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Departnment of  Commerce, Community & Economic Devel opnent
Anchor age, Al aska

PCSI TI ON STATEMENT: Reviewed HB 118 on behalf of the sponsor,
the House Rules Standing Committee at the request of the
gover nor.

GENE THERRI AULT, Deputy Director for Energy Policy Devel opnent

Al aska Energy Authority

Departnent of Comrerce, Community & Econom c Devel opnment

Anchor age, Al aska

POSI TI ON STATEMENT:  Answer ed questions during the hearing on HB
118.

KATH E WASSERVAN, Executive Director

Al aska Muni ci pal League

Juneau, Al aska

POSI TI ON STATEMENT: Testified in support of HB 118.

LUKE HOPKI NS, Mayor

Fai rbanks North Star Borough

Fai r banks, Al aska

PCOSI TI ON STATEMENT: Testified in support of HB 118.

CHRI S ROSE, Executive Director

Renewabl e Energy Al aska Project

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of HB 118.

DAVI D DUNSMORE, St af f

Representati ve Adam Wol

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT:  Expl ai ned Anendnent 1 to HB 118.

ACTI ON NARRATI VE

10: 19: 25 AM

CO-CHAIR JI M COLVER cal |l ed the House Special Conmittee on Energy
neeting to order at 10:19 a.m Representati ves Nageak

Talerico, Tilton, Cdaman, and Colver were present at the call to
order. Representative Wol arrived as the neeting was in
pr ogr ess.

HB 118- MUNI ENERGY | MPROVEMNT ASSESSMWNTS/ BONDS

10: 19: 57 AM
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CO CHAI R COLVER announced that the only order of business would
be HOUSE BILL NO 118, "An Act adopting the Minicipal Property

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

providing for an effective date."

10: 20: 13 AM

EM LY FORD, Energy Policy and CQutreach Mnager, Al aska Energy
Aut hority (AEA), Departnent of Comrerce, Conmunity & Economc
Devel opnent (DCCED), speaking on behalf of the House Rules
Standing Commttee at the request of the governor, sponsor,
provided a review of HB 118, which was originally introduced to
the commttee on 3/5/15. Ms. Ford said Commercial Property
Assessed C ean Energy (PACE) progranms allow property owners to
finance qualifying energy efficiency inprovenents over tine

through a voluntary assessnment on their property tax bill. The
proposed bill authorizes the expansion of taxation authorities
of municipalities in order for them to participate in this
opti onal pr ogram Authorizing legislation wuld create

statewi de consistency while allowing nore control at the | ocal
level to inplenent the program She noted that |ocal |ending
sources can be used, and nunicipalities can choose to use a
| ocal governnent-driven process by issuing bonds with a PACE
office admnistering the program between conmercial property
owners and potential Ilenders, or nunicipalities can use a
private sector-driven process, with a third-party adm nistrator
under contract. In nost states, a hybrid nodel is used to
provide access to all potential funding sources such as bonds,
revolving loan funds, and private capital. Ms. Ford advised
that smaller |ocal governments which cannot inplenent the
programon their own can contract with other |ocal governnents.

10: 22: 52 AM

M5. FORD paraphrased from the followng witten sectional
anal ysis [original punctuation provided]:

Section 1: Amends AS 29 by adding a new chapter 48.
Muni ci pal Assessed Cl ean Energy Act and adds: Sec
29. 29. 010, Exerci se of Power s, whi ch al | ows
muni ci palities to exercise powers under AS 29.40.060
(Judi ci al Revi ew) . Sec 29. 49. 020 Aut hori zed
Assessnents, allowing for an assessnment to be inposed
to repay the financing of qualified projects on real
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property in the municipality or |ocal government that
adopts this program Qualified projects do not include
undevel oped lots or |ots undergoi ng devel opnent at the
time of assessnent or the purchase of products or
devises that are not a permanent part of the property.
Sec. 29. 49. 030, Witten Contract for  Assessnent
Required, requires a witten contract between the
muni ci pality and record owner of the real property
before the PACE nechanism can be wutilized. Sec.
29. 49. 040 Est abl i shnent of Pr ogr am aut hori zes
muni cipalities to choose to establish a property
assessed clean energy (PACE) program that would
require a witten contract with a record owner of real
property. The financing for the PACE nmechanism nmay be
provided by a third party, or if authorized by the
program by a nunicipality. Repaynent of third-party
or nmunicipal financing nust be assured through a
witten contract with the property owner to finance
the qualified project through a voluntary property tax
assessnment. The financing may include project costs,
mat eri al s, | abor, perm t f ees, i nspection fees,
| ender’s fees, program application and adm nistrative
fees, project devel opnment and engineering fees, third-
party review fees, including verification review fees
under AS 29.49.090 and any other fees that my be
incurred by the property owner relating to the
i nstal |l ati on, nodi fi cati on, or i mprovenent, as
determned by the nunicipality. Sec. 29. 49. 050
Designation of Region, allows the nunicipality to
participate in the program and designate an area of
the nmunicipality for participation. This may include
the entire nmunicipality or nore than one region, but
each nust be |ocated wholly within the municipality’s
jurisdiction. Sec. 29. 49. 060 Procedure for
Est abl i shnment of Pr ogr am defines the necessary
actions for a nunicipality to establish a property
assessed clean energy finance program These are:
Adopt a resolution of intent that includes: a finding
t hat fi nanci ng of qualified proj ects t hr ough
contractual assessnents is a valid public purpose, a
statenent that the nunicipality intends to nake

cont ract ual assessnments to repay financing for
gqualified projects available to property owners, a
description of the types of qualified projects, a
description of the region boundaries, a description
of any proposed arrangenments for third-party financing
or nunicipal financing, a description of the
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muni ci pal debt servicing procedures if third-party
financing is provided and assessnents collected to
service the third-party debt, reference on the
proposed program required by AS 29.49.010 and
identifying where the report is available to the
public, identifying the time and place for a public
hearing, identifying the |ocal official and assessor-
collector for the proposed contractual assessnents
W th property taxes inposed on the assessed property;
Hol d a hearing where the public has the opportunity to

provide comment, including on the report required in
AS 29.49.070. Adopt a resolution establishing and
defining the terms of the program including: each

item included in the report wunder AS 29.49.070; a
description of each aspect of the program that nmay
only be amended after another public hearing. The
resolution may incorporate the report or the anended
version of the report as reference. The program and
terms may be anended by a resolution from the
governing body of the nmunicipality. A municipality
may hire a program adm ni strator and program staff or
contract for professional services to admnister the
pr ogram Fees may be assessed as an application fee

a conponent of the interest rate or a conbination of
bot h. Sec. 29.49.070 Report Regarding Assessnent,
defines the requirenments of the rmunicipality’s
publicly-available report on the program as required
by AS 29.49.060. The report nust include: a nmap
showi ng the boundaries of the proposed region a form
contract between the nunicipality and property owner
that specifies the terns of the assessnent and either
the third-party or nunicipal financing. If third-
party financing is wused, a form contract nust be
i ncluded regarding the servicing of the debt through
assessnents. A description of the types of qualified
projects and a plan for ensuring sufficient capital

for third-party financing. |f appropriate and
muni ci pal bond financing is used, the report nust
identify: A plan for raising capital for municipal

financing; a maximum aggregate annual dollar anount
for financing to be provided by the municipality; the
met hod for ranking requests from property owners if
requests wll Ilikely exceed the available municipal
funding, and the nethod for determning the interest
rate and nmaxi num anount of an assessnent. A net hod
for ensuring that the repaynent schedule does not
exceed the useful life of the qualified project. A
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description of the application process and eligibility
requi renents. A nethod to ensure that property owners
have the capacity to participate and repay the

financing obligations. A statenent describing the
assessnent and collection process provided by AS
29. 49. 080. A statenent explaining the review

requi renent provided by AS 29.49.090. A description
of marketing and educational services to be provided.
A description of quality assurance and antifraud
nmeasur es. Col | ection procedures. The nmethod for
ensuring the denonstration of financial ability nust
be based on appropriate underwriting factors,
including verification that the property owner is the
| egal owner of the property, current on nortgage and
property tax paynments and is not insolvent or in
bankruptcy proceedings. An appropriate ration of the
assessnment to the assessed value of the property nust
be maintained. The municipality shall make the report
publicly available online and at the primary governing
office of the nmunicipality. Sec. 29.49.080, Notice to
Mortgage Holder Required for Participation, sets a
series of requirenents for the nunicipality before it
may enter into a witten contract with a record owner
of real property: The holder of any nortgage lien on
the property must be given witten notice within 30
days before the contract is executed, and a witten
consent from the nortgage |lien holder nust be
obt ai ned. Sec. 29.49.090, Review Required, requires
the third-party review of baseline energy conditions
in a proposed qualified project and the projected
ener gy savi ngs. After pr oj ect conpl etion t he
muni ci pality nust obtain a third-party verification
that the project was properly conpleted and is
operating as intended. Sec. 29. 49. 100, Direct
Acqui sition by Owner, t he pr oposed fi nanci ng
arrangenents for a qualified project may authorize the
property owner to directly pur chase necessary
equi pnrent and materials, contract directly-including
through |ease- power purchase agreenent or other
service contract for the installation or nodification
of a qualified project. Sec. 29.49.110, Recording of
Notice for Contractual Assessnment Required, requires a
muni ci pality t hat aut hori zes fi nanci ng t hr ough
contractual assessnents to file witten notice of each
contractual assessnent in the real property records of
the recording district in which the property is
| ocated. This notice nust contain the anobunt of the
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assessnment, |egal description of the property, name of
each property owner and a reference to the statutory
assessnent |ien. Sec. 29.49.120, Lien, states that
contractual assessnents as part of this program and
any interest and penalties are liens on the assessed

property and are prior and paramount to all liens
except nunicipal tax liens and special assessnents.
Contractual assessnent |liens may be enforced as
provided by AS 29.45.320- 29.45.470. Cont r act ual
assessnent liens are attached wth the Iland and
foreclosure of a property tax lien does not elimnate
out standi ng assessnents. Penalties and interest nmay
be added to del i nquent i nstal |l nents of t he
assessnents, consi st ent with AS 29.45. 250. A
muni ci pality may recover costs and expenses, including
attorney fees, if a suit is filed to recover
del i nquent installnent of assessnents, consistent with
the delinquent property tax suit process. Sec.

29.49.130, Collection of Assessnents, states that the
governing body of a nunicipality may contract with the
governing body of another taxing wunit to collect
assessnents as outlined wunder this chapter. Sec.
29.49. 140, Bonds or Notes, authorizes a nunicipality
to issue bonds or notes to finance qualified projects.
Bonds issued under this section nust be secured by one
or nore of the follow ng: paynments of contractual
assessnments on benefited property in one or nore
specified regions; reserves established by the
municipality from grants; bonds or net proceeds or
awful Iy avail able funds; muni ci pal bond insurance,
lines of credit, public or private guaranties, standby
bond purchase agreenents, col | at er al assi gnnment s,
nortgages or any other available neans of providing
credit support or liquidity, and any other funds
lawful ly available for purposes consistent with this
chapter. The governing body of the nunicipality nust
include this information in a resolution approving the
bonds or notes. The municipality’s contractual
rights in connection with the issuance of bonds or
notes is a first lien on the property, wthout further
action by the nunicipality. The lien is valid and
bi ndi ng against any other person, wth or wthout
notice. Bonds or notes issues under this chapter
further an essential public and governnmental purpose,
i ncludi ng the: | mprovenent of the reliability of
| ocal electrical systens; Reducti on of energy costs;
Reduction of energy demand on |ocal utilities;
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Econom ¢ stinmulation and devel opnent; Enhancenent of
property val ues, and Enhancenent of enpl oynment
opportunities. Sec. 29.49.150, Joint Inplenentation

any conbination of municipalities my agree to jointly
i npl enent or administer a program under this chapter,
or contract wth a third-party. If tw or nore
muni cipalities jointly admnister the program a
public hearing is to be held by the cooperating
muni cipalities sufficient to satisfy the requirenents
of AS 29.49. 060. Sec. 29.49.160, Prohibited Acts,
states that participation in the program nust be
vol unt ary. A municipality that establishes a region
under this chapter may not require a real property
owner in that region to participate in the assessnent
program outlined in this chapter in order to issue a
permt, license or other nunicipal authorization, or
otherwi se conpel a property owner in the region to
enter into a witten contract to repay the financing
of a qualified pr oj ect t hr ough contract ual
assessnents. Sec. 29.49.900, Definitions, defines
term nol ogy included in the chapter. Sec. 29.49.995,
Short Title, indicates this chapter may be cited as
the Municipal Property Assessment C ean Energy Act.
Section 2 sets an i medi ate effective date.

10: 31: 52 AM

REPRESENTATI VE NAGEAK observed that PACE financing places a
primary lien on property, and asked for the consequences if a
property owner defaults on the | oan.

M5. FORD responded that if a property tax paynent is mssed, the
property reverts to the nunicipality; however, the default rates
on property taxes are very low, thus this is a secure financing
opportunity.

10: 33: 26 AM

GENE THERRI AULT, Deputy Director for Energy Policy Devel opment,
Al aska Energy Authority (AEA), Departnment of Conmerce, Community
& Econom ¢ Devel opnent (DCCED), added that if a property owner

takes out a PACE loan, the loan is the senior lien on the
property. If there is a default, the nunicipality can
foreclose, sell the property, and the PACE I|oan obligation
passes to the new owner. He advised this is a benefit of PACE

prograns because a business can nmake inprovenents, anortize the
paynents over a long period of tine, and then sell to a new
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owner who would pay thereafter. Al so, PACE rates are generally
| ower than market rates.

CO CHAIR COLVER questioned whether the default is added to an
owner's property taxes.

MR. THERRI AULT expl ai ned that the PACE | oan repaynent beconmes an
addi tional assessnment on the owner's property tax bill, which is
a contractual arrangenent between the property owner and the
| ocal government.

CO CHAIR COLVER asked whether PACE financing could be used to
fi nance consuners' conversions to natural gas in the North Pole
ar ea. He suggested this could be a vehicle to pay for an
assessment to cover the costs of extending the main gas line to
each house.

MR. THERRI AULT said it could be, although PACE is a statew de
program for any nunicipality that has property tax powers.
Also, this program applies only to businesses, but conversions
from fuel oil to natural gas do qualify as energy efficient
i mprovenents.

COCHAIR COLVER inquired as to the availability of provisions
for the cost of residential conversions to natural gas, and
asked whet her the program can be broadened.

10: 37: 24 AM

MR. THERRI AULT said when PACE was first considered there were
two prograns, commercial and residential; however, the Federa

Nat i onal Mdrtgage Association and the Federal Hone Loan Mrtgage
Corporation opposed the residential program because the PACE
| oan becones the superior |lien. He noted that residential

prograns are possible, although wth I|esser inpact, nore
governnental support, higher interest rates, and nore reserves.
In addition, the PACE | oan nust be cashed out if the property is
sol d. M. Therriault cautioned against adding a residential

program to HB 118. The Fairbanks North Star Borough seeks to
provide a residential financing program

COCHAIR COLVER comented on the senior position of the
assessment, which is not required to be paid at closing of the
sal e of a property.

MR. THERRI AULT pointed out that a buyer is provided with notice
of the lien.
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REPRESENTATI VE WOOL asked for the length of the PACE | oan.

MR. THERRI AULT responded the term is generally 10-20 years,
which is beneficial to business owners. In further response to
Representative Wol, he said if there is an existing nortgage on
a property, the lender nust give permssion to nobve to a
secondary lien position behind the PACE financing. Experi ence
has shown that Ilenders are wlling to agree because the
collateral for their loan is inproved.

10: 42: 53 AM

REPRESENTATI VE CLAMAN asked whether municipalities would use
cash reserves, or create new bonding for the necessary funds to
make the | oans.

MR. THERRI AULT explained that |ocal governnments can bond to
create a pool of noney to lend, but cannot use general
obligation (G0 bonds. Municipalities can also wuse |ocal
| enders that nmay use |owcost capital because the |oans are
attractive to |enders. Finally, many nunicipalities blend bond
funds with funds fromlocal |enders.

REPRESENTATI VE CLAMAN surm sed nunicipalities would [ook at
ways, W thout using GO bonds, to secure a source of funds to
| oan to the eligible businesses.

MR. THERRI AULT said correct. He advised that revenue bonds are
based on the revenue from the "repaynent streanmt of the |oans
that is pledged to secure the bond.

REPRESENTATI VE CLAMAN understood that the nunicipality would be
signing on to guarantee the |oan; however, the nunicipality is
assured by a | oan secured by the business, and in first position
for repaynent.

MR. THERRI AULT said correct. The bill directs the I ocal

government to «collect any fees required, but the |I|oca

government does not actually guarantee the |oan because is it a
revenue bond based on the repaynent revenue stream unlike a GO
bond. In fact, after default, the municipalities do not have to
"step in," but they may want to establish a | oan | oss pool.

REPRESENTATI VE CLAMAN opined the nmunicipality may be at sone

risk, but it is low, and nunicipal tax liens and special
assessnments al so are placed superior to prior |enders.
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MR. THERRI AULT sai d correct.

10: 48: 13 AM

CO CHAI R COLVER opened public testinony on HB 118.

10: 48: 37 AM

KATH E WASSERMAN, Executive Director, Alaska Minicipal League,
informed the comrittee that AML is in support of HB 118. The
bill is voluntary and provides municipalities tools in order to
benefit busi nesses and, hopeful |y, muni ci palities. She
acknow edged there are sone risks; however, the bill is of value
to first class cities and boroughs with taxing authority, and
allows for a public process. Ms. Wasserman opined the bill is
not a detrinent to the state or to nmunicipalities. I n response
to Co-Chair Colver, she said second class cities do not levy a
property tax.

10:51:19 AM

LUKE HOPKI NS, Mayor, Fairbanks North Star Borough, stated that
HB 118 works for the Fairbanks North Star Borough in that first
class cities wthin the borough have the local option to
parti ci pate. For commercial properties to convert to another
energy source is expensive, and he expressed his support for
busi nesses to have a nmechanism to provide financing to convert
to | ower-cost and nore efficient ener gy. Furt her nore,
conversion to nore efficient energy will help with the poor air
quality in Fairbanks. The Fairbanks North Star Borough has a
t hree-year process for the collection of property taxes, which
allows for general discussions with property owners prior to

forecl osure. Mayor Hopkins concluded that the bill is well-
conceived, and provides extensive guidelines. He spoke in
support of the bill and for a residential PACE program in the
future.

CO CHAIR COLVER asked Mayor Hopkins to address the proposed
anendnent s.

MAYOR HOPKINS stated he was unaware of any problens with the
anmendnents, although he had not reviewed the anmendnents in
detail. He asked for the commttee's support of anmendnents
presented by the agency.

10: 55: 29 AM
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CHRI' S ROSE, Executive Director, Renewable Energy Al aska Project
(REAP), said REAP is a statewi de education and advocacy group
for renewabl es and energy efficiency - made up of a coalition of
over 80 organizations - which has pronoted the PACE concept for
two years. He expressed REAP's support for HB 118 and the
Al aska Energy Authority's efforts to provide a solution for
busi ness owners who want to nmake their buildings nore energy
efficient. M. Rose acknow edged there are excellent prograns
for residential weatherization, and a public building |oan fund;
however, these prograns are not available to owners of
comer ci al bui | di ngs.

10: 57: 10 AM

CO CHAIR COLVER, after determning no one further wshed to
testify, closed public testinony.

10: 57: 43 AM

REPRESENTATIVE WOOL nmede a notion to adopt two anendnents,
| abel ed 29-GH1021\ A 1, Shutts, 3/ 11/ 15, and 29-GH1021\ A. 3,
Shutts, 3/16/15, which at the direction of Co-Chair Colver, were
conbi ned as Anendnent 1, and read:

Amendment | abel ed 29- GH1021\ A. 1,

Page 1, following line 5:
Insert a new bill section to read:
"* Section 1. AS 29.10.200 is anended by adding a
new par agraph to read:
(65) AS 29.49 (energy inprovenent assessnent
prograns)."

Page 1, line 6:

Del ete "Section 1"
| nsert "Sec. 2"

Renunber the followi ng bill section accordingly.
Page 10, following line 12:
I nsert a new section to read:
"Sec. 29.49.890. Application of chapter. This chapter
applies to honme rule and general |aw nunicipalities.

Amendment | abel ed 29- GH1021\ A. 3,
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Page 4, lines 9 - 10:
Del ete "as provided by"
I nsert "required under"”

Page 4, line 14, followng "(1)":
Delete "a"

Page 4, line 19:
Delete ", including the report required by"
Insert "and the report required under”

Page 4, line 20:
Delete "a resol ution”
| nsert "an ordi nance"

Page 4, line 22:
Fol l owi ng "report™":
| nsert "required"
Fol I owi ng "AS 29.49. 070":
Insert ", which may be incorporated by reference”

Page 4, lines 25 - 29:
Delete all material.

Rel etter the follow ng subsections accordingly.

10: 58: 30 AM

CO CHAI R COLVER obj ected for the purposes of discussion

REPRESENTATI VE WOOL expl ai ned Anmendnent 1 changes the | anguage
in the bill from "resolution" to "ordinance” in order to conply
with Alaska |egal conventions and nore easily adapt to use by
muni ci palities.

10: 59: 22 AM

DAVI D DUNSMORE, Staff, Representative Adam Wol, explained the
portion of Anendnent 1 |abeled A 1 [text previously provided]
expands HB 118 to apply to hone rule municipalities as advised
by AEA. The portion of Amendnent 1 |abeled A 3 [text previously
provided] would streamine the process for nunicipalities to
adopt the program directed by HB 118. As advised by AEA and the
Departnment of Law, this change is necessary for nmnunicipalities
to inplenent the PACE program w thout changing the intent of
the bill.
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REPRESENTATI VE NAGEAK asked for clarification on the anmendnments.

MR DUNSMORE said the anendments labeled A1 and A 3 are
conbi ned i nto Amendnent 1.

11: 02: 18 AM

CO- CHAIR COLVER renoved his objection. There being no further
obj ection, Anendnent 1 was adopt ed.

REPRESENTATI VE TILTON disclosed that a famly nenber provides
energy ratings related to HB 118.

11: 03: 58 AM

HB 118 was hel d over.

11: 04: 10 AM

ADJ OURNVENT

There being no further business before the conmttee, the House
Special Commttee on Energy neeting was adjourned at 11:04 a.m
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