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Fai r banks, Al aska
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ACTI ON NARRATI VE

3:35:23 PM

CHAIR CLICK BISHOP called the Senate Community and Regional
Affairs Standing Commttee neeting to order at 3:35 p.m Present
at the call to order were Senators Stednan, Gardner, Hoffman,
and Chair Bishop.

SB_39- MUNI ENERGY | MPROVEMNT ASSESSMNTS/ BONDS

3:36: 53 PM
CHAI R BI SHOP announced SB 39 to be up for consideration.

SENATOR JOHN COGHI LL, Alaska State Legislature, sponsor of SB
39, introduced the legislation speaking to the foll ow ng sponsor
st at enent :

Senate Bill 39 would set up a system to allow
muni cipalities and comercial property owners to
participate in a Comrercial Property Assessed
Clean Energy (C PACE) finance program The Act
allows nunicipalities to assess a C-PACE fee to a
commercial property owner's annual property tax
bill to repay a PACE loan by a third party such as
a commer ci al bank or t hr ough a program
adm ni stered by the borough.

Using a successful program from Texas, this
| egislation sets forth a boiler plate system for
creating PACE prograns requiring a description of
qualified projects, description of the boundaries
of a region within the borough, a description of
third party programs or nunicipal funding of
qualified projects, description of f ees for
muni ci pal assessnments for third party |oaners, a
requirenent for witten contracts, and public
notice and public hearing to establish a PACE
program
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Creating a uniform process and requiring witten
contracts between all parties will give credibility
to the program and, as experienced in Texas,
comer ci al banks are nore wlling to finance
qualified projects with low interest rates and
nore assurance that the loans will be paid.

Municipalities will be allowed to issue bonds or
notes as a funding source for providing loans. A
second- cl ass borough could establish this
program by regions either areawi de  or non-

areaw de.
The bill prohibits a nmunicipality fromissuing a
permt, license or ot her aut hori zati on  of

property based on a contingency that the person
enter into a PACE contract.

Liens for PACE |oans are paranount to all other
liens except nmuni ci pal tax liens and special
assessnents.

SENATOR COGHILL said this is a voluntary program that is set up
primarily for change-out programs in the Fairbanks area, which
is also under a lot of pressure fromthe particulate nmatter (PM
2.5 air quality issue. Getting natural gas into the Interior is
very inportant just for the air quality issue, let alone for the
quality of life on different fuels. Right now fuel sources are
very close economcally, but by adding the PM 2.5 penalties for
non- conpl i ance, some of the change outs are going to have to
start being inpl enment ed.

SENATOR COGHI LL said this issue was brought to him by the Al aska
Energy Authority (AEA). It is not a new idea; it went through
the |l egislature and ended up at the final gate |ast year.
CHAI R BI SHOP set SB 39 aside until later in the neeting.

SB  9-M LITARY FACI LI TY ZONES

[ CHAI R Bl SHOP announced t he consideration of SB 9.]

3:39: 34 PM

SENATOR JOHN COGHI LL, Al aska State Legislature, sponsor of SB 9,
related that Fairbanks is host to two mlitary bases that have
approved mlitary facility zones. Setting up these facility
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zones entailed the Departnment of Mlitary & Veterans Affairs
(DWA) approving a conprehensive plan that takes nore tine to go
through than a zoning ordinance. This nakes it a |ess valuable
tool for this purpose. So, SB 9 proposes that the DWA does not
have to approve this conprehensive plan. He said these two
issues in SB 9 and SB 39 have a huge inpact on his district, but
t hey woul d be hel pful anywhere else in the state that deals with
mlitary issues.

3:43: 21 PM

CHAD HUTCHI SON, staff to Senator Coghill, said SB 9 deals wth
mlitary facility zones related to the decision to place 54 F-35
aircraft at E elson Ar Force Base. This bill is about
maximzing the benefits for the local conmmunity and the
surrounding areas next to a mlitary installation - nore is

going on than just the F-35s - particularly in the Interior.

He said sone of the action points in the presentation canme from
t he Fairbanks Tiger Team nmade up of Senator Murkowski, Senator
Sul l'ivan, and Congressman Young's office, Fairbanks North Star
Bor ough Mayor Karl Kassel, Fairbanks Mayor Jim Matherly, and the
North Pole Mayor, Bryce Ward. Other representatives include the
Chanber of Commerce and the Fairbanks Econom c Devel opnent
Cor porati on headed by Ji m Dawson.

3:45:19 PM
MR. HUTCHI SON said the F-35 is a thirsty aircraft and a |ot of
communities will benefit by having refueling facilities for it.

He added that the mlitary industry is an inportant part of the
Fai r banks econony generally, but it also affects other areas of
the state. The ones getting the attention now are Eielson Ar
Force Base and Fort Wainwight that just received the Apaches
and the Gey Eagle Squadron, which is the unnmanned aeri al
vehicle that houses the Long Range Discrimnation Radar (LRDR).
Fort Geely also has 14 new mssile interceptors. Al these
facilities wll be a potential benefit to Delta, to Anderson,
Fai rbanks, North Pole, and a lot of communities around Joint
Base El nendorf-Ri chardson (JBER).

He displayed slides of planned mlitary construction projects
given to them by the Arny Corps of Engineers (ACE) saying their
nunber illustrates the need to nove quickly, because there is a
short wi ndow in 2017 in which to maxim ze the benefits.

3:47:40 PM
He explained that mlitary facility zones are designated areas
established by the Departnent of Mlitary and Veteran's Affairs
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(DWA), wusually close to a mlitary installation, with the key
pur pose of ensuring that the industrial and econom c devel opnent
capacities in the surrounding area are nmaximzed to the greatest
extent possible. If the project is deened to be helping the
greater mlitary mssion, it can open up public and private
financing, credit guarantee progranms, and grants in those zones.

MR. HUTCHI SON explained that the DWA considers a nunber of
di fferent factors in the applications from the | ocal
communities; one of them has to do with the conprehensive plan.
The last time the Fairbanks North Star Borough did a
conprehensive plan was in 2005, which was before mlitary
facility zones were analyzed. The problem with conprehensive
plans is that they are resource-intensive and take a lot of tine
and the wi ndow of opportunity now is very limted. The suggested
change adds the four words: “or |ocal zoning ordi nance” because
they are quicker than conprehensive plans and wll be a better
fit for the window of time needed to maximize this benefit for
the $561 mllion allocated nmilitary construction spending in
Sept enber 2016.

3:50:43 PM
CHAI R BI SHOP said he would hold SB 9 for a future hearing.

3:51:58 PM

JIM  DODSQON, Fai r banks Econom ¢ Devel opnent Cor por ati on,
Fai r banks, Al aska, said he supported SB 9. Not only does the
current statutory authority cause undue tinme constraints, he
said, but it also causes nobney constraints that no one has to
take. In an effort to be nore efficient and diversify the
econony, they support the bill.

3:52: 54 PM
SENATOR GARDNER asked if there is any opposition to this bill.

MR. HUTCHI SON said he wasn’t aware of any.

3:53:22 PM

JEFF STEPP, staff to Karl Kassel, Myor of the Fairbanks North
Star Borough, Fairbanks, Al aska, supported SB 9. He said the
statutory authority for municipalities and the DWA to create
mlitary facility zones was established in HB 316 by the 27th
Legislature in 2012. By design these zones are designated areas
in close proximty to a mlitary installation where increased
i ndustri al activity, econoni ¢ devel opnent, wor kf or ce
devel opnent, or training and educational activities wll
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directly enhance the base's ability to fulfill its mssion. That
is what nmakes them so appealing to a comunity.

Pronoti ng expansion of infrastructure, such as Civil Defense and
Honel and Security, can encourage increased private sector
activity near these installations opens the door to state and
federal business developnent tax credits, |oans, and other
funds. So, mlitary facility zones can help facilitate economc
grow h and devel opnent in comunities, regions, and the entire
State of Alaska. The synergy created by shared know edge and
| everaged resources focused on these common concepts and goals
can yield greater benefits for both the conmmunity and the
military.

MR. STEPP said the reason adding the |anguage about planning and
zoning to this particular legislation is so inportant is that
currently a mlitary facility zone nust be determned to be
consistent with the conprehensive plan for the area and those
have broad | and use designations and a wide variety of goals and
policies. Mlitary facility zone designation proposals are site-
specific locations, which are generally snmaller in scale than
the broad generalized categories of different types of future
land use listed in conprehensive plans. Site selection for a
mlitary facility =zone 1is intended to be optimzed for
civilian/mlitary interface and public/private partnerships.

He explained that conprehensive plans address a w de range of
| and use elenents, and many Alaska communities including the
Fai rbanks North Star Borough have plans that are outdated and
did not anticipate a |land-use type such as mlitary facility
zone designation and/or do not address mlitary facilities, and
sonetimes not even econom ¢ devel opnent at all. Unfortunately,
the process to anend a conprehensive plan is lengthy and can be
expensive and often difficult.

MR. STEPP said that zoning, however, is a regulatory tool that
identifies the appropriate use of each specific parcel of I|and
and the applicable process for obtaining a land use permt.
Zoning regulations are required to be adopted in accordance with
| ocal conprehensive plans. Zoning is a better, quicker, nore
specific method for a comunity to evaluate a specific
devel opnment proposal, a building site plan, or a mlitary
facility zone by applying the detailed standards that are found
in both |local zoning regulations and the mlitary facility zone
legislation. Geater flexibility in how to qualify for the
mlitary facilities zone designation provides comrunities around
the state and the Fairbanks North Star Borough with nore |oca
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control to decide the best |ocation and process for determning
conpatibility. That is why this legislation is inportant to
t hem

3:58: 04 PM

BOB DCLE, Deputy Comm ssioner, Departnment of MIlitary & Veterans
Affairs (DWA), said he supported SB 9 and that since the
passage of the original bill they have had "exactly zero
applicants for these sorts of zones." They believe the tinme and
expense it takes to get one authorized is why Alaska doesn't
have mlitary facility zones. This neasure provides a way to
make it happen faster, is an opportunity to diversify the
econony, and makes Alaska's bases nore cost-effective and
vi abl e.

3:58: 53 PM
SENATOR MACKI NNON j oi ned the conmm ttee.

CHAIR BISHOP closed public testinony on SB 9 and held it in
commttee for future consideration.
#

SB 39- MUNI _ENERGY | MPROVEMNT ASSESSMNTS/ BONDS

CHAIR Bl SHOP returned attention to SB 39 and invited Ms. Mbss to
review it for the commttee.

RYNNI EVA  MOSS, staff to Senator Coghi I I, Al aska State
Legislature, said this bill adds extra powers to honme rule
muni ci palities and first and second class boroughs. It allows
them to establish comrercial properties as clean energy
prograns. It is conpletely voluntary. It creates a system that
was nodeled after Texas that makes each Commercial Property
Assessed Clean Energy (C-PACE) uniform in the state, naking it
nore attractive to bonding, federal grants, comrercial banks,
and conmmerci al | oans.

4:01: 01 PM

It allows a comercial facility to borrow noney wth nore
attractive terns to make it nore energy efficient. The |oan
paynents are collected through the tax assessor's office and are
paid to the | oan provider whether it be the nunicipality or the
conmer ci al bank.

She explained that there are witten contracts between all

parties and the holder of the nortgage is required to sign off
on approval of the C PACE |oan, because it bunps the nortgage
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holder's lien below it, which makes it paranount to all liens
except for municipal tax |iens and ot her special assessnents.

M5. MOSS said the encunbrance follows the real estate and not
the owner. When the property is sold the remaining assessnments
for the loan go with the property.

4:03:21 PM
At ease

4:04: 20 PM
CHAI R BI SHOP opened public testinmny on SB 39.

4:04: 41 PM

SEAN SKALI NG Assistant Executive Director and Energy Policy
Director, Al aska Energy Authority (AEA), supported SB 39. He
said that Ms. Mss gave a great introduction and that GC- PACE
knocks down barriers that ~currently exist for commercial
buildings to beconme nore energy efficient. It has voluntary
paynment back through the tax assessnent.

He said it would be helpful to go through a scenario of how this
woul d work, and asked them to picture a commercial building in
their community that got a comercial energy audit through the
Al aska Energy Authority some years ago and had hit the wall he
is tal king about. This legislation may hel p them break through.

Using fictitious average nunbers, he supposed that sone
comercial property owners were unconfortable with the anmount of
nmoney they were putting into their electric and heating bills
and hired an energy auditor to conme back with a |list of things
to do, what each different neasure mght cost, and the energy
saved - so, a line-by-line savings and payoff on each energy
measure. This exanple wll save 30 percent on energy bills,
which is a fairly typical nunber. If this property owner had
cash, he would probably pay for the inprovenents, because it is
a great return on investnment with an average payback period of
Si X years.

But if they want to get a loan, they go to the bank and get a
four-year term Once the efficiency nmeasures are conducted the
building is saving 30 percent on energy every day, but the
payback tinme of four years adds up to nore than what he was
paying originally. So, there is a benefit to stretching out the
| oan payback tine in that the neasure could nake the cash flow
positive i medi ately.
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Foll owi ng the scenario through, the owners of the building also
think they mght be growing out of their space within three
years, and for that and a couple of other reasons they aren't
confortable making the energy efficiency inprovenents. So they
continue paying the higher energy bills for three years, sel
the buil ding, and the new owner cones in; and he is still paying
the higher bills. That noney is going out of that building and
essentially out of the community to pay for the fuel and energy
costs.

MR. SKALI NG explained that CPACE will allow banks to be nore
confortable in mnmeking |oans because they go through a set
process and they can be confortable enough with the energy
savings that can be used to pay back the loan. So, they can
offer nore attractive loan terns that will stretch out the |oan
period and nake the cash flow positive on day-one after the
energy efficiency inprovenents are conpl et ed.

Anot her concern was noving out of the building in three years,
but now both the benefits of the efficiency and the paynent is

connected to the building. So, the next property owner will own
the building and continue paying the loan through his property
tax bill. But they wll also be getting the benefits and

probably have only a couple nore years of paynents before being
able to get all of the energy savings benefits.

MR. SKALING said energy efficiency and alternative energy are
available and it nust be affixed to the building and therefore
be sold with the building. HVAC heating and cooling systens are
one of the nore common and nore expensive neasures that offers a
ot of savings along with lighting controls and nore efficient
not or s.

The nbst common alternative energy systens are air or ground
source heat punps, solar, and fuel swi tching. Those industries
enploy a lot of local folks in the energy supply community. The
debt gets paid through the local city assessor's office, which
t hen pays the investor or bank back.

4:10: 20 PM

C- PACE progranms have been enabled in 33 states; Alaska' s is
nodel ed after Texas', which has been very successful wth about
a dozen municipalities exercising PACE. It is a win-win all the

way around. Property owners will pay lower utility bills; the
property is inproved with a better work environnent; there is
less risk, and lenders will issue new |oans that they may have

not issued otherwise; and the process is consistent statew de
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once this is enabled. Contractors and vendors do nore | ocal
hiring and are "schooled-up” on best practices and new
t echnol ogi es.

4:11: 25 PM

GENE THERRI AULT, Alaska Energy Authority (AEA), Fairbanks,
Al aska, said he |ooked into progranms that allowed states to help
their constituents wth energy inprovenents and financing
options for them He identified a couple of funding sources at
the Rural Uilities Services (RUS), a division at the US.
Department of Agriculture. He said a lot of utilities in Al aska
have been in the past or are currently RUS-eligible. One is
called the Energy Efficiency and Conservation Loan Program
(EECLP). The source of noney available through this program has
an interest rate of 2.5 percent for 10-years. Lending that noney
out to comrercial property nakes the interest rate go up to 2.8
percent. This is relatively low interest noney that can be nade
avai l abl e to businesses in Al aska to make these inprovenents.

4:13: 06 PM

One thing the EECLP Programis looking for in their regulations
is a nmechanismthat helps assure that default rates are |ow, and
the C-PACE Programis one such nechanism Last year when AEA was
wor ki ng this piece of legislation they corresponded with the RUS
and told them about the specifics of the proposed |egislation
and got a letter fromthem basically saying that they understood
t he PACE nmechanism and it would be attractive to them as far as
soneone neking application to get access to the EECLP source of
noney. The EECLP programis part of RUS s ongoing yearly budget,
so if the federal budget gets refreshed it gets about $250
mllion per year. From discussions wth RUS personnel he has
found that the fund is under-utilized, and they are interested
in working with states to help constituent groups tap into it as
a fundi ng source.

4:14: 24 PM

MR. THERRI AULT said he becane aware of a second program that was
just funded in Cyl6, although it had been on the RUS books for
several years and that is the Rural Energy Savings Program
(RESP). Unlike EECLP it requires a congressional appropriation

An appropriation was passed in Decenber 2015, ultimately about
$50 million was made avail able nationwide. The interest rate on
that source of funding is very attractive. For qualifying state
entities and utilities, the interest rate is zero. Wen it gets
lent out to the commercial property owner through the | ocal

government a little bit can be added to cover the [ ocal

expenses. The regulations for that specific program tal k about
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any additional repaynment nechanisns that denonstrate or have
denonstrated appropriate risk mtigation features. Because the
| ocal governnent uses its full collection power that it applies
to its property taxes and general government assessnments to
collect the PACE obligation, default rates nationw de are under
1 percent.

4:17:10 PM
At ease

4:17: 34 PM

BRI TTANY SMART, Special Assistant to Fairbanks North Star
Bor ough Mayor, Fairbanks, Al aska, said Fairbanks continues its
support for SB 39 and is very eager to use it as a tool to help
with their natural gas conversions to help mtigate its air
qual ity issues.

CHAI R BI SHOP cl osed public comment on SB 39 and held the bil
for a future hearing.

4:18: 32 PM
CHAI R BI SHOP adj ourned the Senate Community and Regional Affairs
Standing Commttee neeting at 4:18 p. m
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