentially inpact
CFAB without wusing any state funds or resources. She
reported that it was the nobst cost-effective way in which
to handle such matters. She reiterated that CFAB and its
board of directors supported HB 121.

10: 04: 11 AM

Vice-Chair Fairclough referred to page 6, Section 6. She
asked about the board' s reasoning to increase the total
ratio of assets to debt from 8 percent to 25 percent. She
further comented that the increase could prove to be a
hi gher risk. M. Klingert responded that her concerns would

be raised in a traditional banking nodel in which nost
banks dealt with depositors' noney. In the case of CFAB,
all of its capital was lent out. Beyond capital, CFAB

borrowed nmoney and in turn lent it out. She agreed wth
Senator Fairclough that the percentage increase was risky.
She also reported that CFAB was created to provide
financing for industries that were unable to access funding
due to their volatile business nature, adding another |ayer
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of lending risk. Section 6 allowed CFAB to make |oans to
non- menbers. A requirenent of nenbership was to make a
financial investnment in the cooperative. Sone individuals
in rural areas could not afford the nmandatory outlay. The
original part of the statute was included to allow CFAB to
loan up to $25 thousand for fishing to assist individuals
who could not afford a nenbership investnment. She pointed
out that part of CFAB's mssion was to serve rural parts of
Al aska. She affirmed that CFAB's efforts to mtigate risks
showed in its | ending record.

10: 06: 39 AM

Vice-Chair Fairclough noted that CFAB was alnost tripling
its risk. She stated that the change reflected a 17 percent
increase. She furthered that the increase was not being
inplenmented wth increnental steps. Klingert responded
affirmatively. She indicated that it would be a maxi mum of
$5 mllion based on CFAB's capital, currently which
represented less than 10 percent of its total |oan
portfolio. She was wuncertain of the |oan denand and
informed the conmttee that although the |egislation would
allow for the increased debt ratio, it was undeterm ned if
managenent would lend to the full extent.

Vice-Chair Fairclough inquired if there had been unani nous
support of the board of directors in naking the proposal to
cone forward. Ms. Klingert replied in the affirmative.

Senator O son inquired about M. Klingert's background and
expertise in banking. M. Klingert relayed that she had
been in banking her entire career. She started out in the
operational side of banking and spent a few years working
in lending for the governnment. She al so worked for a couple
of private institutions. She inforned the conmttee that
she had been with CFAB for 26 years.

10: 08: 28 AM

Senat or O son expressed his concern about the increase in
risk. He recounted the Bank of the North going under and
how he was affected personally. He viewed CFAB' s noney as
depositors' noney belonging to fishing and agricultural
people who had a vested interest in the actions of the
bank. He asked whether CFAB was concerned about tripling
the current nunber. M. Klingert responded that there were
al ways concerns and CFAB was nanagi ng a bal ance of staying
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true to its mssion of serving rural folks and staying
financially sound. She reported that CFAB's early years
were sketchy, particularly in the 1980s when the bank cane
close to failing. She expressed confidence in CFAB s
mssion and its staff in order to remain financially sound.
The bank's history denonstrated its responsibility which it
took very seriously. She agreed that the proposal was risky
and al so presuned that because of the types of industries
it served it was also at a higher risk. She assured the
conmittee that the bank followed a very sound credit
practi ce.

10:10: 22 AM

Senator O son noted that CFAB had voi ced reservations about
t he | obbying aspect of the bill. He asked Ms. Klingert to
el aborate and indicated it was a sensitive issue. She
agreed that |obbying was a delicate issue but enphasized
that CFAB was presently a private entity. She continued
that the bank paid taxes. She furthered that even though
the bank operated under state statute the bank was private
and small in nunbers. She indicated that she had a staff of
| ess than 10 people. The conmmitnent of tine and financial
resources nmade it very difficult to sponsor legislation in
order to change the bank's business plan. She continued
that Senator Coghill and Representative Feige had been very
generous to take up the legislation. The other item of
concern was having to travel with her director to Juneau,
whi ch took him away from his post for two or three days at
a tine. She wanted to better understand why there would be
objection for a private conpany to have the sane rights
that every other private conpany had. She reiterated the
time and resources that were dedicated to the process of
changi ng the banks' business plan and its inconveni ence.

Senator O son liked the concept of a lending facility that
dealt with less than conventional people doing business in
vol atile markets. He inquired how many rural residents the
bank dealt with that were not connected to the road system
Ms. Klingert provided an approximation of about 50 percent
of CFAB' s nenbership. Rural nenbers included people from
Kenai .

Vice-Chair Fairclough inquired about the nunber of |oans
typically issued in a year and CFAB's default rate. M.
Klingert responded that CFAB received an average of 120
applications annually and nade approximately 60 |oans per

Senat e Fi nance Comm ttee 18 04/ 16/ 14 9:09 A M



year. The default rate fluctuated from nonth-to-nonth
between 2 to 4 percent.

10: 14: 25 AM

Co- Chair Meyer noted that CFAB was still under the state's
statutes and inquired about the kind of state support it
received. Ms. Klingert replied that through the legislative
process it received support. She nentioned that a
department of the state was one of CFAB's | argest
conpetitors making things difficult at tinmes. She
appreciated the help of banking and the examiner to put
forward legislation to reinstate the exam nation of CFAB, a
provision renoved from statute in 2003. She reported that
CFAB worked very closely in cooperation wth various
agenci es such as the Conmmercial Fisheries Entry Comm ssion.
She acknow edge the state's overall support.

Vi ce-Chair Fairclough inquired what kind of assets CFAB was
invested in. Ms. Klingert replied that of its assets CFAB' s
| oans represented approximately 98 percent of its assets
She added that CFAB owned its office building in Anchorage.

Co- Chair Meyer CLOSED public testinony.

HB 121 was HEARD and HELD in commttee for further
consi derati on.

#hb204
CS FOR SPONSOR SUBSTI TUTE FOR HOUSE BI LL NO. 204(FIN)

"An Act relating to a product developnent tax credit
for certain salnon and herring products; and providing
for an effective date."

10: 18: 36 AM

Vi ce-Chair Fairclough MOVED to ADOPT the proposed conmittee
substitute for HB 204, Wrk Draft 28-LS0463\Y (Bullard,
4/ 15/ 14) as a working docunent. There being NO OBJECTI ON
it was so ordered.

10:19: 15 AM

ASTRI D ROSE, STAFF REPRESENTATI VE ALAN AUSTERMAN, reported
that the changes in the commttee substitute were
recommended by the legislative |legal departnment. The
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department pointed out additions in the title as well the
addition of section 9 which fixed uncodified | aw

10: 19: 55 AM

Vice-Chair Fairclough asked to hear nore about the
underlying bill.

10: 20: 08 AM

REPRESENTATI VE ALAN AUSTERMVAN, provided some history as to
the reason the bill was before the conmttee. He relayed
that salnon tax credits had been in existence for an
extended tinme and that there had been significant changes
and many investnents made in the State of Alaska in the
seafood industry as a result of the credits. A request was
made regarding foregone harvests a few years back by a
group of fishermen from the Togiak area in Southwest
Al aska. There were l|arge nunbers of salnon going up the
rivers unharvested because processing capability was not
avai l able. The fishernmen cane forward and inquired that if
the herring fishery had a market they believed processors

woul d have the additional incentive needed to encourage
them to provide processing capacity for both herring and
sal non  concurrently. He continued that f our years

previously the state set aside about $300 thousand for the
Al aska Seafood Marketing Institute (ASM) to review how to
mar ket herring in a way it had not been marketed before
Herring had previously been processed for either bait or
row with the remaining carcasses being either ground up or
dunped. The state thought the carcasses could be valuable
and had spent the past few years |ooking at the nmarket
whi ch showed a very strong desire for another protein to
enter the marketplace. The U S. international food aid
program was one entity that expressed interest. The bill
woul d extend the tax credit and add herring to the seafood
roster.

Co-Chair Austerman reported an additional item contained in

the bill pertaining to byproduct. He indicated that there
was a strong desire to see the waste stream turned into a
usabl e product. Currently, efforts were focused on

producing a concentrated protein in the form of a dry
powder. He pointed out that over tinme all of the fisheries
in the State of Alaska would require 100 percent retention.
At present, mllions of pounds of product were being dunped
in the ocean. The product was not economcally viable

Senat e Fi nance Comm ttee 20 04/ 16/ 14 9:09 A M



because of either being too small or the wong species. He
informed the committee that FEurope was noving in the
direction of 100 percent retention within the followng 10
years. He anticipated pressure being placed on Alaska to
follow suit. He expressed his desire for Alaska to nove
forward with inplenenting 100 percent retention. He posed
t he question about what to do with byproduct resulting from
commercial fishing. He suggested either product be brought
to shore, ground, and thrown back into the ocean, or nade
i nt o anot her product.

10: 24: 30 AM

Representative Austerman continued to speak to the bill. He
relayed that in the prior two years the Environnmental
Protection Agency (EPA) restricted processors from dunping
anything into the ocean. Alternatively, processors had to
take their byproduct to a bio-dry plant to nmake into
chicken feed. He wanted the state to further pursue the
maxi mum usage of its seafood.

Vi ce-Chair Fairclough wondered about fishing tax credits.
Specifically, she asked if the state was hol ding down the
price of fish and the price consuners paid by continuing to
offer tax credits. She understood the state's efforts were
made to incentivize, but expressed concern that it was
depressing the price of fish.

Representative Austerman thought that the committee would
hear nore from the departnent, but observed that fish
prices were being held at the current |level due to farnmed
fish entering the global mar ket pl ace. The econom cs
associated wth farmed fish were nuch lower than with wild
fish. He suggested that although it mght be financially
prudent for the State of Alaska to invest in the business
of farmed fish, he believed it was inportant to protect
Al aska's wild stocks. He was not opposed to Al aska farmng
fish and was in favor of expanding the base for fishing. He
bel i eved a closer exam nation that would take sone tinme was
necessary.

10: 27: 20 AM

Vice-Chair Fairclough nentioned that over the |ast eight
years in office she observed that credits had not been
viewed as cash. The state offered specific industries
incentives to pronote Alaska's ability to conpete. She
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wanted to know if the state was achieving its goals wth
its investnents. She referred to the Carolina' s and how t he
f eder al gover nnment subsi dized tobacco farns and the
associated health costs. She opined that the state was
changing the market ~conditions and depressing costs
resulting in a change in behavior. She was not sure if the
change was for the better or for the worse. She understood
that for those that nmade noney on the issue the tax credit
provided their famlies economc benefits. She wondered
whether all of the state's tax credits achieved what the
state wanted them to acconplish. She suggested that the
Senate Finance Committee take a hard look at all of the tax
credits on the books, how they were being utilized, and to
what extent they benefit Al askans.

Co-Chair Meyer appreciated Senator Fairclough's conmments.
He was under the inpression the state was going to attenpt
to limt sone of the tax credits. He argued that just the
opposite had happened. He pointed out that at sone point
the state had to be concerned about the revenue being |ess
than the tax credits.

10: 29: 26 AM

Representative Austernman agreed wth Senator Meyer and
added that there was a bill in the House (HB306) that woul d
place all of the tax credits on a review schedule and a
cost benefit ratio forrmula would be set up and used as an

assessment tool. He relayed that the bill had been passed
out of the House Finance Committee and was currently in
House Rules. He asserted that if the bill did not make it

t hrough the House it should be revised and reintroduced. He
restated that the state had tax credits in all of its
i ndustri es.

Senator Meyer remarked that he had hoped to see HB 306 cone
over to the Senate but that tinme was running short.

10: 30: 52 AM

VINCE O SHEA, VI CE-PRESIDENT, PACIFIC SEAFOOD PROCESSORS
ASSCQOCI ATI ON, JUNEAU, i ndi cat ed t hat five of t he
association's nmenber compani es oper at ed 18 sal non
processing plants in Al aska. He spoke in strong support of
HB 204. He relayed that Pacific Seafood Processors
Association (PSPA) had a letter on record and offered to
answer any questions fromconmm ttee nenbers.
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Vice-Chair Fairclough asked M. O Shea to speak to the
fishery tax. She remarked that it went up in FY 14 to $27.4
mllion but was projected to go dowmn in FY 15 to $26
mllion in the spring forecast. She further inquired
whether it was the actual pounds of fish being brought in
that was affecting the forecast or if it was sonething
el se.

M. O Shea reported that what processors were paying in a
state landing tax was a conbination of the volune of fish
being purchased as well as the price of the fish. Both
nunbers were variable. He had a graph that showed the
i ncreased value processors were paying for Alaska sal non

Processors were the price takers rather than the price
makers in the global market. He pointed out that the change
in total revenue fluctuated depending on how nuch fish was
in the quota.

10: 33: 43 AM

MARK PALMER, PRESI DENT AND CHI EF EXECUTI VE OFFI CER, OCEAN
BEAUTY SEAFOODS, SEATTLE (via teleconference), testified in
support of HB 204. He affirmed the effectiveness of the
bill and relayed that upon examning the price history of
sal non over the previous ten years, prices had not been
depressed. He reported seeing grounds price increases year-
after-year to the point that the value of the salnon
harvest had doubled fromthe tinme the original |egislation
had been introduced. He stressed that the tax credit was
not a subsidy of existing nmarkets. The bill had stinul ated
mar ket di versification t hr ough pr oduct expansi on.
Processors had been over-dependent on too few products,
canned and frozen, headed and gutted fish. By diversifying
its product mx new product narkets opened up around the
world. The tax credits helped to incentivize processors to
create new products and reduced investrment risk. Sonme of
Al aska's seasonal fisheries presented challenges due to the
kind of investnent required and the time constraints in
whi ch investnents had to be made. The tax credits helped to
reduce sonme of the risk in making big capital investnents,
hel ped to create jobs, and provided nuch nore tax revenue
for comunities and the fishing fleet. The current
| egislation was a continuation of further investnent in the
shore-side conmunities in which Ocean Beauty Seafoods had a
presence.
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10: 36: 06 AM

JOE PLESHA, TRI DENT SEAFOCDS, SEATTLE (via tel econference),
spoke in strong support of HB 204. He pointed out that EPA
was considering anmending the existing effluent limtation
guidelines and requiring screening of all seafood waste in
many communities in Alaska, the result of which would
require the production of a fish neal or sone other
byproduct with fish waste. The bill was inportant for the
Al aska salnon industry to remain conpetitive on a world
mar ket basi s.

10: 37:19 AM

JOE JACOBSON, DI RECTOR, DIVISION OF ECONOM C DEVELOPMENT,
DEPARTMENT OF COMVERCE, COWMUNI TY AND ECONOM C DEVELOPMENT,
conveyed that the departnment was in support of the bill. He
added that w thout having the ability to turn on a spigot
to increase production, the only real way to increase the
value of the state's wld fisheries resource was to
increase the value of the underlying product through state
prograns. He reported inprovenent in quality, marketing via
ASM, and product diversification. Twenty years ago the
i ndustry was dependent upon canned salnon and headed and
gutted product, largely exported in nost cases. He pointed
out that one of the reasons fish prices had gone up
dramatically was because there was a larger variety of
products appealing to different markets around the worl d.

M. Jacobsen relayed that prior to taking over his current
position he had been the international director for ASM.
In his position he received feedback from people across the
wor | d expressing their approval of the diversification and
the quality of Alaska's fish product on the market. He
continued that over the past 10 years the price to Al aska's
fishermen had increased dramatically. Permt values had
increased resulting in nore conmunity investnment. He added
that there was also larger resident participation in the
state's fisheries.

M. Jacobson remarked that the issuance of tax credits was
one of three mmjor conponents that supported fish prices
across the state. The bill was targeted in terns of | ooking
at new can-sized production. A tall can of Sockeye Sal non
in the grocery store was currently priced over $11. Not
only was the consuner getting over a pound of fish, too
much for the average famly, it was a significant anmount of
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noney. By incentivizing the reduction of the can size it
allowed the state to maintain a canned narket where the
state mght otherwi se loose it. He furthered that with the

upcom ng EPA effluent limtation guidelines he anticipated
significant expenses required into the future. One of the
specific provisions in the bill before the conmttee was a

transformation of a waste byproduct into a sal able good. He
referred to Iceland as an exanple of a country that had
been able to take many things that would have been
discarded in the past and transform them into salable
goods, which in sone cases exceeded the value of the flesh
t hensel ves. He restated the departnment's support of HB 204
indicating the help it provided to the fishing industry,
the resident fleet putting nore noney in the hands of the
state. He reported than the net revenues from the seafood
industries will return nonies back to the state. Revenues
remai ned fairly stable.

10: 40: 59 AM

Senator Dunleavy inquired if the departnent viewed the tax
credit as permanent or transitional. M. Jacobson responded
that it incentivized the further transformation of the
i ndustry but he believed the state had a significant way to
go. He suggested that the quality had additional room for
i nprovenent in ternms of capturing as nmnuch value as was
possi bl e. He acknow edged the strides the state had nmade in
quality inprovenent but also believed there was room for
growh. He opined that until the fishing industry reached a
plateau the tax credit would continue to play a
transformational roll. He relayed that a sunset date was
included in the bill and that the credit should be treated
as a transitional piece.

10:42:16 AM

Senator Bishop noted that he was not an expert in the
seaf ood industry but had a good working know edge having
been around it the majority of his life. He returned to M.
Jacobson's coment on reducing can sizes from the 14.75
ounces down to 7.5 ounces. He pointed out that not every
processor had the ability to freeze all of its fish. The
canned conponent needed to renain conpetitive. He specified
that everybody benefited from being able to utilize the
whol e pack. He supported getting 7.5 ounce cans to stay
conpetitive. He praised Ccean Beauty Seafood's efforts in
revitalizing the fishery in Kaltag with new technol ogy;

Senat e Fi nance Comm ttee 25 04/ 16/ 14 9:09 A M



both jobs and econonmic developnment resulted from its
efforts which benefited rural Al aska.

M. Jacobson followed up by indicating that the intent of
the tax credit was to ensure that the canned nmarket
remai ned conpetitive. He estimated that 95 percent of
canned fish was packed in 7.5 ounce and 14.75 ounce cans.
He stated that in sone markets the 7.5 ounce cans were
considered too large and furthered that because of the
current value of Sockeye salnon even a 7.5 ounce can was
expensive for the average person. He stated that Al aska
could maintain its market share by reducing the can size.
There was a variety of products with different can sizes
including 3.5 ounce and 5 ounce cans. The bill did not
incentivize producing the same can sizes that have already
been produced including the 7.5 ounce and 14.75 ounce cans.
He reported that the canned industry was an essential
product alternative due to costs.

10: 45: 19 AM

Co-Chair Meyer stated that he was having difficulty
understanding why the private sector would not just nmke a
can size adjustnent on its own without the need for a tax
credit. He added that it was business and the free market.
M. Jacobson responded in agreenment to Senator Meyer's
cooment. He referred to a variety of factors at play. He
noted EPA requirenents, the continued investnents in fillet
lines and other value-added processing. He also nentioned

time and budget limtations. He alleged that the bill would
speed the transformation and enphasized the areas in which
the industry had identified as promsing areas of
expansi on.

Co-Chair Meyer surmsed that EPA was involved in every
industry including the mning, oil, and construction
i ndustri es.

Co- Chair Meyer CLOSED public testinony.

HB 204 was HEARD and HELD in commttee for further
consi derati on.

#hb379
CS FOR HOUSE BILL NO 379(FIN)
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"An Act relating to the limtation on the value of
property taxable by a municipality; and providing for
an effective date."

10: 47: 17 AM

REPRESENTATI VE BENJAM N NAGEAK, presented HB 379 and stated
that HB 379 sought to make a legislative change to the
formula on how a nmunicipality mght wuse oil and gas
property tax revenue. The bill, which he and Senator Qd son
chanpi oned, gave municipalities with oil and gas properties
the flexibility to use the revenue for their operating
budget. The bill was clear-cut but there was a long history
in the laws origin. He provided a recap of history. He
reported that the oil and gas property tax |aws were passed
in 1973; a cap was witten into state |aw about how nuch
property tax revenue <could be wused for a nunicipa
operating budget. It was a struggle in the early days to
form the North Slope Borough. Forty years ago the borough
was sued by the State of Alaska and by the oil conpanies
and was told it was not capable of governing. At present,
the borough was operating well. The borough had built
school s, roads, airports, and utilities with its wealth.
Additionally, it paid for services that in other regions
were provided by the state. He listed exanples such as
search and rescue, police, and wldlife managenent. The
departnments of the North Sl ope Borough cooperated with the
state, saving the state tinme and resources. The borough had
kept property taxes |ower than the state cap. Over the past
34 years the lower rate amounted to about $1 billion return
to the state. He affirnmed that the borough did this to be a
good partner. The borough's intent was to retain the
current mll rate. However, the bill gave the borough the
flexibility to nove revenue from debt service to the
operating budget. The borough no |onger needed as nuch
revenue for debt services. It needed funds to mamintain
existing infrastructure. He requested the support of the
conmittee to advance HB 379.

Senator Meyer indicated that there would be further
guestions on the bill.

HB 379 was HEARD and HELD in commttee for further
consi derati on.

#
ADJ OURNVENT
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10: 50: 29 AM

The neeting was adjourned at 10:50 a. m
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