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HB 246 Al DEA: FUNDS; LOANS; PROGRAMS; DI VI DEND

HB 246 was HEARD and HELD in conmmttee for
further consideration.

Co- Chair Thonpson reviewed the agenda for the neeting. He
introduced the presenters. He asked nenbers to hold
guestions until the end of the neeting.

Representative GQuttenberg asked the presenters to point out
places in which the conmttee substitute for the bil
differed fromthe original version

#hb246
HOUSE BI LL NO. 246

"An Act creating the oil and gas infrastructure
devel opnent program and the oil and gas infrastructure
devel opment fund in the Alaska Industrial Devel opnent
and Export Authority; relating to the interest rates
of the Alaska Industrial Devel opnent and Export
Aut hori ty; relating to the sustainable energy
transm ssion and supply devel opnent and Arctic
infrastructure devel opnent prograns of the Al aska
| ndustrial Devel opnent and Export Authority; relating
to dividends from the Alaska Industrial Devel opnent
and Export Authority; and adding definitions for 'oil
and gas devel opnent infrastructure' and ' proven
reserves."'"

3:09: 00 PM

FRED PARADY, DEPUTY COW SSI ONER, DEPARTMENT OF COMVERCE
COMVUNI TY, AND ECONOM C DEVELOPMENT, introduced hinself. He
relayed he would be briefly reviewing the slides in his
presentation. He stated that the bill was brought forward
on behalf of the 735,000 shareholders of the Al aska
| ndustrial Devel opnment and Export Authority (Al DEA).

GENE THERRI AULT, DEPUTY DI RECTOR, STATEW DE ENERGY POLICY
DEVEL OPMVENT, ALASKA ENERGY AUTHORI TY, DEPARTMENT  OF
COMWERCE, COWUN TY AND ECONOM C DEVELOPMENT, introduced
hi msel f.

3:10: 04 PM
AT EASE
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3:10: 24 PM
RECONVENED

M. Parady introduced the PowerPoint presentation: "AlDEA
Ol and Gas Infrastructure Devel opnent Fund HB 246" (copy
on file). He turned to slide 2: "Current AlIDEA Financing
Tools.” He pointed out the AIDEA board nenbers listed at
the top of the slide, which included hinself as the
designee of the Departnent of Commerce, Community and
Econom ¢ Devel opnent. He continued that Deputy Comm ssioner
Jerry Burnett sat on the board as the designee of the
commi ssi oner of Departnent of Revenue (DOR). He specified
that AIDEA staff reported to the board. He listed the funds
on the slide: The Revolving Fund, the Sustainable Energy
Transm ssi on Suppl y ( SETS) Fund (for ener gy
infrastructure), and the Arctic Infrastructure Fund. He
also listed two special appropriations projects to include
the Interior Energy Project and the Anbler Mning District.

\V/ g Parady noved to slide 3: "Geographic  Project
Diversity." The slide was part of the "dashboard" for
monthly and quarterly review that showed where AIDEA s
noney was depl oyed. The slide showed a geographic

representation via a pie chart and state nmap that was
divided into regions. He commented that AIDEA s m ssion was
to serve the entire state.

M. Parady noved to slide 4, "Industry D versification,"
which showed a pie chart entitled 'Total Existing and
Approved Capacity Projects and Loans as of 10/31/15.' He
indicated that the slide presented the problem that Al DEA
was trying to solve. He specifically pointed out the
portions of the pie chart that were 'Ol and Gas' and 'Q|
and Gas Support,' which represented 14 percent of AIDEA s
loan portfolio. He highlighted that mning was another
| arge conponent of the portfolio, and conprised 20 percent
of the pie chart. The Red Dog M ne project was a stable 20
to 30 year loan. He shared AIDEA's concern that with the
oil and gas sector at 14 percent, the state was in danger
of over-weighting AIDEA's portfolio in the capital-
intensive industry and was therefore seeking to build a new
tool. He specified that the tool was represented in the
next slide.

M. Parady advanced slide 5, "Financing Tools after HB

246." He conveyed that the new tool he had referred to was
represented by the orange bar on the slide, which was a
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proposal to add a fourth fund dedicated to oil and gas
infrastructure.

M. Parady noved to slide 6: "Intent of HB 246"

Continue infrastructure financing to:

e Support small and nedium sized oil and gas devel opers
st at ewi de

*Increase production and bring new fields online
sAttract new i nvest ment

Increase future State oil and gas revenues

e Support investnment for energy security

3:13:14 PM

M. Parady discussed slide 7: "Eligible QI and Gas
I nfrastructure Projects":

*G | & Gas Devel opnent Infrastructure defined as:
—l nvest nent : acqui sition, construction or
installation (including engineering)
—Projects: road, pad, canp, processing facility,
gathering system or other-site inprovenment or
equi pnent
*Projects nust support fields with proven reserves
*Proven Reserves defined as:
—Anal ysi s of geol ogi cal and engi neering data
—Commercially recoverable under current econonc
conditions, operating nethods, and governnent
regul ati ons
—Can be categori zed as devel oped or undevel oped

M. Parady enphasized that the fund was precluded from
i nvesti ng downhol e.

M. Parady turned to slide 8. "Financing and Tax Credits":

sAfter opting to use AIDEA financing, projects may no

| onger use:
—Exploration & Devel opnent tax credit (AS
43. 20. 043)
—Production tax credit (AS 43.55.023)
—Pr oducti on t ax credit for expl oration
expenditures (AS 43.55.025)

eProjects wth past tax credits still eligible for

Al DEA financi ng
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M. Parady reviewed slide 9: "Market Based Interest Rates”

*AIDEA Wi || base interest rates on:
—Proj ect risk
—Borrower creditworthiness
—Owner and financing partner commtnents
—Benefit to the State

eInterest rates may be higher for oil and gas
infrastructure projects due to the inherent industry
risk

M. Parady turned to slide 10: "Qther Bill Conponents":

Modi fi es fi nanci ng limts of SETS and Arctic
| nfrastructure devel opnent funds
*Proposes that all 3 funds be allowed to |oan up
to 50 percent of an eligible project or offer a
| oan guarantee up to $25, 000, 000
* Amounts in excess of these limts would require
prior |egislative approval

M. Parady added that current statute dictated that the two
ot her AIDEA funds could loan up to 33 percent of a project
up to $20 million. He expressed that the change was due to
the scale oil and gas infrastructure projects and the need
for consistency. He relayed that M. Therriault would
address additional sideboards that were added to the bil
in the House Resources Conmmttee.

3:15:39 PM

Co- Chair Thonpson acknow edged that Representative Reinbold
was in the audi ence.

M. Therriault turned to slide 11: "Sectional Analysis." He
indicated that there were two docunents in the nenber
packet s, including an explanation of changes. The
explanation of changes docunment would highlight that
Sections 1 through 11 of the commttee substitute either
had no change or nerely had stylistic drafting changes. He
i ndi cated that he would highlight different amendnents that
were adopted in the House Resources Committee bill version

which all applied to Section 12 of the bill. He reviewed
t he sectional analysis for version W

Sections 1 through 3: Sections 1 through 3 anend the
| anguage of AS 44.88.088, to include payment of a
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dividend from the proposed new oil and gas
i nfrastructure devel opnent fund.

Sections 4 through 9: Sections 4 through 9 anend
subparts of AS 44.88.159, which governs the interest
rates AIDEA charges under its loan participation
program and its SETS and Arctic infrastructure
Devel opnent progranms. These sections of the bill use
many of the sane interest rate provisions applicable
to any | oans provided through the SETS and the Arctic
infrastructure program and fund. 1In essence, the
interest rate provisions require a mninmm interest
rate that ensures AIDEA does not |ose noney on its
| oans, and the interest rates AIDEA uses in these
prograns are nore or less in line with the rates
commercial lenders offer. Sec. 9 adds a new section
(h) to AS 44.888.159, so that the authority may by
regul ation establish differing interest rates, as well
as for nethods for setting interest rates, based on
the risk of the financing and the security provided.

Section 10: Section 10 anends AS 44.88.690(a) to
increase the loan Iimt from one-third to 50% of the
capital cost of a qualified energy developnent and
increases the limt of a |loan guarantee to $25 mllion
under the sustainable energy transm ssion and supply
(SETS) fund.

Section 11: Section 11 amends AS 44.88.840(a) to
increase the loan |limt to 50% of the capital cost of
an Arctic infrastructure devel opnent and increases the
[imt of a loan guarantee to $25 nillion under the
Arctic infrastructure devel opnent fund.

Section 12: Section 12 is the heart of the bill, and
it adds a new chapter to AIDEA's statutes to create
the oil and gas infrastructure devel opnent program and
separate fund. The new statutory provisions the bill
adds do the foll ow ng:

AS 44. 88. 850 creates t he oi | and gas
i nfrastructure devel opnent program w t hi n Al DEA

AS 44. 88. 860 creates t he oi | and gas
infrastructure developnent fund wthin AlDEA
separated from Authority’'s existing Revolving
Fund. The new fund wll consist of noney the
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| egi slature appropriates to it and investnent
returns obtained from financing activity provided
by the fund. AIDEA is authorized to pledge the
fund to the paynment of bonds issued to finance
oil and gas infrastructure devel opnent.

AS 44.88.870 authorizes AIDEA to use the noney in
the oil and gas infrastructure devel opnent fund
to fi nance oi | and gas infrastructure
devel opnent .

AS 44.88.880 specifies AIDEA's powers and duties
with respect to the oil and gas infrastructure
devel opnent program and fund, and requires Al DEA
to adopt regulations to inplement the new
program These regul ations nust contain a process
sufficient to confirm the existence of proven
reserves sufficient to justify proposed project
financing. AIDEA is also authorized to contract
for legal, bond counsel, engineering, or other
expertise necessary to fulfill the purpose of the
program and protect the authority.

AS 44.88.890 establishes limtations on the
financing AIDEA can provide through the oil and
gas infrastructure devel opnent program and fund.
W t hout getting legislative approval, Al DEA
cannot nmake a loan through the oil and gas
i nfrastructure devel opnent fund for nore than the
| esser or one-half of the capital cost of an oil
and gas infrastructure project or $100, 000, 000.
Wthout prior |egislative approval AIDEA may not
issue a |oan guarantee through the new program
for nmore than $25 nmillion

AIDEA may not utilize this new oil and gas
financing program unless all participants in the
proposed devel opnment agree they wll not take,
apply for, or accept any exploration and
devel opnent tax credit under AS 43. 20. 043;
production tax credit wunder AS 43.55.023 or
producti on t ax credit for expl oration
expendi tures under AS 43.55. 025.

I ndi vidual project financing under the proposed

Ol and Gas Infrastructure Devel opnent Program
must not exceed a loan to value ration of
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seventy-five percent. Resource reserves that nay
be offered as part of the collateralization for a
project |oan nust be val ued conservatively.

Al DEA  nust be properly shielded from any
potential dismantlenent, renoval and restoration
obligations that may stem from the infrastructure
devel opnment project before financing from the
proposed Ol and Gas Infrastructure Devel opnent
Program can be provi ded.

Finally, any financing under the new program nust
be for the expected |life of the project, but not
for nore than 30 years.

Section 13: This section sets out the definition of
the terms “oil and gas infrastructure devel opnent” and
“proven reserves”.

It anends AS 44.88.900 by adding a new Paragraph (20)

that defines the term “oil and gas infrastructure
devel opnment” to nean “the acquisition, construction,
or installation of and engi neering for t he

construction or installation of a road, pad, canp,
processing facility, gathering system or other on-
site inprovenent or equipnent for an oil or gas field,
or an oil and gas field, located in the state that has
been explored and for which proven reserves have been
est abl i shed;

In addition it anmends AS 44.88.900 by adding a new
Paragraph (21) that the defines “proven reserves” to
mean “those quantities of petroleum which, by analysis
of geol ogical and engineering data, can be estimted
W th reasonabl e certainty to be comercially
recoverable, from a given date forward, from known
reservoirs and wunder current economc conditions,
operating nethods, and governnment regulations; "proven
reserves"” can be categorized as devel oped or
undevel oped.”

3:21:18 PM

Representative Gattis asked about what other funds would be
i ncl uded.

House Fi nance Conmmittee 8 06/03/16 3:07 P. M



M. Therriault replied that there could be a variety of
actions taken with the new mechanism in Section 12. He
continued that it wuld allow for ADEA to engage in
revenue boding to go into the fund and then loan to a
project. He qualified that even if the fund was not
initially capitalized, its existence was val uabl e.

M. Therriault continued to discuss Section 12. He
recounted that when the legislature created the SETS Fund
and the Arctic Infrastructure Fund, which were both
initiatives that canme from the legislature; there was a
viewpoi nt that funds created for AIDEA had to have certain
conponents. As AIDEA noved forward to create the new Ol
and Gas Infrastructure Fund, it copied the blueprint that
had been established. He referred to page 7, lines 21
through 23 of the bill, which contained the second
anendnent adopted by the House Resources Commttee. The
lines clarified that AIDEA had the same authority for the
new fund that it did under the SETS Fund and the Arctic
Infrastructure Fund to hire outside expertise such as |ega

counsel, bond counsel to ensure appropriate use of the
fund. He stated that previously there had been a separate
line in the bill that required approval of the attorney
general in order to get bond counsel and outside |egal
counsel

3:24:01 PM

M. Therriault directed attention to page 8 of the bill
which addressed nore of Section 12 and pertained to

limtations on financing. He discussed |ine 8, and the
boundaries on financing below the need for |egislative
approval; and pointed out that line 10 set an upper hard
dol lar amount at $100 million for AIDEA participation. |If
the authority wanted to go beyond the $100 million anount,
even if it was under the 50 percent participation limt; it
would have to gain specific legislative approval. He

confirmed that the change was a result of Amendnent 3
adopt ed by the House Resources Committee.

M. Therriault noved on to page 8, line 13 of the bill. He
read from the docunent "Explanation of Changes," (copy on
file):

Sec 12: H Res anendnent #1 nodified the |anguage of

Sec. 44.88.860 to restrict the ability of the AlIDEA
Board to nove funds to the proposed QI and Gas
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Infrastructure Developnent fund from other AlDEA
sour ces.

H Res anmendnment #2 nodified the [|anguage in Sec.
44.88.880 to clarify that AIDEA is authorized to hire

outside legal, bond counsel, engineer, or other
techni cal expertise necessary to fulfill the purpose
of the program and protect the interest of the
authority.

H Res amendnent #3 nodified the |anguage of Sec.
44.88.890 to include a limt of $100,000,000 on Al DEA
participation in individual oil and gas infrastructure
devel opnent fi nanci ng wi t hout first recei ving
| egi sl ative approval .

H Res anendnent #4 added specific |anguage to Sec.
44.88.890 requiring that AIDEA be protected from any
pot enti al future di smant | enment, removal and
restoration obligations associated with the proposed
devel opnment project before financing from the proposed
oi | and gas infrastructure developnent fund 1is
al | oned.

H Res anmendnent #5 also added |anguage to Sec.
44.88.890 requiring that financing from the proposed
oil and gas infrastructure devel opment program nust
not exceed a loan to value ratio of seventy-five
percent. This language will require loans from the
program to be over-collateralized to protect the
authority against a default. The anendnent also
requires the calculation of value for resource
reserves that may be pledged as part of the |oan
collateral to be conputed conservatively

Sec 13: Drafting style changes only
M. Therriault relayed that Representative Seaton had
wanted specific |anguage added to the Ilimtations to
iterate that until AIDEA was indemified for future
responsi bility, loans could not be issued.

3:26: 57 PM

M. Therriault discussed line 24 on page 8 of the bill. He
di scussed specific |anguage regarding the |oan-to-value
ratio that could not be exceeded in the lending. He
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directed attention to line 25 on page 8, which indicated
the loan-to-value ratio at no tinme could exceed 75 percent.
The |anguage signified that in doing the lending, there

could be no security pledged for the amount being lent. |If
the project loan was $75 nmllion, AIDEA would have to
exceed the anmpbunt in collateral - a conservative anount to

ensure protection in the case of default.

M. Therriault addressed lines 27 through 29 on page 8,
which discussed oil and gas reserves being used as
collateral, and required the calculation of such collateral
to be conmputed conservatively. He wused the exanple of
| ooking at the previous 12 nonths of the resource price and
conparing with an estinmation of the price for the next 12
nmonths to take the lesser of the two. He comented on the
specific nature of the |anguage, which corresponded to
Amendnent 5 adopted by the House Resources Conmittee.

M. Therriault discussed Section 13 of the bill, where
there was style changes and slight changes in the intent of
the bill. He continued that the section was the definition

section for oil and gas infrastructure devel opnment, which
i ncluded definition of the types of projects AIDEA could
use the fund to lend for. Additionally, there was a
definition of 'proven reserves.'

M. Parady went back to the slide presentation and turned
to slide 12: "AlIDEA Due Diligence":

Est abl i shed anal ysi s and deci si on maki ng process
*Techni cal due diligence
—Al DEA sets procedure for verifying proven

reserves
*Financi al due diligence
—Revi ew devel oper credi twort hi ness and

financing partner conmtnents
—Anal ysis of economcs, including oil price
stress tests
* Anal ysis of benefit to State
-Jobs created and petrol eumrevenues created
* Managed by Al DEA staff W th hired
consul tants/specialists
* Al DEA Board nakes final investnment decision

M. Parady turned to the graph on slide 13: "Analysis &

Deci sion-Making." The slide showed a flow chart titled
'Established analysis and decision nmaking process.' He
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highlighted the four headings on the table: Phase 1 -
Suitability Assessnment, Phase 2 - Feasibility Analysis,
Phase 3 - Deal Structuring and Due Diligence, and Phase 4 -
Finalization and Close. He <continued that there was
subst anti al det ai | listed below each phase for the
commttee's review

M . Parady advanced to slide 14: "Financing Repaynent":

*AIDEA financing at nmarket-based rates to reflect
i ndi vi dual project risk
eLoans repaid with interest
*AIDEA wi Il earn revenue
—Sone earnings to the State as a dividend
—-Some earnings to fund future projects

M. Parady explained that there was a graphic at the bottom
of slide 13 that showed that once the |legislature
established the Gl and Gas Infrastructure Devel opnment
Fund, AIDEA would look to finance appropriate oil and gas
projects. Further, project revenues would return revenues
to repay AIDEA, and in turn AIDEA would pay a dividend to
the state. He characterized the process as "a virtuous
circle.™

3:30: 06 PM

M. Parady turned to slide 15: "AIDEA Entry Point &
Criteria.” He conveyed that the slide was a key slide to
illustrate the cost of capital, correlated to the |evel of
risk (from low to high); with the x-axis of the graph
showing the range of project stages. He qualified that
AIDEA tried to center its activities in the "sweet spot” in
the <center of the graph; where there was operating
experience on behalf of the project proposers, a capital
contribution from other entities that contributed to the
project, a final design with plans and specifications,
permtting processes were conplete, and signed purchase
agreenents and signed sal es agreenents.

M. Parady continued discussing the graph on slide 15,
noting that AIDEA's preferred role was not in venture
capital, seed capital, or private equity; but rather right
in the mddle of getting things done. He asked the
commttee to consider the project experience of the state,
and noted that no entity in AIDEA's |line of business would
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have an unblem shed record, but AIDEA' s overall portfolio
had provided consistently strong returns to the state.

M. Parady furthered that AIDEA had repaid the capital that
was invested by the state originally, and its |[|oan
portfolio included projects known to all the nenbers,
including the Red Dog Road, the larger ship plant in
Ketchikan, the oil transfer site in Skagway, the FedEx
Hangar at the Anchorage airport, and a host of smaller-
scale retail businesses. He referred back to slide 4; and

the pie chart which illustrated industry diversification
through projects in restaurants, recreation, tourism
vessel s, war ehouses, of fices, wast ewat er pl ant s,

heal t hcare, fuel distribution, and car washes. He asserted
that Al DEA was supporting a niche in the Al aska econony in
hel ping to provide liquidity and enable people to generate
j obs and econom c activity across the state.

M. Parady scrolled to slide 16: "Summary":

*Provides AIDEA a specific program to finance oil and
gas infrastructure

*Eligible oil and gas infrastructure nust have proven
reserves and undergo established due diligence review
*Finance terns will be market based

M. Parady reviewed slide 17: "Inplenentation Cost":

| nmpl ement i ng t he program wil| i nvol ve m nor
nodi fi cation of regulations, which will be carried out
i n-house

*Program i npl enent cost will be absorbed

* Program managenent cost will be absorbed
*Modified fiscal note submtted to acknow edge
potential fund capitalization

M. Parady believed that there was a zero fiscal note
because the appropriations bill had already noved past the
point where it mght have been possible to add capital to
the project. He recognized that it was always unlikely for
the project to receive capital due to the current
challenging fiscal climte. He continued that AIDEA stil
believed that the financing structure of the proposed
program would add another element to AIDEA's toolkit and
enable it to better support small and nedi umsi zed
operators across the state.
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3:33:31 PM

Co-Chair Thonpson referred to Anendnent 4, which pertained
to reclamation and dismantling that AIDEA would not be
responsible for. He wondered about any eventualities in
which AIDEA would have to take on responsibilities of
di smantling and recl amati on.

M. Therriault believed the bill |anguage would require
t hat AIDEA would be indemified from any of t he
responsibility, even in the case of a default.

Co- Chair Thonpson asked if there was a possibility of state
l[itability in the event of |oan default.

M. Parady believed that the indemification to protect the
state would still be in place and was separate from the
project title and default.

Co- Chair Thonpson asked who would dismantle and reclaimif
t he conpany in question was in default.

M. Parady understood that responsibility would fall to
ei t her the insurance carrier or the indemification
mechanism that was created to secure AIDEA from the
liability.

Co- Chair Thonpson asked if the AIDEA process would require
i nsurance to cover the possibility of default.

M. Parady responded in the affirmative, and deferred
further comment to the executive director of Al DEA

3:35: 27 PM

JOHN SPRI NGSTEEN, EXECUTIVE DI RECTOR, ALASKA | NDUSTRI AL
DEVELOPMENT AND EXPORT AUTHORITY (AlIDEA), responded that
the mechanisnms were as previously stated, to include
i nsurance or sone form of bonding nechanism to nmake sure
than any dismantlenment or renediation was taken care of at
the tine contracts were drawn.

Co- Chair Thonpson felt reassured by the information.
Vice-Chair Saddler asked if any other states offered the

oil and gas industry the sanme kind of public |oan
opportunity that Al DEA was proposing.
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M. Springsteen was wunsure if other states offered a
simlar type of Jloan program He knew there were tax
credits offered in other states, as well as a continual
effort to find other financing mechanisnms to work al ongside
with industry. He furthered that there were other
jurisdictions around the world that nmade direct investnents
in oil and gas devel opnment, and went further towards equity
and ownership positions with state-owned oil conpanies. He
qualified that in contrast, the bill had a narrow focus on
top-side infrastructure to support oil and gas devel opnent.

Vi ce-Chair Saddler asked if M. Springsteen had indicated
that other states did not engage in such loans, but did
take equity positions in oil and gas projects.

M. Springsteen responded that the nodel he was referring
to was regarding foreign-owned oil conpanies, rather than
an individual state nodel. He continued that Al aska was
unique in its ownership of bel owground assets. He conpared
the state to being nore like a foreign nation that worked
with oil conpanies rather than a state with federal |and
managed t hrough nechani sns of the federal governnent.

3:38:25 PM

Vi ce-Chair Saddler asked if M. Springsteen knew of other
states that offered such |oans, or took equity positions in
oil and gas projects.

M. Springsteen answered in the negative, and offered to
contact Vice-Chair Saddler at a later tinme to confirm his
answer .

Vi ce-Chair Saddler referred to page 7, Line 10 of the bill;
and asked if the other | oan progranms adm ni stered by Al DEA
al so had separate authority to hire separate bond counsel
He thought it mght be sonething that could be operated as
centralized function w thin Al DEA

M. Springsteen replied that AIDEA utilized the Assistant
Attorney Ceneral Jerry Juday, who was key to ongoing
operations. He continued that AIDEA worked in coordination
wi th other parties.
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Vice-Chair Saddler reiterated his question to ask if all
AIDEA |ending prograns had the same authority for bond
counsel

M. Springsteen responded affirmatively.

Vi ce-Chair Saddl er asked why there was separate authority
for each programrather than a centralized function

M. Springsteen explained that AIDEA had worked with the
adm nistration on provisions in the bill.

Vice-Chair Saddler reiterated his question as to why Al DEA
had separate authority for each program

M. Springsteen stated that the bill noving forward was in
coordination with the adm nistration

M. Therriault responded that the separate authority was
due to how the statues were constructed; and each tine a
new tool was given to AIDEA rather than have the
| egi sl ature put together a centralized authority for hiring
outside counsel, it was nentioned specifically in each one
of the tools.

3:41: 21 PM

Vice-Chair Saddler referred to the first tw itenms in
Section 12 of the bill, and the discussion of changing the
loan limt from 30 percent to 50 percent. He wondered about
the original justification for a 30 percent cap on AIDEA s
| oan participation, as well as the reason for raising the
cap to 50 percent.

M. Therriault referred to Sections 10 and 11 of the bill
which nmade reference to the SETS Fund and the Arctic
Infrastructure Fund. He relayed that the legislature had
chosen to set the limts at one-third participation as well
as a $20 nmllion loan guarantee. In creation of the new
fund being proposed in the bill, AIDEA recognized the cost
of infrastructure, and asked for a higher limt of up to 50
percent or a $25 mllion |oan guarantee. He noted that
funding beyond the anmounts stipulated in the bill would
require specific |legislative approval .

M. Therriault continued, and relayed that AlIDEA thought
that rather than having different limts for the three
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different prograns, it would be beneficial; however it was
a separate policy call as to whether to include Section 10
and Section 11, which adjust the other funds up to the sane
| evel that was bei ng proposed for the new fund.

Vi ce-Chair Saddler asked if the proposed higher limt would
lead to an increase in the nunber of |oans Al DEA was able
to offer.

M. Therriault responded that the increased participation
| evel was beneficial for AIDEA's clientele if the |oan
progranms had consistency. Additionally, the possibility of
a higher |oan anmount gave the opportunity of considering
nore projects. He acknow edged that if a project was above
a certain amount, AIDEA was able to request |egislative
approval, however there was a certain anmount of uncertainty
inherent in such a request. He added that a prospective
borrower mght find pursuing a legislative request to be
oner ous.

Co- Chair Thonmpson noted that Representative Kito was in
att endance.

Representative GQuttenberg asked how interest rates for
Al DEA projects were established in the conpetitive market.

M. Parady deferred to M. Springsteen.

M. Springsteen relayed that AIDEA |ooked at narket rates,
and rates were available to the borrower based on third-
party funding. Wien Al DEA made adjustnents to the rate, it
considered the benefit provided to Al askans; which could
include the provision of jobs, incremental taxes and
royalty revenue, or other potential soci al benefits
provided to Alaska shareholders. The basis was a market
rate, with consideration given for the devel oper and the
things it did for the state.

3:45: 04 PM

Representative Gattis thanked M. Therriault for coming to
her office to answer sone of her questions. She recounted
her question pertaining to how to avoid a boondoggle. She
had heard M. Parady suggest that the final decision on
projects rested with the board, and wondered if there was a
statute in place in order to prevent such an occurrence.
She nentioned a "fish church” as an exanpl e.
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Co- Chair Thonpson understood that the only projects that
had failed had been projects forced upon AIDEA by the
| egi sl ature.

M. Therri aul t expressed appreciation for the frank
conversation with Representative Gattis the previous day.
He recounted that AIDEA had been initially capitalized with
about $330 million; and had since paid all the nobney back

plus another $50 million. He acknow edged that AlIDEA had a
couple of stunbles over its life, but by in large the
authority was very solid. He continued that the state
reported data on lending institutions, including Al DEA The
data from one year previously had reported that AlIDEA had a
default rate of .47 percent. Since that tinme, based on a
12-nmonth rolling average, AIDEA s delinquency rate had gone
dowmn to .34 percent. He added that the all-Al aska banking
del i nquency rate at the tine was al nost twi ce that of Al DEA
at .78 percent.

M. Therriault referred to slide 13, which reflected a due
diligence process discussed earlier by M. Parady. He
informed that the previous executive director had hel ped to
strengthen the due diligence process of AIDEA by |earning
from m stakes as well as how to ensure that any |ending was
to an entity wth a solid business plan that was
financially able to pay back a l|oan. Additionally there
were sideboards added by the House Resources Committee;
which informed the authority that they had to over-
collateralize loans if they were going to use reserves as
part of col l ateral. He thought usi ng conservative
cal cul ations would help to protect AIDEA and nake sure that
its overall track record remai ned positive.

3:48:40 PM

Representative Gattis thanked M. Therriault for his
remar ks and commented on the work of the Al DEA board.

Representati ve Kawasaki asked for clarification about the
Al DEA projects initiated by the |legislature. He nentioned a
muni ci pal project in Valdez that was often attributed to
Al DEA.

M. Therriault confirned that there had been no AlDEA
participation in the grain termnals project in Valdez. He
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added that he had been in office when there was quite a bit
of legislative involvenent in a project.

Representative Kawasaki referred to slide 4, with a pie
chart showing that the |argest anmount of AIDEA projects
were in the mning sector. He referred to a coment about
the mning industry having risk, and wondered if the
project area was nmainly conprised of the Red Dog M ne.

M. Parady confirmed that AIDEA had invested in the Red Dog
M ne, which was providing a stable source of incone.

Representati ve Kawasaki asked if the concept of bringing
out an oil and gas fund separately was based on the oil and
gas industry being considered to be volatile. He wondered
if the industry was always volatile, or if the state of oil
and gas prices had becone especially changeabl e.

M. Therriault recognized that there had been volatility in
the oil and gas industry, and asserted that the type of
lending involved in oil and gas projects had a different
risk-reward profile. He shared that AIDEA expected to
charge a higher interest rate; and as the project category
grew in scope, it wuld start to inpact the overall bl ended
rate of AIDEA' s overall portfolio. He relayed that AIDEA s
financial advisors had shared the concern with the board

and if it continued to be approached by that type of
lending, it would start to inpact what could be done out of
t he whol e bl ended portfolio.

3:51: 56 PM

Representative Kawasaki referred to the part of the bill
pertaining to the powers and duties of the new fund on page
7, Section 44.88.880. He referenced |anguage stating that
the authority shall adopt sone regul ations dealing with the
confirmati on of proven reserves; and on page 8, |anguage
referring to fiscal controls and accounting procedures for
the infrastructure. He asked M. Therriault to explain
exactly what AlIDEA would be prescribed to do as a result of
the bill |anguage.

M. Parady deferred to M. Springsteen.

M. Springsteen asked Representative Kawasaki to repeat his
guesti on.
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Representative Kawasaki reiterated his question referring
to the new part of the bill pertaining to oil and gas
infrastructure devel opnent, including the fund itself and
the powers and duties. The section in question nentioned
confirmation of +the existence of proven reserves, and
sufficient proposed project financing. He thought it | ooked
as though (under the bill) the authority would have to
confirm the proven reserves and prove that project was
vi abl e.

M. Springsteen stated that in addition to internal due
diligence processes, regulation that further defined the
approach used as Al DEA exam ned project devel opers was up
for discussion. He stated that wth the current recommended
si deboards, there was a maxi num of 50 percent participation
or $100 mllion (the Ilesser of the tw), so it was
necessary to ensure that a project partner could provide a
capital contribution that was equal to or greater than what
Al DEA put forth. He addressed the discussion pertaining to
proven reserves, which was in aid of over-collateralizing
AIDEA's |loan to a project developer. He furthered that that
there was sone definition that existed in statute, but it
would be further addressed in regulation and in AIDEA s
due-dil i gence process.

3:54:48 PM

Representative WIlson referred to slide 8, which stated
that after opting to use AIDEA financing, projects may no
| onger use tax credits for exploration and devel opnent or
production tax credits. She wanted to better understand the
reasoni ng behind the |anguage, considering that the tax
credits were earned.

M. Parady answered that given the existence of the tax
credits, and the ongoing discussion regarding the topic,
Al DEA was trying to create a new |oan tool and not further
extend the state's exposure in the construction of the tax
credits. He relayed that DOR Deputy Conm ssioner Jerry
Burnett was present and available to provide additional
i nformati on.

Representative WIson maintained that she understood the
l[iability aspect of the matter. She asked what kind of
conpani es mght participate in the proposed |oan programif
AIDEA was considering higher interest rates and not
allowing tax credits. She thought a regular bank m ght be
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nmore attractive to businesses, which could utilize the tax
credits as coll ateral.

M. Parady referred to ongoing debate pertaining to oil and
gas tax credits in the state.

Co- Chair Thonpson referred to prior testinony on another
bill, and reported that sonme conpanies had borrowed noney
to do project work, expecting tax credits to pay for what
had been borrowed. He asserted that if AIDEA used market
interest rates, the amunt would be nuch |ower than
busi nesses would receive in the marketplace, considering
the uncertainty of tax credit paynents.

3:57:13 PM

Representative WIson understood that conpanies were able
to take tax credit certificates to the bank, and the
interest rate would be dropped and the conpany could borrow
| ess noney. She was trying to figure out why the state was
considering tying itself to a loan program to help snall
and nedium sized oil conpanies, and tying tax credits to
the program She understood the state had a liability, but
did not understand why the new program would be
advant ageous for conpani es.

M. Parady restated that no one was neking anyone do
anything. He asked M. Springsteen to further anplify his
conment .

M. Springsteen confirnmed that it would be the choice of
the applicant to wutilize the proposed l|oan program He
stated that AIDEA used "nmarket-based rates" versus nmarket
rates; whereby the authority started with an "arnls |ength”
rate that a devel oper could get by going out for financing
in the market. Additionally, AIDEA would perform another
| ayer of analysis and to identify potential benefits to
Al askans such as job creation, royalty, and tax revenue. He
confirmed that AIDEA could nmake adjustments to the interest
rate after starting with a nmarket rate and considering the
addi ti onal benefits provided to Al askans.

M. Therriault referred to page 8, lines 19 to 21 of the
bill, which clarified that an oil and gas conpany was able
to apply for tax credits in order to look for or delineate
a resource. A conpany could go to AIDEA for financing for
surface infrastructure to produce a resource, but would not
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be able to utilize tax credits after engaging in financing
wi t h Al DEA.

4:00: 33 PM

Representative WIson thought it seened that the proposed
program was tied to the tax credit program She asked if it
was the belief of AIDEA that smaller and nedium size
conpanies would have nore difficulty going to the private
sector for financing because tax credits were not being
pai d as quickly.

M. Parady responded that the origination of the bill idea
was born in the overweighting of the oil and gas sector in
AIDEA's revolving loan portfolio. He expressed that to the
degree it was possible, he wanted to stay disentangled from
the subject of oil and gas tax credits. He enphasized that
Al DEA was focused on creating a tool that would support
smal | and medi um si ze conpani es. He stated that AlIDEA had a
strong bal ance sheet and a very positive and strong credit
rating; and had access to liquidity that was useful in a
range of applications, including the oil and gas sector.

Co- Chair Thonmpson acknow edged Speaker Chenault in the
audi ence.

Representative WIson pointed out that oil and gas tax
credits were nentioned in the bill. She referred to
concerns outlined in a letter from the Alaska Ol and Gas
Association (AO®A), as well as a concern outlined in a
letter from the governor. She did not understand the
portion of the letter referring to AIDEA being given the
authority to take a lien or security interest in real or

per sonal property, wth respect to an oil or gas
i nfrastructure devel opnent. She wanted to ensure that in no
way the bill would be a way to get out of the state's tax

credit liability, and now owning oil fields.

4:03:41 PM

Co-Chair Neuman asked if the state would be conpeting
agai nst banks that would otherwi se be nmaking l|oans to the
same conpani es.

M. Therriault believed that AIDEA had a good relationship

with banking institutions, particularly wth in-state
banks. He explained that with the type of infrastructure
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bei ng considered, the dollar anmounts were high; and quite
often AIDEA would partner with a bank or offer a |oan
guarantee for Ilending by an in-state bank. He continued
that the banking institutions in the state (and the bankers
associ ation) watched AIDEA and were vocal if it considered
that AIDEA had "stepped across the line" by being beyond
partnering with the banks or picking up in a niche area
where the banks were not able to operate.

Co- Chair Neuman rel ayed that he would have his office check
with the banking association on the matter. He wanted to
ensure AIDEA was not conpeting with private industry. He
stated that many tinmes Al DEA was able to assist projects in
i nstances where banks woul d not.

Vice-Chair Saddler referred to lines 5 and 7 on page 6 of
the bill; and noted that the bill raised the |oan
participation rate from one-third to 50 percent. He noted
that line 7 discussed a |oan guarantee on a hard dollar
amount, which would be raised from $20 mllion to $25
mllion. He wondered if there was a hard dollar limt on
the amount of a |loan that could be made under sub-paragraph
1, line 5.

4:06:16 PM

M. Springsteen asked if Vice-Chair Saddler was referring
to the SETS and Arctic Infrastructure progranms, or to the
Ol and Gas Infrastructure | oan program

Vice-Chair Saddler clarified that he was referring to the
SETS Fund.

M. Springsteen stated that currently the limt on |oan
participation wuld be a percentage-based limt or
guarantee cap of $25 million.

Vi ce-Chair Saddler stated that there was one reference in
the bill to 50 percent of a loan, and $25 mllion of a |oan
guarantee. He asked for an explanation of the difference
between a | oan and a | oan guarant ee.

M. Springsteen explained that an Al DEA | oan signified when
AlDEA was meking a direct investnment in a venture; versus
an AIDEA |oan guarantee, where another |ender provided
funds to a project, and the |oan guarantee was provided as
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a backstop to the loan. He continued that AIDEA's role in
t he | oan guarantee scenario would be a | ast resort.

Vice-Chair Saddler asked if there was a reason why there
was not a hard dollar limtation in the |oan anmount, nor a
percentage limtation on a | oan guarantee anount.

M. Therriault responded that the anobunts were set in
statute by the |egislature.

Representative Gara nused about why AIDEA was not also
funding exploration for oil and gas, and surm sed that
exploration was not a lucrative venture.

M. Therriault stipulated that AIDEA felt confortable
loaning for only the infrastructure for prudent reserves
rather than "wild catting."

Representative Gara understood why AIDEA would want there
to be prudent reserves before assisting with devel opnent of
said reserves. He was trying to find portions of the bil
pertaining to loan and financing being limted to proven
reserves. He asked if page 7, line 29 of the bill had
| anguage about the limtation.

4:09:50 PM
AT EASE

4:12: 07 PM
RECONVENED

M. Therriault observed that there was | anguage stipul ating
Al DEA had to show proven reserves to justify financing, but
could not find the specific reference that Representative
Gara was asking for.

Representative Gara wanted to ensure the bill contained the
[imtation if it was intended to do so.

M. Therriault specified that the information was in the

definition section of the bill on page 9, line 6. He
continued that the |anguage included a list of things the
financing tool could be used for; including roads, pads,
processing facilities, "for which reserves have been
proven."
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Representative Gara asked if the language I|imted the
devel opnment fund, and neant the devel opnment fund applied to
pl aces where proven reserves had been establi shed.

M. Therriault answered in the affirmative, and continued
that the authority was supposed to put together a process
to guarantee that the information was correct and the
reserves did exist.

Representative Gara recalled that the state used to have an
agency that helped to finance start-up businesses. The
agency had been elimnated, and he wondered if it had been
the entity that had financed the aforenentioned "fish
church. ™

M. Therriault did not recall.

Representative Gara recalled that the fish church had not
been an Al DEA proj ect.

4:14:47 PM

Vice-Chair Saddler observed that the same percentage
l[imtations existed on |oan guarantees and the same doll ar
anount limts existed on AIDEA |loans for both the SETS Fund
and the Arctic Infrastructure Fund as well as for the
proposed G| and Gas Infrastructure Fund. He wondered if it
woul d help or hinder AIDEA if there were hard dollar limts
to direct AIDEA |oans, and percentage-based limts on Al DEA
| oan guar ant ees.

M. Therriault responded that the authority of AlIDEA was
confortable with the existing structure in the SETS Fund
and Arctic Infrastructure Fund, and the authority had
interacted with the legislature at the tine the limts were
being set. He stated that adjustnents were being proposed
that would bring the two fund limts to match the fund
limts for the proposed fund. In addition, the House
Resource Conmittee was concerned enough about oil and gas
lending that it had put in a hard dollar armount limt of
$100 million. He iterated that there was a 50 percent or
$100 million limtation on the proposed fund.

Vice-Chair Saddler asked if the sane hard dollar limt

should be inposed on the participation in |oan guarantees
for the SETS Fund and the Arctic Infrastructure Fund.
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M. Therriault responded that AIDEA was nore confortable
wi thout the limts being added.

Vice-Chair Saddler asked if he was correct interpreting
that there were no limts on |oan guarantees (by dollar or
percentage of participation).

M. Therriault stated that nore flexibility for the AlIDEA
board was preferred, and confirned that there were no hard

dollar anmpbunt Ilimts for loan participation; but in the
SETS Fund and the Arctic Infrastructure Fund, the existing
statutory limt for |oan guarantees was $20 million, and

AlDEA was suggesting the limt be adjusted up to $25
mllion.

Vi ce-Chair Saddler asked if there was a risk for the limt
to increase without the legislature being able to constrain
the percentage of a hard dollar limt, depending up on if
it were a guarantee or a | oan.

M. Therriault relayed that in the two existing funds, the
limt was set by percentage, and AIDEA was suggesting the
limts be raised to 50 percent. If the authority wanted to
go beyond 50 percent, it would have to conme back for
specific | egislative approval .

4:17:53 PM

Co- Chair Neunman remarked that AIDEA was involved in Cook
Inlet Gas and gas in the Interior. He wondered if a conpany
could take part in the proposed programin order to build a
gas pipeline from Cook Inlet to Fairbanks.

M. Therriault referred to page 9 of the bill which defined
t he kind of construction:

(20) "oil and gas infrastructure devel opnent” nmeans
the acquisition, construction, or installation of and
engi neering for the construction or installation of a
r oad, pad, canp, processing facility, gat heri ng
system or other on-site inprovenment or equipnment for
an oil or gas field located in the state that has been
explored and for which proven reserves have been
est abl i shed;

M. Therriault clarified that "on-site" mneant where the
resource was being produced. If a conpany were to conme with
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the desire to build a gas pipeline to transmt gas fromthe
Cook Inlet to Fairbanks, he did not think the activity
would fit the statutory definition. He continued that the
project mght fit the SETS Fund definition, however, the
exi sting SETS definition had a preclusion that it was not
possible to build a pipeline from the North Slope or Cook
Inlet to deliver gas to market. He added that in the House
Resources Committee there had been a suggestion about a
simlar limtation being put in the bill. A though it was
not anticipated that the Darwin Mne project wuld |look to
AIDEA for financing, if it did so with the intention to
build a pipeline to deliver gas from Cook Inlet, the SETS
Fund woul d be a better fit yet had a preclusion.

Co- Chair Neuman asked if a conpany could take part in the
proposed programin order to build the infrastructure for a
gas pipeline from Cook Inlet to Fairbanks, while a business
partner built the pipeline itself. He wanted to ensure that
the state was not involved in conpeting pipelines, and
asked about possibl e sideboards.

M. Parady stated that the AIDEA board had a clear
understanding of the sideboards as established. He noted
that the SETS Fund stipulated no pipeline, and the proposed
Ol and Gas Infrastructure Fund had confining |anguage
within the definition section. He viewed the |anguage as
too narrow to be able to get to a pipeline. He stated that
if there was a wsh to strengthen the |anguage, it was in
t he purview of the conmttee.

4:21:27 PM

Co- Chair Neuman suggested that maybe the |egislature should
ook to try and nmake sure there were nore opportunities to
make such a project happen. He didn't see anything wong
with the state doing conponents of a project such as he had
suggest ed.

M . Therriault stated that in the Houses Resources
Commttee there had been 6 proposed anendnents, the sixth
of which contained | anguage proposed by the Speaker of the
House. The anendnent had been w thdrawn, but proposed a
simlar limtation or exclusion so AIDEA did not sonmehow
have an entity that was building a pipeline across the
state. He relayed that there was enough concern that the
Speaker wi thdrew the anendnent with the intent of mulling
t he subj ect over further.
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M. Therriault continued, and stated that with reference to
Cook Inlet, because of the existing ENSTAR system there
could be a scenario in which a conpany could devel op proven
reserves of an oil and gas field on sone acreage, and it
could be a mle to the ENSTAR system Reaching out under
the AIDEA funding to get to the ENSTAR system would be
considered taking the resource to market. He did not think
that the state wanted to preclude production on-site, wth
a very short distance to get to the pipeline system He
reiterated that just a proposal to get gas from point A to
point B would fit wthin the statutory description. He
added that the hypothetical proposal nay have fit under the
SETS Fund, but there was a specific exclusion. He suggested
that the commttee mght want to revisit the topic.

Co- Chair Neuman asked about M. Therriault's comments about
getting gas to market. He wondered if M. Therriault had
been referring to markets wthin Alaska, markets wthin
Anerica, or global markets.

M. Therriault responded that the existing statute just
said "to market."

Co-Chair Neunman wondered if M. Therriault took the words
to nmean gl obal markets.

M. Therriault thought that perhaps at the tine the
| anguage was added, the l|egislature was considering it to
be global markets. He noted that there had been a |ot of
debate about a pipeline at the tine, to get Alaska's gas to
an overseas narket. He thought it would be necessary to
examne the legislative record to determne exactly what
was i ntended by the phrase "to market."

4:24:15 PM

Representative Edgnon pointed to page 8 of the bill. He
t hought the definitions for 'oil and gas infrastructure,’
and 'proven reserves' were straightforward. He addressed
the 'loan-to-value' description beginning on line 24 on
page 8:

(d) The authority may not provide financing under AS

44.88.880 if the loan-to-value ratio at the tinme of
financing exceeds 75 percent; the value of proven
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reserves that are included in the value nust be
cal cul ated using the | esser of

Representative Edgnon wondered if further sideboards were
necessary given the fluctuation and volatility in current
econom ¢ conditions and governnent relations. He nused that
at the time of financing, the loan-to-value ratio m ght be
under 75 percent; but at a future tinme, the |oan-to-val ue
ratio could becone skewed and beconme higher than 75
per cent .

M. Parady noted that the bill dictated that 'the val ue of
proven reserves that were included in the value nust be
calculated.' As the AIDEA board assessed the |oan-to-val ue
ratio, it would exam ne the nature of the overall package
of what was being valued in the |oan-to-value ratio. The
assessnment would include what the collateralization was,
and proven reserves were but one part. He thought that if
the board was | ooking at a loan that relied entirely on the
val ue of proven reserves, it would be greeted with a great
deal of skepticism

M. Springsteen echoed M. Parady's coments, and stated
that the oil and gas reserves were but one part of the
coll ateral package in addition to all of the other parts of
the top-side infrastructure that was put in place and that
woul d hopefully also enable further devel opnent of
resources in the state. He furthered that the board | ooked
to be over-collateralized in the interest 735,000 Al askan
shar ehol ders.

Representative Edgnon referred to slide 2 of t he
presentation, and commented on the risk profile of the
other four funds. He thought it was intuitive that AIDEA
was proposing to add an additional fund with a higher risk
profile. He referred back to his question regarding
additional sideboards for the |loan-to-value ratio, and
asked for a confirmation of the board' s position on the
matter.

M. Parady stated that the board had reviewed the issue

and thought the nobst conservative elenent of the bill was
the loan-to-value ratio of 75 percent. After such a
conservative assunption was nade, further conservative
assunpti ons about reserves were in the chain of
collateralization. Wen considering reserves, the anount
woul d be reduced by 10 percent from what was proven; and
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then the lower of two pricing tine frames was considered.
He comented on the inperfection of assessing risk. He
believed that the board was confident that the sideboards
were sufficiently conservative. He comrented that AlIDEA had
14 percent of its revolving loans invested in the oil and
gas sector, and the Jloans were performng well. He
commented on the well-established staff structure for
assessing ri sk.

Co- Chai r Neuman referred to Representative Edgnon's
previ ous question, and asked if mnes were evaluated by the
sane neasure of 75 percent of known reserves.

M. Parady stated that mning reserves were typically
eval uated differently, and were tied to the Toronto stock
exchange and the standard that Canada had established for
how reserves were quantified and eval uat ed.

Co-Chair Neuman had wondered if there were sinlar
mechani snms for eval uati ng m nes.

Representative Edgnon referred to Iine 8 on page 8 of the
bill:

(A) 50 percent of the capital cost of an oil and gas
i nfrastructure devel opnent; or

Representative Edgnon asked if the |anguage was referring
to the entire capital cost or a portion.

M. Therriault believed the |anguage was referring to the
portion of the capital cost the project was bringing for
financing. If a project was self-financing or had separate
financing for another conponent of the developnent, the
| anguage applied to the conponent that AIDEA was being
asked to participate in.

4:31:39 PM

Representative Edgnon asked if capital costs were defined
in Al DEA regul ations or in statute.

M. Springsteen stated that it was addressed in regul ation.
Vice-Chair Saddler was concerned wth sone of the

definitions. He asked if the limt would be 50 percent of
the capital cost that was being financed, rather than the
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total cost with what a project was self-financing. He asked
if capital costs were defined sufficiently in regulations.

M. Springsteen responded in the affirmative.

Representative WIlson asked if AIDEA still be comng
forward with the bill if the state was able to pay all of
its tax credits as soon as they were turned in.

M. Therriault answered in the affirmative, Dbecause the
portion of AIDEA's existing loan portfolio had grown too
large. |If AIDEA wanted to continue to loan on oil and gas
infrastructure activity, it needed a separate tool that
coul d acconmpdate the risk profile and the interest charged
for the specific type of I|ending.

Representative WIson asked how inportant it was to |eave
the tax credit |anguage in the bill.

M. Therriault responded that the |anguage was a policy
call on the part of the |egislature.

Vi ce- Chair Saddl er enphasized that oil and gas exploration
credits were not intrinsically bad, but mght create a
tenporary cash flow problem for the state. He stated that
the record showed that the tax «credits were very
productive. He thought the idea that the |oan would
supplant the need for tax credits was a policy call, but
suggested that the bill was presented to the conmmittee with
the limtation that deprived the legislature of a policy
call. If an entity took a |loan for oil and gas devel opnent
under the program it would deprive itself of the
opportunity to take advantage of the credits. He did not
know if the tax credit |anguage was necessary, and thought
it mght be counter-productive.

M. Parady referred to Page 8, starting on line 19:

(2) after the date of the authority's financing
commtment, the participants will not take, apply for,
or accept a tax credit for expenditures on the oil and
gas field wunder AS 43.20.043, AS 43.55.023, or
43. 55. 025.

M. Parady noted that tax credits were available to
conpanies prior to the date specified in the bill, and it
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was the conpany's choice as to whether to nove forward with
Al DEA financi ng or not.

4:35:44 PM

Representati ve Edgnon read page 7, line 13 to 15:
(1) wuse the oil and gas infrastructure devel opnent
fund (AS 44.88. 860) to finance oil and gas
infrastructure devel opnent, guarantee |oans or bonds
for oil and gas infrastructure devel opnent, and

establi sh reserves;

Representative Edgnon asked about the definition of 'and
establ i shed reserves' in the bill section.

M. Therriault stated that the bill section pertained to
the operation of the l|oan mechanismitself, and referred to
financial reserves. He reported that the Legislative Lega
Department had advised that the |anguage was simlar to
that which appeared in the |anguage for the SETS Fund and
the Arctic Fund.

Co- Chair Thonpson thanked the presenters.

HB 246 was HEARD and HELD in commttee for further
consi derati on.

Co- Chair Thonpson reviewed the agenda for the neeting on
Saturday, June 4, 2016 at 3:00 p.m, at which tinme public
testi nony woul d be heard.

Co- Chair Thonpson recessed the neeting to a call of the
chair [Note: the neeting never reconvened].

#
ADJ OURNVENT

4:38:12 PM

The neeting was adjourned at 4:38 p.m
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