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ACTI ON NARRATI VE
8:01: 58 AM

CHAIR CATHY TILTON called the House Comunity and Regional
Affairs Standing Conmittee neeting to order at 8:01 a.m
Representati ves Nageak, Hughes, Seaton, Drummond, and Tilton
were present at the call to order. Representative Reinbold
arrived as the neeting was in progress.

HB 118- MUNI ENERGY | MPROVEMNT ASSESSMNTS/ BONDS

8:02: 35 AM

CHAI R TILTON announced that the first order of business would be
HOUSE BILL NO 118, "An Act adopting the Muinicipal Property

Assessed Clean Energy Act; authorizing nunicipalities to
establish prograns to inpose assessnents for energy inprovenents
in regions designated by nunicipalities; inposing fees; and

providing for an effective date."
[Before the commttee is CSHB 118( ENE). ]

8:03: 07 AM

GENE THERRI AULT, Deputy Director, Energy Policy, Al aska Energy
Authority (AEA), Departnent of Commerce, Comunity & Econom c
Devel opnent (DCCED), explained that this |egislation proposes an
entirely new section to allow nunicipalities with property tax
authority to inplenent a Property Assessed C ean Energy (PACE)
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financing mechani sm This nmechanism would help conmerci al
properties nake energy inprovenents to their properties in order
to lower their overall energy costs. In 2010, the Al aska State
Legi slature established a goal for the state to inprove overal
energy efficiency by 15 percent by the year 2020. Al though [the
state] is aggressively noving forward to achieve that goal, not
a lot of traction has been achieved in assisting/encouraging
commercial properties to nmake energy inprovenents. There are a
nunber of prograns that do assist wth energy efficiency
i nprovenents for residential properties, state-owned buildings,
muni ci pal | y-owned buil dings, and nonprofits. He related that
about the only program for commercial properties is the
coormercial facility energy audit program which encourages
owners of comrercial buildings to have energy audits on their
properti es. Al t hough about 150 properties throughout the state
have availed thenselves of these energy audits, there has been
[little] follow through or action on those recomendations.
Therefore, there was review in terms of what can be done to
assi st property owners to follow through [with the energy audit
recommendations]. For those commercial properties that have had
the energy audit and nmade the recomrended changes to their
buil dings generally achieve a 30 percent reduction in their
overall energy costs annually. The aforenentioned, he opined,
means there is a lot of value to capture. Upon review ng what
other states have done in this area, AEA has identified PACE
financing as a neans to help comercial properties nove forward
to achieve energy efficiency. M. Therriault explained that
PACE allows |local governments and l|lenders to nmake loans to
commercial properties the repaynent of which is collected
t hrough a nmechanism in which a voluntary assessnent is added to
the annual property tax of the commercial property. Col l ecting
the loan paynment wth the property tax provides the ful
collection powers of the property tax, and thus there is a |ow
default rate and lowrisk level. M. Therriault opined that |ow
risk loans one would expect low risk capital, which neans a
| ower interest rate. Another benefit of the use of the property
tax as a nechanism to collect the PACE loan is the ability to
stretch out the repaynent period. Wth PACE, the repaynent
period is generally 10-20 years. M. Therriault explained that
the goal 1is to incentivize commercial properties to nake
i nprovenents and experience imediate positive cash flow such
that the savings in energy is nore than the cost of the |oan
repayment .

8: 09: 00 AM
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EMLY FORD, Public Qutreach Liaison, Al aska Energy Authority,
Department of Conmmerce, Community & Economic Devel opnent,
referring to the slide presentation entitled "HB 118 Property
Assessed C ean Energy (PACE)," directed attention to slide 2
entitled "What is Commercial PACE?" and highlighted that PACE is
a voluntary program for nunicipalities, commercial property

owners, and | enders. She also highlighted that nortgage hol der
consent is required prior to applications being approved and
assessnents pl aced. The inprovenents, she noted, can include
I ighting upgrades, renewable energy, conversion to natural gas,
hi gh-efficiency Dboilers, and additional energy efficiency
i nprovenents. The repaynment obligation transfers with the sale

of the property, she related. M. Ford then noved on to slide 3
entitled "Benefits" and opined that the real benefit to PACE is
that the |onger repaynent period allows the building owner to
recogni ze inmmediate operating savings while repaying the debt.
She pointed out that under PACE traditional |ending sources can
be used and in Al aska, PACE provides consistency with state
energy policy, energy efficiency, and renewable energy goals.
As noted on slide 4, 31 states have authorized PACE prograns.
She pointed out that the PACE program proposed in HB 118 applies
to commercial properties and state |egislatures nust provide
authority for local governnents to establish and operate
commercial PACE prograns. Muni cipalities, however, have the
flexibility to create the program and select financing nodels.
As nore states |look to PACE financing mechanisns as a way to
incent energy efficiency, there's a wealth of information online
i ncl udi ng sites such as PaceNow. or g and C- Pace. com
Furthernore, the U S. Departnent of Energy has a packet of
information that includes sanple contracts, potential marketing
materials, and a howto manual for |enders, comrercial building
owners, and | ocal governnments. Slide 5 provides exanples of the
different types of PACE financing nodels, such as a |ocal
governnment -driven nodel in which the program is run through a
government office, PACE office, or +the property assessnent
of fice. In the aforenentioned nodel, the mnunicipality would
interface with the commercial property owners and potential
| enders and bond financing could be used for the efficiency
proj ects. There is also the possibility of a private-sector
driven nodel in which a third party admnistrator is under
contract with the |ocal governnent to adm nister the program
Under this nodel, the PACE program woul d exclusively use private
financing and |ocal |I|enders. However, the traditional PACE
nodel is a hybrid nodel in which all potential funding sources
are identified including bonds, revolving |loan funds, or private
capital . Referring to slide 6, M. Ford echoed earlier
testinmony that HB 118 authorizes |ocal governnents who collect

HOUSE CRA COW TTEE - 5- March 26, 2015



property taxes to choose to create a PACE program and allow
commercial property owners to opt-in.

8:12: 29 AM

M5. FORD pointed out that the sectional analysis of HB 118 can
be found on slides 7-16, which she then proceeded to review
The sectional analysis is included in the commttee' s packet.

8:21:34 AM

MR. THERRI AULT summarized that basically HB 118 allows | ocal
governments with property tax powers the option to initiate a
PACE programif they so choose. The l|egislation sinply provides
a tool for local governments to use to achieve |ower energy
costs. The | anguage includes a nunber of protections. For
instance, an owner of a commercial property wth an existing
nortgage to Wlls Fargo would have to ask WlIls Fargo for
perm ssion to initiate PACE financing. The aforenentioned is
requi red because the PACE | oan woul d becone the superior lien on
the property while the WIlls Fargo |oan would becone the
secondary lien. Across the nation, nobst often the property is
used as the collateral for the loan while the PACE financing
i mproves the efficiency and conpetitiveness of the conmerci al
property. Therefore, by and large many |enders are providing
t hat perm ssion. M. Therriault related that because there was
concern there would be opposition fromthe lenders in the state,
he started a conversation wth the Al aska Banking Association
early on in the process. The conmittee packet includes a letter
from the Al aska Banking Association that says it doesn't oppose
the legislation so long as it maintains the provision requiring
approval from the bank when there is an existing nortgage. He
then pointed out that a nunber of states learned that initiating
PACE without a certain nunber of requirenents to provide
consi stency across the state resulted in | enders being unable to
determ ne how PACE worked within the state, and thus |enders
weren't forthcomng with the | oans. The aforenentioned caused
Texas to nodify its PACE program to achieve consistency across
the state. He noted that HB 118 is patterned after the Texas
statute.

8:25:09 AM
REPRESENTATI VE HUGHES related her understanding that state
funding pays for the energy audits of commercial buildings. She

then inquired as to how long the 150 audits of comrercial
bui l di ngs that have already been done are valid and how much
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such an audit costs. She further inquired as to how nmnuch
funding is available for the audit program now. She al so asked
whether the state will be able to continue to offer the [energy
audit prograni.

MR THERRI AULT said that he doesn't have that information and
deferred to Ms. Ford.

M5. FORD answered that through AEA' s Energy Efficiency Program
there are funds avail able and another round of solicitation for
the commercial building energy audit is occurring. The fundi ng
does cone from AEA' s Energy Efficiency Departnment. Ms. Ford
explained that the audits identify neasures that would inprove
the efficiency of the building. |If no changes have been made to
the building since the audit, then the identified nmeasures woul d
remai n valid. Therefore, in such a situation Ms. Ford didn't
believe there would be an expiration date to the identified |ist
of projects that would inprove the efficiency of the building.
She offered to provide the cost of the individual audits at a
later tine.

REPRESENTATI VE HUGHES then requested the total anmount in the
[ Energy Efficiency Program fund and the anount avail abl e.

8:28:53 AM

REPRESENTATI VE HUGHES directed attention to the | anguage on page
3, line 7, of HB 118, which allows nunicipalities to designate
the boundaries of an area. The aforenentioned ability could
result in nunicipalities providing an advantage to one portion
of the nunicipality over another. She inquired as to whether
there are any protections against the aforenentioned and why the
aforenmentioned is even being all owed.

MR. THERRI AULT explained that a I|ocal governing body that
proposes PACE nust first put forth a resolution regardi ng what

is being considered. An ordinance process wth public
notification and input is then the next step prior to noving
forward with the program and identification of the region. He

remnded the comrittee that PACE is just for commercial
properties and thus the local governing body my want to
restrict the program to the portion of the region that contains
the commercial properties. Furthernore, there could be a
situation within the Fairbanks North Star Borough in which the
City of North Pole wants to nove forward with the PACE program
while the Gty of Fairbanks does not. In the aforenentioned
situation, the borough could work with the Cty of North Pole as
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a designated area to allow PACE in that region while honoring
the decision of the Gty of Fairbanks to not offer the PACE
pr ogram He reminded the commttee that the debate would have
to take place at the local level, the assenbly level, in terns
of why a particular designation is made.

8:31:28 AM

REPRESENTATIVE HUGHES inquired as to whether it would be
possible for a borough to decide that the entire borough would
be a PACE region, although a city within that borough chooses
not to participate.

MR. THERRI AULT confirnmed that could be possible.

REPRESENTATI VE HUGHES nmi ntai ned that she still doesn't see the
protection as the governing body could still choose to designate
one business district over another. She opined that it doesn't

seem problematic for an entire municipality to be the designated
region, particularly since it's an optional program

MR. THERRI AULT remarked that he didn't know why a nunicipality
would want to favor one area over another as the programis a
mechanismto help all businesses. He related that the nodels he
has reviewed across the nation have left the [designation of the
region] to the local elected officials. However, he offered to
check with the national progranms regardi ng whether the tendency
is the selection of one area or areaw de.

8:33:54 AM

REPRESENTATI VE SEATON pointed out that [AS 29.10.200 is anended
to add PACE financing to the list of items in which] hone rule

municipalities are allowed to engage. However, [AS 29.49.890]
of the legislation specifies that [the proposed PACE provisions]
apply to honme rule or general law nunicipalities. He then

inquired as to why the first provision only applies to hone rule
[ municipalities].

MR. THERRI AULT clarified that the [proposed PACE progran] is to
be available to any nunicipality that has any property powers
He then noted that a Legislative Legal Services nenorandum
addressing CSHB 118(ENE) indicates there mght need to be
changes to the |anguage to provide clarity in this matter. He
suggested that the commttee is |likely going to receive a
proposed conm ttee substitute addressing the aforenentioned.
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8:35:15 AM

REPRESENTATI VE SEATON asked if the proposed PACE financing could
be used by only comrercial properties to finance a distribution
system while residences wouldn't have this nechani sm avail abl e
to them He then pointed out that the |anguage refers to the
"useful life,” which for a pipeline mght be 30 years.
Therefore, a comercial building could have a mnuch |onger
timefrane.

MR. THERRI AULT stated that this nmechanism wouldn't lend itself
to the financing of the actual distribution system rather it's
only for loans to inprove the property. [The inprovenents] have
to be fixed fixtures to the building, the envelope of the
buil ding. Therefore, the PACE financing wouldn't lend itself to
the financing of an assessnent by a |local governnent on

distribution pipes going down the street. As M. Ford
expl ai ned, although PACE beconmes a superior lien, the property
taxes and assessnents placed on the properties by the |1ocal
governnment are ahead of the PACE financing. However, a | ocal

i nprovenent district in which all of the properties are being
assessed for the build-out of a distribution system would
actually be ahead of the special assessnment for PACE in ternms of
col l ecti on.

REPRESENTATI VE SEATON requested that the |anguage be nade
clearer as the |anguage doesn't specify the inprovenents be on
the buil ding envel ope. He expressed the need to ensure that the
[ PACE nechanism is only used for what it is designed.

MR, THERRI AULT noted that the allowance of fees is to help the
property owner cover any expense they mght have to put into the
energy audit engineering to do the inprovenents. Basi cal |l y,
that expense is allowed to be capitalized as part of the
financing. He then directed attention to the definition on page
10, lines 8-11, which says:

"qualified inprovenent” nmeans a pernmanent i nprovenent
fixed to real property and intended to decrease energy
consunption or demand, including a product, device, or
interacting group of products or devices that uses
energy technology to generate electricity, provide
t hermal energy, or regul ate tenperature;

MR. THERRI AULT stated that the aforenentioned definition
woul dn't include the distribution systemcom ng down the street.
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8:39:47 AM

REPRESENTATI VE REI NBOLD surmnm sed that since there is no fiscal

note for HB 118, there will be no cost to the state at all. She
noted the lack of letters of support for HB 118. However, she
guestioned who will pay for [the audits and financing]. She

then expressed concern with the use of the ternms "inpose" and
"inmposing"” in the title of the legislation and wanted assurance
that this isn't a situation in which big governnent is creating
nore big governnment. She then inquired as to AEA's role in this

[ prograni.

MR. THERRI AULT explained that AEA's role is to find nechanisns
to incent businesses to do the energy inprovenents in order to
achieve the 2010 energy efficiency goal. The term "inpose"” in
the title is wused because the property owner, through a
contractual agreenment with the |ocal governnent, is agreeing to
have an assessnent placed on their property tax bill. The
program he rem nded the commttee, is conpletely voluntary for
the | ocal governnent and |ocal business. Furthernore, the banks
aren't required to provide the financing, rather the [program

provides this optional tool. Wth regard to the fiscal note,
the | ocal governnent has options [as to how to structure such a
program . The legislation seeks to create a certain |evel of

uniformty to increase confort of Ilenders with a statew de
progr am

M5. FORD infornmed the conmmttee that discussion wth two other
states regarding the inpacts on municipalities found that it
depends on the type of nodel the nunicipality choses to inpose.
M nnesota chose to assess .5 percent interest on the financing
mechanismin order to cover the cost of the program M nnesot a
has been able to absorb the additional work through existing
staff. Mnnesota has inplenented the "Main Street Mdel," which
is designed very lean and has been very successful. On the
other side of the spectrum Vernont has a statew de efficiency
utility. Therefore, a separate PACE staff and office were
est abl i shed. As nentioned wearlier, this is a voluntary
structure. She noted that application fees were purposefully
kept low while trying to pay for the cost of the program through
the application fees.

8:44:59 AM
REPRESENTATI VE REI NBOLD restated her question regarding who w ||

pay for this, adding that she wants to be sure that isn't an
Environnmental Protection Agency (EPA) at the local |Ievel.
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Representative Reinbold stressed that the program doesn't sound
voluntary as it uses ternms such as "inpose.” She also restated
the need to be sure the proposal in HB 118 isn't a growh in
government, particularly since there is a need to attract
busi nesses to the state.

MR. THERRI AULT responded that each [local government wll
determ ne whether it has funds for the program or whether the
program would be established as self-funding. As M. Ford
rel ated, the |language of HB 118 allows that when | oans are nade,
a percentage can be added to the interest of the loan to cover
the cost of the program Therefore, the cost can be borne by
t hose who choose to apply for the loan to nmake the inprovenents.
In a situation in which there are no applications, there is no
i ncome and no expense. The legislation, he reiterated, has been
structured to provide flexibility at the |ocal governnent |evel.
The zero fiscal note reflects the intent that the state won't
contribute any funds to the operation of the |ocal prograns.
The legislation nmerely creates the nechanism by which the |oca
governnments can decide how to cover the expense of the program

8:47: 53 AM

REPRESENTATI VE DRUVMOND rel ated her appreciation with regard to
how the PACE program and financing works, particularly with the
use of the property tax mechanism that's already in place. She
related her wunderstanding that HB 118 intends to encourage
commercial properties to participate in the energy efficiency
pr ogram She then expressed concern with m xed-use properties
that have offices and private residences. For exanple, in her
nei ghborhood there is a 30-year old building that has severa
stories of offices; office condom niunms on the ground floor and
the second and third floors while the upper floors are
i ndi vidually owned condom ni uns. She questioned whether the
PACE program has the flexibility to be adaptive to a joint
energy efficiency project such as the aforenentioned buil ding.

MR. THERRI AULT opi ned yes, and pointed out that the |legislation
i ncludes a | anguage specifying that a nmulti-famly dwelling with
four or nore [units] does qualify as a comrercial property and
for PACE financing. For instance, a building with mxed Iight
industrial or retail on the ground floor and nore than four
residential units in the upper floors would qualify.

REPRESENTATI VE DRUMMOND surm sed t hat t he homeowner s

association wuld have to agree to the group financing
addi ti ons.
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MR. THERRIAULT said he hadn't thought of the condom nium
exanple, and thus he offered to obtain information on such a
situation fromthe national resources.

8: 50: 38 AM

REPRESENTATI VE NACEAK remarked that fees are ubiquitous in an
individual's everyday life, and they are passed on from
busi nesses to custoners.

MR. THERRI AULT explained that the fee language in HB 118 is
present to clarify that the |ocal governnent has the option to
cover the cost of operating the program by charging fees. Local
governments that utilize the PACE nechanism will do so because
they want to help |local businesses mnmake energy efficiency
I nprovenent s. |f fees are high and the PACE program is used as
a profit center, the expense to the businesses will be increased
to the point that they won't take out the | oans. Since no
busi ness can be forced to take out the |oans, the aforenentioned
woul d be sel f-defeating, he opined. M. Therriault related his
belief that the fees wouldn't get out of hand.

8:52:18 AM

REPRESENTATI VE SEATON directed attention the |anguage "including
through |ease” on page 7, |ine 23. He then asked how there
could be long-term financing for sonething acquired through a
| ease.

MR. THERRI AULT related his wunderstanding that the |anguage
allows for inprovenents that can wutilize equipnent that is
| eased. For instance, solar panels could be |eased from a
provider that perforns the maintenance on the panels while the
energy is provided to the building. He opined that the |anguage
to which Representative Seaton's referring is to allow the
expense of addi ng such equipnment to a conmmercial property in the
fi nanci ng.

8: 53: 50 AM

REPRESENTATI VE SEATON inquired as to how that |[ease would relate
to PACE financing with regard to the potential indetermnate
term on the | ease. He requested information regarding how a

| ease would interact with PACE financing.
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VR. THERRI AULT agreed to provide sone specific exanples
illustrating why the | anguage was included in the |egislation.

8:54:34 AM

REPRESENTATIVE HUGHES related her under st andi ng that t he
| egislation doesn't require any state or local dollars and

allows private |lenders and businesses to be in agreenent. She
asked whether this program is viewed as an incentive and
business friendly. She then asked whether businesses have

specifically requested this programor shown interest in it.

MR. THERRI AULT confirnmed that the legislation is trying to
create an incentive and be business friendly. He informed the
cormmittee that he recomrended the |egislation be nodeled after
the Texas program as many of the sensitives and pro-business
attitude in Texas are simlar to those in Al aska. Furt her nore,
through his participation as a board nenber of a national
organi zation of energy officials, he interacted wth the
representative from Texas and determ ned that the Texas program
would be a good fit for Alaska and would be viewed as business
friendly. He noted that although he hasn't yet pronoted this to
busi nesses, the head of the Alaska Minicipal League (AM.) has
previously related supported for this. He then noted that he
was sensitive to local |enders, and thus he worked with the
banking industry early on and received the letter of non-
objection so long as the protection provision is included. M.

Therriault directed attention to the |anguage on page 9, Iline
28, that prohibits nmaking "the issuance of a permt" contingent
on a business using PACE financing. The | ocal governnent is
specifically not allowed to coerce businesses or lenders into
participating in the PACE financing. Again, the program
proposed in HB 118 is voluntary for |ocal governnments,

busi nesses, and | enders.

REPRESENTATI VE HUGHES requested information regarding what
busi nesses are thinking about HB 118.

8:58: 42 AM

REPRESENTATI VE HUGHES enphasized that the state funding being
used for the audits my dry up. If the state funding is
elimnated, she asked whether PACE would allow the initial
audits to be covered through this program

MR. THERRIAULT replied yes, and explained that the audits
required by the program can be rolled into the financing.
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Therefore, the cost of the audit can be spread over a nunber of
years. The goal, he said, is to assure the annual energy
savings are larger than the costs to inprove the building such
t hat the business sees i mredi ate positive cash flow

9: 00: 06 AM

REPRESENTATI VE DRUVMOND directed attention to the definition of
"real property” on page 10, lines 14-15, which says it "neans
privately owned commercial or industrial real property". She
then pointed out that real property applies to residential
property as well. Therefore, the "real property"” definition

woul d have to be expanded in order for the PACE programto apply
to the mxed wuse building exanple she referenced earlier.
Al though multi-unit apartnment buildings that are owned by a
single entity wuld qualify as comercial property, the
definition of "real property" would have to be expanded in order
for a group of individually owned condom niuns that are | ocated
in a building that has commercial property to qualify for the
PACE program

9:01: 33 AM

REPRESENTATI VE HUGHES recalled that nortgage |enders' have to
consent to the PACE financing since it would beconme the primary
lien. Therefore, she inquired as to whether |enders have not
gi ven consent in other states.

MR. THERRI AULT acknow edged that |enders not giving consent to
PACE financing is a possibility. However, the experience
nationmwde is that as the private lending institutions becone
nore confortable wth PACE financing, nore approval i's
occurring. Most often the property itself is the collateral for
the comercial l|oan on the business and through the PACE
financing that collateral is being inproved. He opined that the
| enders understand that both the physical asset and financial
viability of the business using that asset is being inproved.
The aforenentioned, he opined, is why PACE is gaining traction

across the nation. Still, +there are no guarantees that
i ndi vi dual banks will approve this financing nechani sm
9:03: 14 AM

REPRESENTATI VE SEATON questioned whether designating an entire
muni cipality [as eligible for PACE financing] would expand the
necessary funds such that the nmunicipality's reserves mi ght not
be sufficient to provide financing. He agreed wth
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Representative Hughes that the picking of wnners and |osers
shoul dn't occur, but requested analysis regarding whether the
fi nanci ng woul d be limted [ by desi gnating an entire
muni ci pality as eligible for PACE financing].

9: 04: 33 AM

CHAIR TILTON announced that she was passing the gavel to
Representative Seaton and intended to hold HB 118.

9: 05: 00 AM
VI CE CHAI R SEATON opened public testinony.
9:05:18 AM

CHRI S ROSE, Executive Director, Renewable Energy Al aska Project
(REAP), began by informing the comittee that REAP is a
nonprofit coalition of over 80 organizations around the state
that all support renewable energy and energy efficiency. M .

Rose said REAP has been pronoting the idea [enbodied in HB 118]
for several years and is in full support of HB 118. He stressed
that the state is in a fiscal crisis and a lot of npney is
needl essly being wasted on energy costs. Collectively, those in

the state are spending $5-6 billion on energy, including
transportation, heat, and electricity. The State of Alaska's
utility bill is about one-tenth of the collective costs, an
estimated $642 mllion for heat and electricity. From the

existing [energy efficiency] prograns, such as the residential
weat heri zation program that has saved over 30 percent in energy
costs, a conservative estimate for saving energy for buildings
is 20 percent. A savings of 20 percent of $5-6 billion per year
on energy efficiency keeps $1 billion a year circulating in the
st at e. Comrercial buildings are a big portion [of energy costs
in the state]. The commercial sector has been left out of
energy efficiency programs, which is why this nmakes sense, he
sai d. Wth the banks' involvenent, the financing is alnost
unlimted and the goal is for the [comrercial buildings that
avail thenselves of the PACE financing] to obtain positive cash
flow from the beginning. He noted that over 30 states [offer
PACE fi nancing]. In fact, the idea of property assessed clean
energy was originally conceived for residential consuners.
However, the Federal National Mrtgage Association (FNVA) known
as Fannie Mae and the Federal Honme Loan Mrtgage Corporation
(FHLMC) known as Freddie Mac didn't like that the |ocal property
tax assessment district has the superior |ien because they buy
nost of the nortgages in the country. The aforenentioned is why

HOUSE CRA COW TTEE -15- March 26, 2015



the program isn't designed for residences. Still, the [PACE
program mekes a | ot of sense, he opined, particularly in terns
of the jobs that would be created through the retrofits of these
[cormercial] buildings. He informed the commttee that 4,000
j obs have been created through the residential weatherization,
but now those fol ks are concerned with the declining funding for
the residential program This legislation would be one way in
whi ch those fol ks could keep their jobs because the sane skills
they are using in the residential sector can be used in the
commerci al sector. M. Rose then highlighted that under this
proposed financing the |oan goes with the building, and thus one
doesn't have to worry whether the return on investnent occurs

during ownershi p because the next owner of the building will see
a building that is nore attractive since it's worth nore and
nore energy efficient. In conclusion, M. Rose encouraged the

commttee's support for HB 118.
9: 09: 44 AM

REPRESENTATI VE DRUMMOND inquired as to how this legislation
coul d benefit m xed use properti es.

MR. ROSE said he couldn't speak to whether Fannie Mae or Freddie
Mac have any involvenment in mxed use l|loans, but he didn't
believe they do. He opined that a m xed use building |ikely has
a comercial loan and wouldn't be involved with Fannie Me or
Freddie Mac, and thus this financing woul d be avail abl e.

REPRESENTATI VE DRUMMOND asked if that would be the case even
with a collection of separate owners. For exanple, a building
in her district has 16 residential condom niuns and 4-5 office
condom niuns all of which are owned by different entities and
are financed separately.

MR. ROSE opined that a lot of the physical plan of the building
is operated by one entity. The building likely has one |arge
heati ng and cooling system and whoever owns and pays for that
woul d take the PACE I oan. He related his assunption that the
energy costs are passed on to those in the building, but said he
woul d have to see how the building is set up to answer.

REPRESENTATI VE DRUVMOND related her understanding from the
online property tax assessnents that this building is al

electric, and therefore it's ripe for this kind of inprovenent.
Still, Representative Drummond said she didn't see how the
program proposed in HB 118 would cover this building unless the
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definitions in the legislation are changed to include multi-
owner and nulti-use facilities.

MR. ROSE stated his agreenent that it's inmportant to expand the
definition because the only Ilimtation on wusing the PACE
financing in residential areas has been at the federal |evel
wi th Fannie Mae and Freddi e Mac.

9:13: 04 AM

VICE CHAIR SEATON questioned why one would assune that all
Al askans that could benefit from the PACE program are financing
t hrough Fannie Mae or Freddie Mac. He further questioned why a
definition would be wused that precludes all residenti al
properties as if all of them were financed through Fannie Mae
and Freddie Mac because there could be situations in which
peopl e have paid off their loans or utilize different financing.
Therefore, Representative Seaton requested that M. Rose and the
group that's working on this consider the aforenentioned and
whet her the definition is constructed for reasons other than the
pr ogr am

MR. ROSE related his belief that has been considered because
even if one doesn't initially finance through Fannie Me and
Freddie Mac, nost residential nortgages are ultimately held by
Fannie Mae and Freddie Mac. He opined that the desire is to
support a discreet program now and hopefully work w th Congress
and the president to tell Fannie Mae and Freddie Mac to allow
this as it inproves the collateral, whether it's a comercial or
residential property.

VI CE CHAI R SEATON rem nded the conmttee that one of the reasons
Al aska wasn't so caught up in the sub-prime nortgage crisis was
because the Al aska Housing Finance Corporation (AHFC) holds the
paper in the state rather than being sold to others. Therefore,
he requested the aforenentioned be considered in order to ensure
Al askans aren't being denied a possibility with AHFC

9:16: 02 AM

VICE CHAIR SEATON, wupon determining no one else wshed to
testify, closed public testinony and announced that HB 118 woul d
be hel d over.

HB 149- NATI VE CORP. ART. AMENDMENTS

9:16: 32 AM

HOUSE CRA COW TTEE -17- March 26, 2015



VICE CHAIR SEATON announced that the final order of business
woul d be HOUSE BILL NO 149, "An Act relating to an anendnent of
the articles of incorporation of certain Native corporations to
establish a | ower quorumrequirenent for sharehol der neetings."

9:16:48 AM

REPRESENTATI VE LANCE PRUI TT, Al aska State Legislature, speaking
as the sponsor of HB 149, infornmed the conmttee that HB 149 was
introduced at the request of the Native corporations in Al aska.
He explained that a two-thirds vote of the corporation nenbers
in the affirmtive is required to change the articles of
incorporation for corporations formed prior to 1989, which is
the case for nost of the Al aska Native corporations. However, a
vote of 50 percent in the affirmative is required to change the
articles of incorporation for those corporations fornmed after
1989. Further, current statute includes a provision that allows
a quorumrequirement to be as |ow as one-third. Over the course
of the last 40 \years, Al aska Native corporations have
experienced an increase in the nunber shareholders as newer and
younger sharehol ders have joined while at the same tine there
has been a denographic shift of individuals |eaving the villages
and even Alaska such that they aren't able to attend annual
corporation neetings. Therefore, there has been a decrease in
the nunmbers of a quorum He clarified that currently the Al aska
Native corporations are neeting quorum requirenents, but they
recogni ze the aforenentioned trends and want to address it
before it beconmes a problem However, the Alaska Native
corporations feel that there's virtually no way they can neet
t he two-t hirds requi r enent to amend t he articles of
i ncor poration. The aforementioned is why the Alaska Native
cor porations have request ed changi ng t he articles of
incorporation vote requirement to 50 percent so that they can
reduce the quorum requirenent for a neeting to one-third [of the
sharehol ders entitled to vote at a neeting].

9:20: 35 AM

REPRESENTATI VE NACEAK, speaking as a sharehol der of an Al aska
Native corporation, related that he has observed the
difficulties of obtaining a quorum first hand. Therefore, he

viewed HB 149 as an opportunity to adjust the quorum
requirenments.

9:21:29 AM
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VI CE CHAI R SEATON opened public testinony.
9:21:56 AM
Nl CHOLA RUEDY, Director, Alaska Native Village Corporation

Associ ation (ANVCA), began by informng the commttee that ANVCA
is a nonprofit organization with a mssion to provide services

that will inprove the efficiency, profitability, and stability
of its menber village corporations to provide a network of
support and technical assistance. Currently, 60 village

corporations belong to ANVCA. The ANVCA nenbership is conprised
of representatives from the village corporations, which work
col | aboratively on issues they have in common to contribute to
the future health of these groups by sharing know edge and
resour ces. Ms. Ruedy then related support for HB 149 as it
could be used as a tool to change the quorum requirenents for
village corporations, which also face simlar challenges as
regional corporations in ternms of voter turnout. |In response to
Vice Chair Seaton, M. Ruedy explained that the village CEGCs
didn't pass a resolution on this matter, but the board voted to
support this issue. The board, which is conprised of nine board
menbers all of which are CEGCs of village corporations, voted
unani nously to support HB 149.

9:23: 53 AM

VICE CHAIR SEATON nentioned that it would be helpful to have a
witten statenment from ANVCA to include in the bill packet.
9:24:27 AM

KIM REI TMEI ER, President, ANCSA Regional Association, inforned
the commttee that the m ssion of the ANCSA Regi onal Association
is to pronote and foster the continued growh and economc
strength of the Al aska Native Regional Corporations on behalf of
t he sharehol ders. She explained that the ANCSA Regiona

Association represents the chief executive officer of the 12
| and- based regional Alaska Native corporations as well as the
president of the Alaska Federation of Natives (AFN). Al aska
Native corporations are owned by 116,000 Al aska Native people
and when neasured against the top 49 Al aska-owned conpanies,
they account for 73 percent of the revenue earned, 66 percent of
Al askan jobs, 84 percent of the worldw de enploynment, and nake
up 22 of the top 49 Al askan-owned conpanies. The ANCSA Regi ona

Cor porations have grown into an econom c engi ne of Al aska. V5.
Reitneier then related support for HB 149. As nentioned
earlier, there has been a marked trend anongst shareholders in
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whi ch there has been a decline in voter turnout. She noted that
while shares in Alaska Native corporations are Ilimted in
nature, the sharehol der base of these corporations are grow ng
through inheritance of shares and broadening eligibility
requirenents. Trend analysis relate that respected elders are
always wlling to turn out and vote, particularly those living
within the region. However, younger shareholders and those
living outside the state, the denographics for which are
growing, are less likely to turnout to vote. |In response to the
af orenent i oned, Al aska Native Regional Cor porations have
initiated voter turnout initiatives including sharehol der
surveys and inplenmented incentives for voting. However,
increases in prizes have only resulted in increnental
i nprovenents in voter turnout. This legislation provides the
opportunity to address what could beconme a problem before it
ari ses. The State of Alaska Corporation Code Section 10.06.415
sets the quorum requirenents to hold an annual neeting for
Al aska Native corporations at 50 percent plus one of shares
eligible to vote. [If an Al aska Native corporation fails to neet
the aforenentioned quorum business at an annual neeting can't
be conducted and directors can't be elected. Therefore, the
current directors would remain in place until an election can be
hel d. Under current | aw, a corporation's articles of
incorporation can be anended to |ower quorum requirenents.
However, current statute for corporations created prior to 1989,
whi ch includes nearly all Al aska Native corporations, requires a
two-thirds vote of eligible shares in favor of the change. The
| egi sl ation, HB 149, before the conmttee anmends the statute to
reduce the percentage of votes required to anmend the articles of
i ncorporation of corporations established prior to 1989 to
change the quorum requirenent. The articles of incorporation
change would be |limted to a change in the quorum requirenents
and no other change would be allowed under this statute change.
Ms. Reitneier explained that HB 149 would allow a change in a
corporation's articles of incorporation, for those corporations
established prior to 1989, such that a majority of the quorumis
at |least 50 percent plus one of the shares eligible to vote. In
closing, Ms. Reitneier summarized that HB 149 changes the
standard for the nunber of votes required to consider changes to
a corporation's articles of incorporation, which would allow for

changes in quorum requirenents. | f the proposed HB 149 passes,
sharehol ders nust still vote to anmend the articles of
i ncorporation and shareholders must still vote to change the

quorum requirenments. The ANCSA Regi onal Association menbership
has reviewed the proposed change enbodied in HB 149 and all 12
regi onal CEGs unani nously support HB 149 and letters in support
of HB 149 have been submitted to the sponsor.
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9:29:43 AM

REPRESENTATI VE REI NBOLD enphasized the inportance of getting
younger people involved, but opined that she wasn't sure
| onering the quorum requirenment is the answer. Representati ve
Reinbold <clarified that she wouldn't oppose HB 149, but
mai ntai ned concern with the direction of HB 149 and reiterated
the need to involve young people. She then inquired as to
whet her all other options, such as voting by proxy, have been
exhausted in an attenpt to attract younger voters.

M5. REITMEIER assured Representative Reinbold that there have
been discussions regarding strategies of voter engagenent at
various |evels. In fact, the [ANCSA Regi onal Association] runs
the Get Qut the Native Vote canpaign. The proposal in HB 149 is
nmerely one avenue to address the issue.

9:31:17 AM

REPRESENTATI VE REINBCOLD indicated the possibility of tying
corporate dividends to wvoting in order to increase youth
i nvol venent .

REPRESENTATI VE PRUI TT noted that he has exanples of how Doyon,
Limted, has specifically tried to address the issue.

REPRESENTATI VE REI NBOLD said she has that information and opi ned
t hat what Doyon, Limted, is doing isn't working.

9: 32: 38 AM

REPRESENTATI VE NAGEAK enphasized the need to wunderstand the
popul ation dynamcs of rural Alaska villages and cities where

the population is very young. In fact, in some rural Al aska
villages and cities over 60 percent of the population is "young"
in conparison to his generation. Furthernore, the original

sharehol ders are dying off and their shares are being passed on
to others.

9:34: 25 AM

VICE CHAIR SEATON referred to flow charts in the comittee
packet. The flow chart for quorum requirenents says that under
HB 149 the vote to change the quorum requirenents for ANCSA
corporations would change fromthe existing majority of eligible
shareholders in person or by proxy to one-third of eligible
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sharehol ders in person or by proxy. The flow chart for anending
articles of corporation, on the other hand, shows that under
HB 149 ANCSA corporations wuld nove from the existing
requi renent of two-thirds of eligible shareholders in person or
by proxy to the majority of eligible sharehol ders present.

MS. REI TVMEI ER deferred to M. Schutt.
9: 35: 27 AM

AARON SCHUTT, Doyon, Limted, noting that he doesn't have the
flow charts, related that the intent [wth HB 149] is to change
to a vote requirenment of 50 percent plus one [of eligible
sharehol ders] in person or by proxy. He related that for the
|ast 20 years Doyon, Linmted, has regularly experienced well
over 90 percent of the votes cast in corporate elections being
cast by proxy.

9:35:57 AM

VICE CHAIR SEATON requested that prior to the next neeting on
HB 149, the sponsor work out the differences between the flow
charts for the default provisions for quorum requirenments versus
for the default provisions for anending the articles of
cor porati on.

9:36:40 AM

REPRESENTATI VE HUGHES questioned whether the flow chart entitled
"Default Provisions for Amending Articles of Corporation” would
be better if it reflected that the legislation is specifically
for anmending the quorum of the articles of corporation. She
related her wunderstanding that the legislation refers to the
majority of eligible shareholders present is only for making the
one change, [the quorum change].

REPRESENTATIVE PRU TT replied yes, and clarified that HB 149
specifically relates to changing the quorum requirenments not
other aspects of the articles of corporation [for ANCSA
cor porations]. An affirmative two-thirds vote would still be
required to change other pieces of the articles of corporation.

9: 38:35 AM
REPRESENTATI VE HUGHES, referring to the flow chart entitled

"Default Provisions for Quorum Requirenents,” related her
understanding that HB 149 nerely makes ANCSA corporations have
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the same quorum requirenments as other corporations, including
non- Nati ve corporations, fornmed after 1989.

REPRESENTATI VE PRU TT answered yes.
9:39:19 AM

REPRESENTATI VE HUGHES surmised that there will continue to be
chal l enges going forward as the younger generation becones nore
nmobi l e, regardl ess of whether he/she is from a village or an
urban area. Ther ef or e, she opined that the [changing
denogr aphi cs] may apply outside of Al aska Native corporations as
wel | .

REPRESENTATI VE PRU TT noted his agreenent, pointing out that
voting trends illustrate the |ack of engagenent by youth or the
utilization of other neans to vote. He highlighted that Al aska
Native youth have a unique opportunity/responsibility to be a
part of a corporation, which is an extra burden that nost youth
don't have. Therefore, one can understand why a corporation
isn't the first thing on the mnd of an Al aska Native youth.
However, as [the shareholders] age, they are likely to becone
nor e engaged.

9:41: 34 AM

REPRESENTATI VE HUGHES characterized the novenent and travel of
her own children since high school as incredible conpared to
hersel f.

9:41: 59 AM

REPRESENTATI VE DRUMMOND inquired as to whether HB 149 applies
only to the Alaska Native Regional corporations or does it also
apply to the Al aska Native Village corporations as well.

REPRESENTATIVE PRUI TT clarified that AS 10.06.960 specifically
relates to Alaska Native corporations, which includes both the
regi onal and village corporations.

9:43: 23 AM
REPRESENTATI VE DRUMMVOND rel ated her wunderstanding that Al aska

Native Village corporations are nuch smaller in terns of the
nunbers of sharehol ders.
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REPRESENTATI VE PRU TT responded yes, adding that sonme of the
smaller village <corporations wouldn't be able to perform
mar keti ng canpaigns, such as that by Doyon, Limted, to
encour age attendance and parti ci pation.

9:44: 12 AM

REPRESENTATI VE DRUWOND asked if all 12 corporations of the
ANCSA Regi onal Association and AFN agree with the need for the
proposed change in the quorum requirenents.

M5. REITMEIER replied yes, reiterating that the vote was
unani nously in support.

9:44: 47 AM

REPRESENTATI VE HUGHES, referring to the flow chart entitled
"Default Provision for Quorum Requirenents," asked whether any
non- Native corporations fornmed prior to 1989 would benefit from
this proposed quorum change in HB 149. |If so, she asked whet her
t he proposed quorum change in HB 149 should be allowed for all
corporations formed prior to 1989.

REPRESENTATIVE PRU TT characterized extending the change
enbodied in HB 149 to non-Native corporations as a policy

guesti on. He noted that although he hasn't heard from such
cor por at i ons, he hasn't sought responses from non-Native
corporations forned prior to 1989. Therefore, he said he

couldn't speak to the ranifications of extending this to all
corporations fornmed prior to 1989 since he didn't know if they
face the same challenges as Al aska Native corporations forned
prior to 1989.

9:47: 20 AM

REPRESENTATI VE HUGHES offered that she wuld be open to
expanding the Ilegislation to non-Native corporations forned
prior to 1989, if they were interested in the option. She
inquired as to whether the sponsor would consider the
af orenent i oned.

REPRESENTATI VE PRU TT answered that he doesn't have an issue
with offering the same for non-Native corporations formed prior
to 1989. However, the legislation would need to be changed as
currently it anmends statute that specifically relates to Al aska
Native corporations. Al t hough Representative Pruitt felt it
woul d be acceptable to apply the proposed change to non-Native
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corporations fornmed prior to 1989, he enphasized that Al aska
Native corporations have a unique challenge in which youth
automatically becone shareholders, which is unlikely to be the
case in non-Native corporations formed prior to 1989.

9:49: 08 AM

REPRESENTATI VE NAGEAK pointed out that there is a difference
between publicly owned corporations and regional corporations.

For instance, shares of publicly traded corporations are
different in that they are purchased rather than transferred as
is the case in regional Native corporations. He inforned the

commttee that in regional corporations those born after 1974
have 100 shares, but the original shareholders can transfer
their shares to others.

9: 50: 45 AM

REPRESENTATI VE HUGHES commented that she is of the m ndset that
if the quorum requirenents for non-Native corporations isn't
problematic, then it's not necessary to address it. She al so
said she wunderstood the wunique situation of Alaska Native
cor por at i ons.

9:51: 22 AM

VI CE CHAI R SEATON remarked that expanding the proposal in HB 149
to corporations beyond Al aska Native corporations wthout input

would be difficult. Furt her nore, including non-Native
corporations in HB 149 would require nore tinme in ternms of
obtaining agreenent from all corporations throughout Al aska
whereas all Alaska Native corporation heads have unaninously

supported HB 149.
9:52:44 AM

REPRESENTATI VE DRUMMOND rel ated her personal experience as the
presi dent of a board of a homeowners' association that runs the
wat er delivery systemin her neighborhood. That association has
the ability to ~change its own bylaws and articles of
corporation, as she was sure nobst corporations in Al aska have
In fact, the association had to change its quorum requirenents
| ast year because it was unable to obtain enough homeowners to

conduct busi ness. Representative Drummond said she was fairly
confident that nbst non-Native corporations have the ability to
alter their own articles of i ncorporation and byl aws.

Therefore, she noted her agreenment with Vice Chair Seaton that

HOUSE CRA COW TTEE - 25- March 26, 2015



the commttee should just address HB 149 as it relates to Al aska
Nat i ve corporations.

9:54:14 AM

REPRESENTATI VE PRUI TT offered to perform due diligence in terns
of reaching out to non-Native corporations established prior to
1989, although he surm sed that they are totally different.
9:54:53 AM

VICE CHAIR SEATON reiterated his request for revised flow charts
for the next neeting on HB 149.

9:55:21 AM
ADJ QURNVENT
There being no further business before the conmttee, the House

Community and Regional Affairs Standing Commttee neeting was
adj ourned at 9:55 a.m
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