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ACTI ON NARRATI VE
8:12:14 AM

CO CHAIR ZACH FANSLER called the House Conmunity and Regional
Affairs Standing Conmittee neeting to order at 8:12 a.m
Representatives Talerico, Wstlake, Parish, and Fansler were
present at the call to order. Representati ves Rauscher,
Saddl er, and Drunmond arrived as the neeting was in progress.
Al so present was Representative Spohnhol z.
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HB 156- MUNI TAX EXEMPTI ON:  ECON DEVEL PROPERTY

[ Cont ai ns di scussion of HB 148 and SB 100. ]
8:13:10 AM

CO CHAI R FANSLER announced that the only order of business would
be HOUSE BILL NO 156, "An Act relating to a nmunicipal tax
exenption or deferral for econom c devel opment property.”

8:14: 07 AM

REPRESENTATI VE PARISH noved to adopt a proposed comittee
substitute (CS) for HB 156, Version 30-LS0602\U, Wall ace/ Shutts,
5/13/ 17, as a working docunent. [ There being no objection,
Version U was before the commttee.]

8:14: 36 AM

COCHAIR PARISH explained that Version U wuld anend AS
29.45.050(m, as follows: broaden the |anguage of optional
muni ci pal property tax exenptions for economc devel opnent
properties; allow nunicipalities to provide property tax
incentive for a specified period rather than five years at a
time; broaden the factors by which a property would qualify for
a tax incentive "fromhaving to neet all three factors currently
in the statute to any of four significantly broader factors";
protect nunicipalities that are school districts by setting a
floor at the 2.65 mls set out in the education funding fornula;
grandfathering ordinances in effect before January 1, 2017,
which are limted to five years under existing law, and not
allowing a nunicipality to accept econonm c devel opnent property
from the tax rate applied for a service area controlled by a
board that set its own rates.

8:16: 27 AM

REPRESENTATI VE SADDLER noted that HB 156 had been in the
commttee's possession for a couple nonths, and he inquired as
to the reason the commttee was just now addressing it.

8:16: 43 AM

CO CHAI R PARI SH answered that often | anguage of one bill wll be
"amended onto bills" that are further along in the |egislative
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process. He said that is what happened to HB 156, the |anguage
of which he indicated was incorporated into SB 100, which is
related to municipal ability to set Iliens. He said HB 156 al so
was "amended onto" HB 148, which relates to the powers of
second-class boroughs to provide energency services. He
i ndi cated that both he and Co-Chair Fansler decided it would be
best to "revisit the nodified | anguage - the | anguage as anended
- for the purpose of public discussion.”

REPRESENTATI VE SADDLER asked, "Had this |anguage ever been
considered earlier in the session?”

CO CHAI R PARI SH offered his understanding that it had not.

CO CHAI R FANSLER, in response to the sanme question, offered his
under st andi ng that the answer was no.

CO-CHAIR PARISH amended his original response by saying,
"Actually, | believe it was taken up in the House Rules
[ Standing] Comm ttee."

8:19: 01 AM

CO- CHAIR FANSLER reopened public testinony [which had been
cl osed on 3/28/17].

8:19: 26 AM

SCOTT BRANDT- ERI CHSEN, Attorney, Ketchikan Gateway Borough

commented that the exenption that HB 156 addresses is one that
the Ketchi kan Gateway Borough has used in the past and is a
hel pful econom c devel opnent tool.

8:20: 07 AM

The conmttee took a brief at-ease at 8:20 a.m

[ Between this at-ease and the next, there was a brief period on
the record during which Co-Chair Fansler asked M. Brandt-
Erichsen to state his affiliation for the record.]

8.:21.:10 AM

The commttee took an at-ease from8:21 a.m to 8:22 a.m

8:22:38 AM
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CO- CHAIR FANSELER ascertained that no one else wshed to
testify. [Public testinony was not officially closed.]

8:22:58 AM

REPRESENTATI VE WESTLAKE noved to adopt Conceptua
HB 156, which read as foll ows:

Page 1, lines 1 - 2:

Amendnent 1 to

Del ete "a nunicipal tax exenption or deferral for

econom ¢ devel opnent property”
| nsert "muni ci pal property t ax
extending a rmandatory exenption from

exenpti ons;

nmuni ci pal

property taxes for <certain assets of the Al aska
| ndustri al Devel opnent and Export Authority; and
providing for an effective date by anending the
effective dates of sec. 2, ch. 10, SLA 2010, as
anended by sec. 4, ch. 61, SLA 2012, and sec. 2, ch.

71, SLA 2010, as anended by sec. 5, ch. 61

Page 1, following line 3:
Insert a new bill section to read:

SLA 2012"

"* Section 1. AS 29.45.030(a) is anended to read:
(a) The following property is exenpt from

general taxation:

(1) muni ci pal property, including property
held by a public corporation of a municipality, state

property, property of the University of

Al aska, or

land that is in the trust established by the Al aska

Mental Health Enabling Act of 1956, P.L.
Stat. 709, except that

(A) a private |easehold, contract,

84-830, 70

or ot her

interest in the property is taxable to the extent of
the interest; however, an interest created by an
operating agreenent or [A] nonexclusive use agreenent

between the Al aska Industrial Devel opnent

and Export

Authority and a shipyard operator or a user of an
integrated transportation and port facility, if the

shi pyard or integrated transportation and port
facility is owned by the authority and initially
placed in service before January 1, 1999, is taxable

only to the extent of, and for the value associated

with, those specific inprovenents used for

pur poses;

| odgi ng

(B) not wi t hstandi ng any other provision of
| aw, property acquired by an agency, corporation, or
other entity of the state through foreclosure or deed
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in lieu of foreclosure and retained as an investnent
of a state entity is taxable; this subparagraph does
not apply to federal land granted to the University of
Al aska under AS 14.40.380 or 14.40.390, or to other
| and granted to the university by the state to repl ace
land that had been granted under AS 14.40.380 or
14.40.390, or to land conveyed by the state to the
uni versity under AS 14.40. 365;

(© an ownership interest of a municipality
in real property located outside the nmunicipality
acquired after Decenber 31, 1990, is taxable by
anot her rmunicipality; however, a borough may not tax
an interest in real property located in the borough
and owned by a city in that borough;

(2) household furniture and personal
effects of nenbers of a househol d;

(3) property used exclusively for nonprofit
religious, charit abl e, cenetery, hospi t al , or
educat i onal purposes;

(4) property of a nonbusiness organi zation
conposed entirely of persons with 90 days or nore of
active service in the arnmed forces of the United
St at es whose conditions of service and separation were
other than dishonorable, or the property of an
auxi liary of that organization;

(5) noney on deposit;

(6) the real property of certain residents
of the state to the extent and subject to the
conditions provided in (e) of this section;

(7) real property or an interest in real
property that is

(A exenpt from taxation under 43 U S. C
1620(d), as anended or wunder 43 U S. C. 1636(d), as
anmended; or

(B) acquired from a nunicipality in
exchange for land that is exenpt from taxation under
(A) of this paragraph, and is not devel oped or nade
subj ect to a | ease;

(8) property of a political subdivision,
agency, corporation, or other entity of the United
States to the extent required by federal |aw, except
that a private |easehold, contract, or other interest
in the property is taxable to the extent of that
interest unless the property is located on a mlitary
base or installation and the property interest 1is
created under 10 U. S.C. 2871 - 2885 (MIlitary Housing
Privatization Initiative), if [PROVIDED THAT] the
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| easehol der enters into an agreenent to nake a paynent
in lieu of taxes to the political subdivision that has
taxi ng authority;

(9) natural resources in place including
coal, ore bodies, mneral deposits, and other proven
and unproven deposits of valuable materials laid down
by natural processes, unharvested aquatic plants and
animal s, and tinber;

(10) property not exenpt under (3) of this
subsection t hat

(A is owned by a private, nonprofit
coll ege or university that is accredited by a regional
or national accrediting agency recognized by the

Council for H gher Education Accreditation or the
United States Departnent of Education, or both; and
(B) was subject to a private |easehold,

contract, or other private interest on January 1,
2010, except that a holder of a private |easehold,
contract, or other interest in the property shall be
taxed to the extent of that interest.”

Page 1, line 4:
Del ete "Section 1"
| nsert "Sec. 2"

Page 3, following |line 8:
I nsert new bill sections to read:
"* Sec. 3. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:
REVI SOR' S | NSTRUCTI ON. When i nplenenting secs. 2
and 3, ch. 10, SLA 2010, and sec. 2, ch. 71, SLA 2010,
the legislature does not intend to retain the
amendnents to AS 29.45.030(a)(1) mnade by sec. 1 of
this Act, but does intend to retain the anmendnent to
AS 29.45.030(a)(8) made by sec. 1 of this Act.
* Sec. 4. Section 8, ch. 10, SLA 2010, as anended
by sec. 4, ch. 61, SLA 2012, is anended to read:
Sec. 8. Section 2, ch. 10, SLA 2010, takes effect
Novenber 30, 2027 [2017].
* Sec. 5. Section 10, ch. 71, SLA 2010, as anended
by sec. 5, ch. 61, SLA 2012, is anended to read:
Sec. 10. Section 2, ch. 71, SLA 2010, takes effect
Novenber 30, 2027 [2017]."

REPRESENTATI VE TALERI CO obj ected for the purpose of discussion
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REPRESENTATI VE WESTLAKE poi nted out that Conceptual Anendnent 1
had been drafted to align with the original bill version. He
deferred to his staff for explanation.

8:23:42 AM

JESSE LOGAN, Staff, Representative Dean Westlake, Alaska State
Legi sl ature, explained that Conceptual Amendnent 1 would not
change any language in the bill; it would add new sections to
extend the Novenber 2017 sunset on mandatory property tax
exenptions for certain assets owned by the Alaska |Industrial
Devel opnent and Export Authority (AIDEA) to 2027, and it would
extend the tax exenption to interest <created by operating
agreenents or nonexclusive use agreenents between AIDEA and a
shipyard or integrated transportation and port facility that's
owned by Al DEA. M. Logan stated that the second change is in
response to [Resolution No. 2692], from the Ketchikan Gateway
Borough, supporting the extension of the tax exenption. He
remar ked that there had been confusion in the past as to whether
[the Ketchikan shipyard] was eligible for the tax exenptions,
but Conceptual Anendnent 1 would clarify that.

8:25: 57 AM

The conmmttee took a brief at-ease at 8:26 a.m

8:26: 26 AM

CO- CHAIR FANSLER enphasized that because [Version U "is
currently being rolled into SB 100," it is inperative to clarify
that any changes being made in the House Conmunity and Regi ona
Affairs Standing Committee will also need to be presented as
amendnents during the upcom ng House floor session scheduled for
10 a. m

8:.27:18 AM

REPRESENTATI VE SADDLER requested an at-ease to read the
aforenentioned letter fromthe Ketchi kan Gat eway Borough.

8:27: 22 AM
The commttee took an at-ease from8:27 a.m to 8:36 a.m

8:36: 04 AM
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REPRESENTATI VE SADDLER directed attention to [the fifth
"whereas" paragraph] at the bottom of the first page of the
af orenenti oned resolution, and he asked for an explanation of
"the reversionary, private, |easehold interest in the Ketchikan
shi pyard. "

8:36: 53 AM
MR LOGAN deferred to M. Brandt-Erichsen
8:37: 20 AM

MR. BRANDT-ERI CHSEN stated that AIDEA's ownership interest in
the property is tax exenpt, but with other state tax-exenpt
property, wherein sonmeone is either leasing or operating the
property, there is a possessory interest that can be valued and
have a tax |evied based upon that value. He concluded, "So, the
private possessory interest in the shipyard or in the Delong
Mountain [Transportation] Facility is ... the interest that
woul d either be taxable or exenpt.”

REPRESENTATI VE SADDLER asked for confirmation that AlDEA may
provide financing for a shipyard or road system but the actua
lessor will bring its own noney and nake its own investnents;
therefore, the property obtained through AIDEA financing is tax
exenpt, but the property the lessor "brings to it" should be
t axabl e.

MR. BRANDT- ERI CHSEN stated that the arrangenents are not always
situations in which the private entity brings a certain quantity
of funds and AIDE provides the financing. He said of the
approxi mately seven AIDEA projects around the state, there are a
couple that are direct |eases, for exanple, the FedEx aircraft
mai nt enance hangar in Anchorage. He conti nued:

Al DEA provided financing, but the tenant - the |essee
- has a possessory interest in the lease, and they're
operating in their own business interest. ... They
may bring ... certain equipnent there and Al DEA
provi ded certain financing for construction of ... the
hangar, but it's nmore of a landlord/tenant-type

rel ati onship.

MR. BRANDT- ERI CHSEN said the situations with the Del ong Muntain
Transportation Facility and the Ketchikan shipyard are not
| eases - they are operator agreenents - and the operator did not
finance the construction of the facility. The noney for the
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construction of the facility, he noted, was largely AIDEA or
federal governnent or state governnent noney - not private.
Notwi t hstanding that, he stated that there is about $1 mllion-
worth of equipnent that the private operator has brought on
site, and that property is taxed. He added, "That privately
owned property would not be changed by the anendnent | anguage.”

REPRESENTATI VE SADDLER summarized that in broad terns: t he
property obtained through AIDEA is tax exenpt, while property or
interest that the private | ease holder brings to it is not.

MR. BRANDT- ERI CHSEN responded that in general that is correct.
He said if the private party is the owner of the property or
asset, then "that's going to be taxable ... regardless of the
proposed | anguage. " He said Conceptual Amendnment 1 deals wth
the situation in which AIDEA is the owner of the property; the
operator has only the rights to operate it for a defined period
of time - no ownership interest.

REPRESENTATI VE SADDLER asked, "So, ... possessory interest is
j ust what you own, right?"

MR. BRANDT- ERI CHSEN said the best exanple is in considering a

car rental. A person rents the car; the car conpany owns the
car; the renter pays taxes based on the linmted possessory
interest - the tinme renting the vehicle. In this anal ogy, he

expl ai ned, the car conpany woul d be Al DEA, whose interest is tax
exenpt, but the person's tinme using AIDEA' s property would be
t axabl e.

REPRESENTATI VE SADDLER concluded that it is possible to tax the
possessory interest even though the person being taxed doesn't
actually own it.

MR. BRANDT- ERI CHSEN answer ed yes. He said there are factors to
determ ne what the value of the taxable possessory interest is,
and that will vary according to the rights the person has, the
duration [of possession], and whatever other limtations there
may be on the use of the property.

REPRESENTATI VE SADDLER st at ed:
So, it sounds like if AIDEA has provided financing to
allow the (indisc. -- rustling papers) to use

property, wunder ... [Version U, that property would
not be taxable; and heretofore, the Ketchikan
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[ Gat eway] Borough has assumed that that property was
taxable. |Is that correct?

MR.  BRANDT- ERI CHSEN responded no. He explained that the
shi pyard property in Ketchikan has been operating since the
1980s and, under AlIDEA ownership, since 1997. From 1997 to
2011, the Ketchi kan Gateway Borough treated the property as 100
percent exenpt, that the possessory interest of Al aska Ship and
Drydock was exenpt from taxation. In 2011, a different assessor
determ ned that even though the property qualified for the sane
mandatory exenption as the Delong Muntain Facility, it should
be treated as an optional exenption. He said there is a
separate statute that allows comunities to optionally exenpt
the private |easehol der possessory interest in Al DEA property.
He continued as foll ows:

We ended up having litigation with the state over the
issue of whether it was a mandatory or optional
exenption, and that case was resolved wth the
valuation of the property being set |ower and the
borough reserving the right to renew the case if the

exenption ... did not end up being codified in statute
when the Delong Muntain Facility exenption gets
extended - if in fact it gets extended.

8:46:21 AM

REPRESENTATI VE SADDLER asked how nuch possessory interest exists
that nmay be subject to taxation under the aforenentioned |aw
suit.

MR. BRANDT- ERI CHSEN answered that part of the dispute that the
borough had wth the State Assessor's Ofice regarding the
shi pyard property was related to tax years 2015 and 2016. The
state assessor asserted that the shipyard property was worth, in
total, approximately $74 mnmillion. Additionally, there was
approximately $1.5 million in property, privately owned by Vigor
| ndustrial LLC ("Vigor"), which was, and still is, treated as
t axabl e. Regarding the $74 nmllion, he said the borough
asserted that the valuation of the possessory interested was a
lot less, only about $20 million. Further, the borough asserted
t hat because the shipyard facility in Ketchikan was "in the sane
scenario as the Delong Mountain Facility," it was entitled to a
mandatory exenption from property taxes. M. Brandt-Erichsen
said the case was resolved with the valuation of the possessory
i nterest being set for 2015 at approximately $29 mllion and for
2017 at about $27 million. He said as the duration renaining on
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the | ease beconmes less, that value will likely continue to drop
because the period of time will be shorter.

REPRESENTATI VE SADDLER offered his understanding that M.
Brandt - Erichsen was saying that it wll be necessary for the
exenption to be clarified in statute in order for the exenption
of property taxes to be nmi ntained.

VMR. BRANDT- ERI CHSEN responded that there are two things going on
her e: one is extending the nmandatory exenption that applies to
the Delong Muntain facility and the Ketchikan shipyard
facility; two is clarifying the |anguage to avoid another fight
with the state over whether the two facilities are both
facilities owned by AIDEA, operated under an operating agreenent
and entitled to that exenption.

8:49: 25 AM

REPRESENTATI VE = SADDLER asked for confirmation that t he
clarification under statute would be so that the property tax
exenption will remain - the property is mandatorily exenpted.

MR. BRANDT- ERI CHSEN answered that is correct.
8:49: 45 AM

REPRESENTATI VE SADDLER asked M. Brandt-Erichsen, "Wen did you
first bring this issue to the attention to AIDEA or any nenber
of this commttee?"

MR. BRANDT- ERI CHSEN answered that the Ketchi kan Gateway Borough
brought the issue of the treatnent of the Delong Mountain
Facility versus the Ketchikan shipyard facility +to the
| egi slature in 2010. At that tinme, no action was taken to
clarify the | anguage, he said.

REPRESENTATI VE SADDLER asked M. Brandt-Erichsen when he first
realized it would be inpossible to "amend this bill to
acconpl i sh your purpose.”

VR. BRANDT- ERI CHSEN  repli ed, "The  borough, in adopting
Resolution [No.] 2692 and forwarding it to the legislature, was
seeking to have an anendnent such as this included in
| egislation sone tine during the course of the session.” In
terms of HB 156 being schedul ed, he said he heard about it over
t he weekend.
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REPRESENTATI VE SADDLER remarked that the borough's resolution
was signed on February 6, 2017, but M. Brandt-Erichsen had
heard just this weekend about the |legislature's intent to
schedule the neeting to "acconplish the goals of this
resol ution.”

MR. BRANDT- ERI CHSEN answered that he had been aware of "the
| anguage of the amendnent to acconplish the goal"™ for a couple
of nonths, and there is simlar language in the borough's
resolution. He clarified that what he becane aware of just this
weekend was "the hearing on HB 156 and the fact that it m ght be
considered in this hearing today." In response to a followup
guestion, he said he did not personally have a discussion wth
any nenber of the House Community and Regional Affairs Standing
Commttee regarding the plan to offer an amendnment in response

to the borough's resolution. He said the borough engages a
| obbyi st who works in Juneau, and he has had comrunications with
that | obbyist over the |ast week. He said the |obbyist's nane

is Ray Matiashowski .

REPRESENTATI VE SADDLER said he would like M. Matiashowski
avai |l abl e for questioning to discern "the genesis and providence
of the resolution and anendnent.”

8:53:52 AM

REPRESENTATI VE DAN ORTI Z, Alaska State Legislature, noted that
his district includes Ketchikan, Al aska. He said he was aware
of the desire of the Ketchi kan Gateway Borough and Vigor to gain
statutory tax-exenpt status "for this particular facility.” He
said it is an economc opportunity for the entire state. He
explained that the facility enpl oys people from around the state
who are trained in facilities such as [the Al aska Vocational
Technical Center] in Seward. He said the facility itself does
much to provide repair and construction needs of the Al aska
Marine Hi ghway System (AMHS). He said AIDEA owns the property
as it does a mning facility in another part of the state. The
logic is, "Wy wuld we be taxing a state-owned facility?"
Representative Otiz said Conceptual Amendnent 1 is a "win-wn"
anmendnent that recognizes the contributions of the facility in
support of Al aska's transportation infrastructure.

8:56: 35 AM
REPRESENTATI VE SADDLER reiterated his concern regarding timng.

He asked Representative Otiz if he knows of anyone who came to
any menber of the House Community and Regional Affairs Standing
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Commttee prior to the past weekend to discuss the need for
Conceptual Amendnent 1.

REPRESENTATI VE ORTIZ said he is not aware of any such attenpts.
Notwi t hstanding that, he shared his experience thus far in the
| egi sl ature has shown that often times "you have to |ook for ...
the best opportunity that presents itself to get the goal
acconplished; and it just so happens that that goal seened to

beconme apparent here at the end of this |last week." He said
that did not nean other opportunities had not been sought. In
response to a followup question, he said that until [Friday,

May 12], he had not been aware that [Conceptual Anmendnment 1]
woul d be brought forward by the House Conmunity and Regional
Affairs Standing Conmttee. He clarified that he was answering
as to the specific amendnent to the specific bill.

8:59:31 AM

CO CHAI R FANSLER asked Representative Saddler to focus on the
subst ance of the proposed Conceptual Anmendnent 1. He expl ai ned
again his understanding that HB 156 was going to be rolled into
SB 100. He said that as co-chair of the conmttee, he felt it
proper to vet [HB 156] before the public.

9: 00: 06 AM

REPRESENTATI VE SADDLER noted that thus far only M. Brandt-
Eri chsen had testified. He questioned again why "this is com ng
before us when the conmittee's had this bill in its hands for
t wo- and- a- hal f nonths. "

CO CHAI R FANSLER reiterated that HB 156 is being rolled into SB
100 and he believes it 1is inportant to vet the proposed
commttee substitute in public, which is what is currently being
done.

REPRESENTATI VE SADDLER said he | ooks forward to "nenbers of the
public getting that vetting in front of thent rather than
hearing only from the attorney for the Ketchikan Gateway
Bor ough

CO CHAI R FANSLER stated, "That is why we're having this neeting
ri ght now. "

9:01:12 AM
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COCHAIR PARISH noted there is a slight difference in the
| anguage of Conceptual Anmendnent 1 and the |anguage requested
t hrough Resol ution No. 2692.

MR. BRANDT- ERI CHSEN acknow edged there is a difference, but said
the borough views it as substantively the sane. He added that
t he proposed | anguage of Conceptual Anendnent 1 may actually be
clearer than that proposed in the borough's resolution. In
response to a followup question, he said the $29 nillion was
the valuation for 2015; the 2017 valuation of the interest is
nore in the range of $25 mllion.

CO CHAI R PARI SH responded as fol | ows:

It's ny wunderstanding that under the |anguage, as
anmended, the interest created by an operating
agreenent would be tax exenpt - or not taxable except
to the extent that it's associated with those specific
i nprovenents used for |odging purposes. Wul d that
result in a change in the total interest taxable by
t he Ketchi kan Gat eway Borough?

MR. BRANDT- ERI CHSEN answered that it would, but he explained
that it would not result in a change in revenue to the borough
He said the borough currently has adopted an ordi nance allow ng
for an optional exenption for the value of that property. He
added:

And what that nmeans is: For exanple, for the purposes
of the school contributions, the borough still nmakes
t hose paynents. Wth a mandatory exenption, we would
not nake those paynents. And the value of that anount
is approxi mately $70, 000 a year.

CO-CHAIR PARI SH asked for confirnmation that there would be "a
shift of $70,000 from... the city to the state."

MR. BRANDT- ERI CHSEN answered yes, fromthe borough to the state.
CO CHAI R PARI SH added, "Because the exenption would be mandatory
instead of optional, as it is presently by ordinance, is that
ri ght?"

MR. BRANDT- ERI CHSEN answered that is correct.

CO-CHAIR PARI SH asked what the effect on the bottom line for
Vi gor woul d be.
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MR. BRANDT- ERI CHSEN differed to Doug Ward, the director of the

shi pyar d. He reviewed that both the [borough] and state
assessors had treated the property as if it were nandatorily
exenpt, up until 2011. Once the state assessor began treating

it as optionally exenpt and there was a cost penalty associ ated
with it, the Ketchikan Assenbly discussed requiring some sort of
paymnent in taxes. He said the operating margin and
profitability of the shipyard is such that if it were required
to pay paynent in lieu of taxes (PILT) in the full anmount of the
local tax levies, then it could inpact the viability of the
shi pyard

9:07: 08 AM

DOUG WARD, Director of Shipyard Devel opnent, Ketchi kan shi pyard,
noted that he has held his position for the last 25 years; he
was previously enployed by Al aska Ship and Drydock; he is
currently enployed by Vigor. In response to Co-Chair Parish's
gquestion, he stated that only in the last two years has the
Ket chi kan shipyard approached rmarginal profitability. He
stressed the inportance of profitability, since wunder its
operating agreenent, [Vigor] participates in both revenue
sharing and profit sharing with AIDEA. The paynents to Al DEA go
into an AIDEA-held, dedicated repair and replacenent fund in
order to maintain the state asset, he said, and that ensures the
| ong-term mai ntenance of the state asset. He said, "Any tax
paynments that would be related to our possessory interest in the
operating agreement would dimnish our profitability and inpact

our ability to maintain a conpetitive position when seeking
new ship constructions and ship repair contracts in an open,
conpetitive basis.” He added, "The final inpact of that could
be a reduced volunme of production work at the shipyard, wth
reduced enploynent and increased conpetitive disadvantages for
future ship repair and ship building contracts.™

CO CHAI R PARI SH asked how rmuch noney is going to Al DEA and how
much is going to the repair and mai ntenance fund.

MR WARD answered between [$50,000 and $75, 000]. He stated it
was approximately [$65,000] l|ast year in conbined revenue and
profit sharing, and the projection for this year is roughly the
sane.

9:11: 46 AM
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REPRESENTATIVE ORTIZ stated appreciation for the questions
brought forward. He said the bottom line is the question of
whet her Conceptual Anmendnment 1 is in the best interest of Al aska
and the AlIDEA-owned facility. He opined that it is. He said
the profit margins Vigor works under are narrow. Vigor has been

awarded the bid to construct the two new AVHS ferries. It was a
conpetitive bid, and Vigor is on schedule to "perform to the
paranmeters of that particular bid." He enphasized that the

profit that Vigor would make for those two ferries is mninal
He said the intent [of Conceptual Anmendnent 1] is to "create the
best possible environnent” for Vigor to continue to operate the
facility, enploy people from around the state, and facilitate
marine transportation infrastructure.

9:14: 46 AM

REPRESENTATI VE SADDLER asked M. Ward to confirm that if Vigor
had to pay property tax to the Ketchi kan [Gateway] Borough, it
woul d cost [the shipyard] an additional $50,000 to 75,000 per
year.

MR. WARD answer ed about $70, 000 a year.

REPRESENTATI VE SADDLER, regarding the shipyard having approached
profitability in only the last couple years, asked about startup
costs and whether the shipyard is on a trajectory plan towards
profitability or operating at a standard Ilevel only now
occasionally achieving profitability.

MR. WARD answered the forner. He added that new contracts are
being actively taken, both in new ship fabrication as well as in
ship repair. He said the shipyard's custonmers in ship repair
include the U S. Coast Guard (USCG, the National Cceanic and
At nospheric Admnistration (NOAA), federal agenci es, state
agencies, the Al aska Department of Fish & Gane (ADF&G), the
Al aska Departnment of Public Safety (DPS), and a |arge nunber of
publicly owned clients, including the Inner Island Ferry
Aut hority. He said the shipyard is looking to expand its
activities in the fish harvesting market, as well as "genera
heavy manufacturing for rmanufactured and fabricated neta

products being inported to Al aska." He concluded, "So, we're
definitely looking forward to expanding the business, expanding
our enploynent, as well as increasing the marine industrial

support sector of the state of Al aska."

REPRESENTATI VE SADDLER expressed his support for the creation of
manufacturing and seafaring jobs in the coastal comunities of
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Sout heast Al aska. He asked M. Ward to confirm that if the
property tax exenption were to be made nandatory, then the
shipyard mght |ose $70,000 a year, but the business would not
be killed in a year, because the shipyard could probably "grow
enough to acconmodate that |oss.”

MR WARD replied that he would not conjecture as to what the
future could bring. Notw thstanding that, he stated:

The 30-year operating agreenent, which we entered into
wi th Al DEA, recognized the conpetitive difficulties of
establishing a viable shipyard enterprise in a renote
and isolated location |ike Ketchikan. Wen we started
this project, our first year wunder Al aska Ship and
Drydock was in 1994; our devel opnent plan at that tine
was to add a small |ift to service the |ocal seine
fleet. Wth collapse of the tinber industry in the
m d- 1990s, both the Ketchikan [Gateway] Borough and
the State of Alaska came to Alaska Ship and Drydock
and asked if we could create a devel opment plan that
would ... [ ensur e] long-tinme liability of t he
Ket chi kan shi pyard. That plan is referred to as the
1999 Shipyard Devel opnent Pl an, and as far as
profitability, the operating agreenent recognized that
profitability in the early years was going to be

difficult, and ... to establish not only a skilled and
conpetitive Al askan workforce, but [also] to devel op
all of the required infrastructure for long-term

viability, was going to be a l|long-term proposition.
And it was for that reason that the AIDEA operating
agreenent is for a 30-year term beginning in 2005.

9:20: 30 AM

REPRESENTATI VE SADDLER asked how the proposed tax exenption
woul d affect transfer of paynents fromthe borough to the state.

MR. WARD answered that the operating agreenent refers to the
establishment of a repair and replacenent fund at a mninmm

| evel of approximately $1.6 nmillion. He said the fund will be
managed by AIDEA for long-term maintenance of the (indisc.)
asset. He explained that once the fund reaches the m ninum

required balance, AIDEA has the option of participating in
revenue sharing with the nunicipality, borough, and Ketchikan

Public Utilities, "in part for repaynent for financial incentive
that they have provided locally through the tax exenption and
conpetitive power rates.”" He said the other option AIDEA has is
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to direct the excess funds to participate in revenue sharing to
the state general fund. M. Ward stated, "Should we have to
make paynments on our possessory interest, that would reduce
revenue streans to the AIDEA R&R funds and potentially reduce
funds that can be distributed to either the state general fund
or to the nmunicipalities of Ketchikan." In response to
Representative Saddler, he suggested further detail could be
provi ded by representatives of Al DEA

REPRESENTATI VE SADDLER said it sounds like there is "an excess
with state finances,” which he said he appreciates.

9:24:20 AM
REPRESENTATI VE RAUSCHER asked if |ow bidding is a trend.
9:25:11 AM

REPRESENTATI VE ORTIZ deferred to M. Ward, but said in general
because of the "tightness of capital budgets" and overall |ack
of state revenue, he does not see "a very robust capital budget
noving forward fromthe State of Alaska.” As a result, he said
he predicts an increasingly tough environnent for private
i ndustry when finding projects.

9:26: 55 AM

MR. WARD, in response to Representative Rauscher's restatenent
of the question, reviewed that the Ketchikan shipyard
participates in tw activities: new ship construction and
marine vessel repair, nmaintenance, and conversion. The new ship
construction market 1is «cyclical, and in general the US.

shi pbuilding industry in major regions is heavily affected by
federal oil and gas policies that are set, especially in terns

of exploration, drilling, and transportation, as well as other
nati onal and international forces that drive the demand for ship
bui | di ng. He indicated that those on the comercial side of
ship building are "price takers, wth respect to conpetitive
bids." In terns of the ship maintenance and conversion, he
said, "These vessels represent near-to-market opportunities, in
which we can be, to sone extent, price makers." He further

expl ai ned, "Because of our geographic proximty to the vessels
that work in Alaska, we're able to enjoy sonme conpetitive

advantage to that geographic proximty." M. Ward said wth
respect to public vessels and the [Al aska] Mrine H ghway System
in particular, "we have to be conpetitive in our maintenance
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work for any public-owned assets or they go el
mai nt enance. "

sewhere for

MR. WARD stated that the trend is going to be for continued
cyclical demand for both repair and ship fabrication. He
reiterated that economc factors affect repair. He continued:

To  put this into perspective: Through  our
public/private partnership, which has been noted
nationally as an extrenely successful nodel of
public/private partnering, Al aska now has a world-

class facility that is probably 90 percent conplete of

its devel opnent plan. W have a young and

very

tal ented Al aska resident workforce that is, every day,

| earning new innovations and how to do thi

s work

faster, cheaper, and better. So, we are approaching a
worl d class Al aska resident workforce. Wth those two

assets in hand, we |look forward to increasi

ng our

conpetitive advantages, decreasing our conpetitive

di sadvant ages, and growi ng a marine industrial
sector in the state of Al aska.

REPRESENTATI VE RAUSCHER directed attention to
Conceptual Anmendnment 1, [which is found under

support

| anguage in
Section 1,

subsection (a), paragraph (1), subparagraph (C], which read as

foll ows:

(© an ownership interest
municipality in real property |located outsi

of a
de the

muni ci pality acquired after Decenber 31, 1990, 1is

taxable by another nmunicipality; however, a

bor ough

may not tax an interest in real property located in

t he borough and owned by a city in that borough;

REPRESENTATI VE RAUSCHER asked f or further clarification

regardi ng that | anguage.
9:32: 37 AM

MR. LOGAN expl ained that that |anguage is currently
it is not being changed.

in statute;

REPRESENTATI VE RAUSCHER said he would like to know what it

neans.

9:33: 02 AM
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REPRESENTATI VE WESTLAKE echoed M. Logan's previous response
that the |anguage already exists in statute; therefore, "we had
nothing to do with it." He indicated that initial discussion
had been in regard to the sunset clause.

9:34:10 AM

CO- CHAI R PARI SH noted that there were two individuals from Al DEA
and one from the Minicipality of Anchorage available for
gquestions, and he said he would like to hear from them their
opi ni on of Conceptual Anmendnent 1.

9:35: 39 AM

JOHN  SPRI NGSTEEN, Executive Di rector, Al aska | ndustri al
Devel opnent and Expor t Aut hority (Al DEA) , stated t hat
[ Conceptual Anmendnent 1] would not have a material effect on
AIDEA. He offered his view that that Ketchikan shipyard was "an
enmergency econom ¢ redevel opnent project (indisc.) the downturn
of Ketchikan's tinber industry as a result of inpacts of federal
regul ation. He conti nued:

Just in general, AIDEA's mssion is to grow and
diversify the econony by financing developnent to
facilitate the creation of jobs and revenue for
Al askans. So, with regard to the Ketchi kan shipyard,
Al DEA successfully inplenented this m ssion.

MR. SPRI NGSTEEN said the [shipyard] project provided significant
econom ¢ benefit to the comunity, both directly and indirectly,
by providing jobs to a struggling conmmunity through "the
redevel opnent . "

9: 36: 40 AM

CO CHAIR PARI SH said he is not famliar with the Del ong Muntain
Transportation Facility, and he inquired, "How analogous is it
wi th the Vigor shipyard?”

MR. SPRI NGSTEEN i nparted that the Del ong Muntain Transportation
System is the road we (indisc.) to the Red Dog M ne. He said
the benefit of it is the creation of new industry where none had

exi sted prior. He listed the following entities that have
benefited, including the State of Al aska, AIDEA, and all on the
receiving end of "revenue fromthe project.” He indicated that

nmoney circul ates through AIDEA and is contributed, in part, back
to the state's general fund.
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9:38: 07 AM

CO CHAIR PARI SH asked if any |anguage in Conceptual Amendnent 1
woul d inpair the ability of a nunicipality to require PILT.

MR. SPRI NGSTEEN deferred to M. Brandt-Erichsen
9: 38: 46 AM

MR. BRANDT- ERI CHSEN said the anmendnent would have the Delong
Mountain Facility and Ketchi kan shipyard facility be treated as
fully exenpt, simlar to the Healthy C ean Coal Project and sone
other AIDEA projects. In that situation, he said, the
muni cipality could not require PILT; however, the entity
operating the facility could voluntarily enter into an agreenent
for PILT.

CO CHAIR PARI SH asked what |everage a nunicipality would have
avai |l abl e.

MR. BRANDT- ERI CHSEN answered that the leverage a nunicipality
m ght have would vary by the circunstance. For exanple, in
Ket chi kan, the benefits currently offered the Ketchi kan shipyard
are voluntary exenptions from the city and borough property

taxes, as well as a reduced utilities rate. He said there are
financial benefits that the shipyard would still enjoy, even if
the property was mandatorily exenpt. In the case of Delong

Mountain Facility, there may be any nunber of neasures the
Nort hwest Arctic Borough may consider that would affect the
operation of the mne there. They may not be directly related
to the inposition of taxes, but they may be regul atory neasures
that would have other inpact on the operating of the mne that
could notivate an operator to agree to PILT.

9:41: 01 AM

MR. LOGAN said he thinks M. Brandt-Erichsen did a good job in
illustrating the conplexities within each taxing regine. To Co-
Chair Parish, he said the Delong Muntain Facility and Red Dog
have been operating through the borough for a nunber of years,
while this exenption has existed.

9:41: 32 AM

REPRESENTATI VE WESTLAKE rem nded commttee nenbers that the
Del ong Mountain Facility was started before there was a borough
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involved, "and it's worked out well." He said when making these
consi derations, a balance is inportant to maintain.

9:42:15 AM

REPRESENTATI VE = SADDLER  asked M. Spri ngst een i f Al DEA
participates with any other shipyards other than the Ketchikan
shi pyard.

MR. SPRI NGSTEEN answer ed no.

REPRESENTATI VE SADDLER asked M. Springsteen if he has any
concerns that "this legislation® would be considered special
interest legislation if it applies only to one facility.

MR. SPRI NGSTEEN offered his understanding that "this mandatory
exenption would just bring the Ketchikan shipyard into parity
with the Del ong Mountain Transportation System

REPRESENTATI VE SADDLER asked M. Springsteen, "Are you sure that
this would not violate the special interest ... prohibitions?"

MR. SPRI NGSTEEN deferred to M. Brandt-Erichsen.

REPRESENTATI VE SADDLER t hen asked M. Springsteen if [Conceptual
Amendrent 1] woul d have any inpact on the finances of the Del ong
Mountain Transportation System the Red Dog M ne, the Northwest
Arctic Borough, or the State of Al aska's finances.

MR. SPRI NGSTEEN offered his understanding that the only inpacts
were related to the school funding formula; but "that's out of
the purview of AIDEA." In response to a followup question, he
referred to previous discussion regarding mandatory versus
optional exenption for property taxes that would result in a
flow of approximtely $60,000 versus what the Ketchi kan Gateway

Bor ough woul d bear. He wel comed correction from the Ketchikan
Gateway Borough attorney, since "it's a Ilittle out of our
purvi ew. " In response to a followup question from

Representative Saddler, he clarified that when he had nentioned
school funding, he was referring to both the Northwest Arctic
Bor ough and the Ketchi kan Gat eway Borough.

REPRESENTATI VE SADDLER asked what the effect would be on the
school funding fornul a.

MR. SPRI NGSTEEN deferred to M. Brandt-Erichsen.

HOUSE CRA COW TTEE - 23- May 15, 2017



9:45: 53 AM

REPRESENTATI VE WESTLAKE proffered that there has just been a
PILT agreenment "over there." The borough funding formula has
already been "witten in and finalized." Regarding the PILT
agreenent, he said, "They do the paynents to the borough, as
well as to the borough school district."

9:46: 29 AM

REPRESENTATI VE SADDLER said he would |ike further explanation as
to how the school funding formula mght be affected.

MR. SPRI NGSTEEN offered his understanding that there are
$60, 000- $70, 000 being funded by the state versus being funded by
t he borough.

REPRESENTATI VE SADDLER asked M. Springsteen to confirm that he
is saying there is no inpact on the Northwest [Arctic] Borough
School District.

MR.  SPRINGSTEEN answered that his wunderstanding is that "it
woul d be the ... status quo for the Northwest Arctic Borough.™

REPRESENTATI VE SADDLER asked M. Brandt-Erichsen if [Conceptua
Amendrent 1] would affect funding in the Ketchikan Gateway
Bor ough School District.

MR. BRANDT- ERI CHSEN explained that "the 2.65 mls mandatory
contribution” would not change the amount of noney that the
school district receives; it would change who is paying it. He
conti nued:

If the increnment that represents 2.65 mls on the
value of the possessory interest in either the
shipyard or the Delong Muntain Facility is paid by
the state, then the state is paying it; if it's paid
by the comunity, then the comunity's paying it.
Wth a mandatory exenption, then that anount that

relates to 2.65 nmls is going to cone out of ... the
state's education contributions. If there is no
exenption or it iIs an optional exenpti on, t he

equi valent of 2.65 mls on the value of the possessory
interest in either facility would be paid by the |oca
gover nment . And wth respect to the Ketchikan
shipyard, that 2.65 mls equates to about $60-%$70, 000,
at this point in tine.
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REPRESENTATI VE SADDLER surm sed that if Conceptual Amendnment 1
made the property tax exenption in the Northwest Arctic Borough
for Delong Muntain Facility and in the Ketchikan Gateway
Borough, then it would affect school foundation funding; as such
it would affect the finances of the state; therefore, he opined
a fiscal should be required to ensure the inpact on the state's
finances would be fully vetted.

CO CHAIR FANSLER said a fiscal note can be requested; however,

he rem nded Representative Saddler that a bill would be heard on
the House floor today that "has the committee substitute w apped
in it,” which is why the commttee is having the current

heari ng. He further explained that [Conceptual Anmendnent 1],
even if adopted, would not be in SB 100, so it would need to be

offered on the House fl oor. He said he would request a fisca
note if Representative Saddler wshed, but "really, this
anmendnent wll be heard on the floor at 11 o0'clock

regardl ess. ™

REPRESENTATI VE SADDLER mai ntai ned his request for a fiscal note.

9:51:12 AM

REPRESENTATI VE ORTIZ asked the commttee to consider whether
Conceptual Amendnment 1 is in the interest of all parties
i nvol ved. He renmarked that when considering the incentives that
the state puts forward to the oil and gas industry in
particular, "the scale of this arrangenent is less than mnute

in terns of what it mght nmean to the states" - $70,000 of added
obligation as an incentive to [the Ketchikan shipyard] in

support of 160 jobs around the state, as well as econonc
di versification and devel opnent. He said when the state |ooks
for what it can do to facilitate economc opportunity,
diversification, and developnent, "this particular anmendnment

makes darn good sense.”

9:53: 10 AM

REPRESENTATI VE TALERI CO said he likes to see statew de rmuni ci pal
participation and Title 29 is all about nmunicipalities; however,
whenever anendnents are discussed that involve Title 29, he gets
nervous.

9:53: 57 AM
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REPRESENTATI VE WESTLAKE acknow edged the concerns expressed and
said there is a domno effect for this type of action. However,
he opined that the end result [of Conceptual Amendnent 1] would
be a | ocal benefit.

9:54:59 AM

REPRESENTATI VE SADDLER stated concern for the legislative
procedure in bringing the anendnent at this tine. He stated
opposition to Conceptual Amendnent 1.

CO CHAI R FANSLER restated the purpose behind today's neeting and

enphasized that in no way was it to accomopdate hearing
Conceptual Amendnment 1, which had been brought to his attention
yesterday, after the nmeeting was called on Saturday. He

recapped the steps that were taken to bring forward the
commttee substitute for HB 156, which was then placed within SB
100. He stated his belief in the inportance of bringing
| egislation before the commttee, hence the reason for bringing
forward the proposed conmttee substitute, which had not been
di scussed by the commttee prior to today.

CO CHAI R FANSLER asked, "lIs the objection naintained?"
REPRESENTATI VE TALERI CO answered, "Yes."

9:57: 35 AM

A roll call vote was taken. Representatives Drumond, Westl ake,
Parish, and Fansler voted in favor of Conceptual Amendnent 1 to
HB 156. Representatives Talerico, Rauscher, and Saddler voted
against it. Therefore, Conceptual Amendnent 1 was adopted by a
vote of 4-3.

9:58: 47 AM

REPRESENTATI VE SADDLER again objected to the late hearing and
| ack of public testinony.

9:59: 28 AM

CO- CHAIR PARI SH noved to report CSHB 156, Version 30-LS0602\U
Wal | ace/ Shut t s, 5/ 13/ 17, as anmended, with i ndi vi dual
recomendati ons and attached fiscal notes. There being no

obj ection, CSHB 156(CRA) was reported out of the House Community
and Regional Affairs Standing Conmttee.
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10: 00: 26 AM

The commttee took an at-ease from 10:00 a.m to 10:02 a. m

10: 02: 57 AM

CO CHAI R PARI SH, upon the request of Co-Chair Fansler, restated
the notion to report CSHB 156(STA) from commttee so that it
would reflect that it would be acconpanied by one existing
fiscal note and one fiscal note still to be drafted, at the
request of Representative Saddl er.

CO- CHAIR FANSLER ascertained that no one objected to the
clarified notion; therefore, it was so ordered.

10: 03: 42 AM

CO CHAI R PARI SH noved that both co-chairs of the House Comrunity
and Regional Affairs Standing Coommittee be del egated the duties
and responsibilities in AS 24.08.060(a) during regular and
speci al sessions of the Thirtieth Al aska State Legislature. He
stated that this delegation remains in effect until w thdrawn by
the conmittee.

REPRESENTATI VE SADDLER obj ect ed.

10: 04: 05 AM

The commttee took a brief at-ease at 10:04 a. m

10: 04: 40 AM

REPRESENTATI VE SADDLER spoke to his objection. He offered his
understanding that such a notion "illegitimately allows the
[chair] ... to introduce as a commttee bill any legislation

that they would like to see introduced as a conmttee bill,
regardl ess of whether the nenbers of this body agree to it or
not." He opined that this violates several citations in Mason's
Manual , including that "a commttee cannot nmake an effective or
bi nding vote unless it has a nmeasure before it" and "cannot vote
appropriately if it does not know the inpact of an amendnent.”
Representative Saddler stated that the inport of the notion
before the committee is that it would allow the chair to

introduce a bill as a commttee bill wthout each nenber of the
commttee being able to nmake a decision regarding the specific
bill, knowing the inpact of the bill, and "having the option to
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vote on that bill." Representative Saddler reiterated his
obj ecti on.

10: 06: 14 AM

REPRESENTATI VE SADDLER cal |l ed a point of order on the notion.

CO CHAIR FANSLER ruled that the notion is a proper one to be
made and to bring to a vote.

REPRESENTATI VE SADDLER appeal ed the decision of the chair.

10: 06: 29 AM

A roll call vote was taken. Representatives Drumond, Westl ake,
Parish, and Fansler voted in favor of sustaining the ruling of
the chair. Representatives Saddler, Talerico, and Rauscher
voted against it. Therefore, the ruling of the chair was
sustai ned by a vote of 4-3.

10: 07: 22 AM

REPRESENTATI VE SADDLER asked for a witten copy of the notion.

10: 07: 44 AM

REPRESENTATI VE PARISH stated that the notion to grant the
authority under the statute provided is proper and is a step
"above and beyond what has been done by previous chairs in the
Al aska State Legislature.™ He said the custom has been for
chairs to have the opportunity to introduce conmmttee bills
without any formal [notion] as is being nmade before the
conmittee now.

10: 09: 21 AM

REPRESENTATI VE SADDLER remarked that the statute does allow the
commttee chair to introduce legislation, but said "that is
predi cated upon the know edge, assent, and action of the nenbers
of the commttee." He opined that the notion violates "the
spirit of this,” if now the |aw He rem nded nenbers, "Wat
goes around does cone around.”

10: 10: 00 AM

REPRESENTATI VE WESTLAKE cal | ed for the question.
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10:10: 12 AM

The commttee took a brief at-ease at 10:10 a.m

10: 10: 45 AM

CO CHAIR FANSLER reiterated the notion to delegate to both co-
chairs of the House Community and Regional Affairs Standing
Committee the duties and responsibilities in AS 24.08.060(a)
during regular and special sessions of the Thirtieth Al aska
State Legislature and to keep the delegation in effect until
wi t hdrawn by the comm ttee.

10: 11: 05 AM

A roll call vote was taken. Representatives Drumond, Westl ake,
Pari sh, and Fansl er vot ed in favor of t he not i on.
Representati ves Rauscher, Saddler, and Talerico voted against
it. Therefore, the notion passed by a vote of 4-3.

10:12:45 AM

ADJ QURNMVENT
There being no further business before the conmttee, the House

Community and Regional Affairs Standing Conmmittee neeting was
adj ourned at 10:13 a. m
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