SENATE FI NANCE COWM TTEE
March 2, 2017
9:02 a.m

9:02:46 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 9:02 a.m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co- Chair
Senat or Anna MacKi nnon, Co-Chair
Senator Cick Bishop, Vice-Chair
Senat or Donny d son

Senat or M ke Dunl eavy

Senat or Peter M cciche

Senat or Nat asha von | mhof

VEMBERS ABSENT

None

ALSO PRESENT

Gene Therriault, Energy Policy Assistant, Alaska Energy
Aut hority.

PRESENT VI A TELECONFERENCE

Brenda Applegate, Controller and Assistant CFO Al aska
I ndustrial Devel opnent and Export Authority (AIDEA); John
Spri ngst een, Chi ef Executive Oficer and Executive
Director, Al aska | ndustri al Devel opnent and Expor t
Aut hority, Department of Commerce, Conmunity and Econom c
Devel opnent .

SUMVARY
SB 57 Al DEA: DI VI DEND TO STATE; | NCOVE; VALUATI ON

SB 57 was HEARD and HELD in commttee for further
consi derati on.

#sb57



SENATE BI LL NO. 57

"An Act relating to the dividends from the Al aska
| ndustrial Devel opnent and Export Authority; relating
to the neaning of 'mark-to-market fair value,' 'net
inconme,' 'project or developnment,' and 'unrestricted
net inconme' for purposes of the Al aska Industrial
Devel opnent and Export Authority; and providing for an
effective date."

Co-Chair MacKinnon introduced tw guest pages: Meadow
St anl ey and Mai sy Messi ng.

9:04: 21 AM

GENE THERRI AULT, ENERGY PCLICY ASSISTANT, ALASKA ENERGY
AUTHORI TY, (AEA) di scussed t he Power Poi nt " Al aska
Devel opnent Finance Authority; SB 57 Proposed Language
Changes to Mdernize AIDEA's Dividend Statute" (copy on
file).

M. Therriault highlighted slide 2, "ADEA s Dividend:
Hi story, Goal, Statutory Language, and Two Accounting
Problems Working to Fix." The goal was to bring stability
and predictability to the Al aska Industrial Devel opnent and
Export Authority (AIDEA) dividend cal culation. He remarked
that there were two current problens. The market val uation
issue was triggered by sone new general accounti ng
standards rules. The dividend penalty dealt with infrequent
ri ght-downs of projects funded with outside sources.

M. Therri aul t addressed slide 3, "Dividend Statute
Language Needs Modernizing, As Accounting Rules Have
Evol ved Over Tine":

3 Accounting Transaction Types, 3 Causes Dividend
Pr obl ens:

1. Entries from “real transactions” that actually
occurred, they are historic in nature. Exanples:
booki ng what was paid for an asset, revenue that is
generated, payroll that is paid, taxes paid, what was
cash received and why, etc.

2. Entries from “estimates and all ocations”. Exanples:

booki ng depreciation and anortization expenses which
recogni zes and records that an asset used up sone of
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it estimated useful life over the period of
oper at i ons.

3. Entries from “market value adjustnments”. These are
entries related to transactions that didn't happen,
but, AIDEA nust record them for the audit as though
they did to conply with GA S.B. and have a G A A P.
audi t . (SB 57 proposes to update the existing
“excluding.” statutory |anguage and renove G A S. B
“mar ket val ue” inmpacts on the AIDEA dividend
cal cul ation) Exanple: booking the gain or |oss that
would have resulted from selling your rmarketable
securities on the last day of the year (GASB 31).

M. Therriault |ooked at slide 4, "Sec. 44.88.088. Paynent
of dividend to state":

The Pertinent Language:

The authority shall adopt a policy for paynent of a
di vidend...to the state each fiscal year.

The amount of the dividend payable... may not be |ess
than 25 percent nor nore than 50 percent of the net
income .for the base fiscal year...

“net incone" neans the change in net position, or the
equi valent term under generally accepted accounting
principles, .. as set out in the audited financial
statenents of the authority for the base fiscal year,
excluding anmounts attributable to intergovernnental
transfers, capi tal contri butions, grants, or
i mpai rment | osses on devel opnent projects financed
under AS 44.88.172;

M. Therriault highlighted slide 5, "D vidend Problem 1
“Mar ket Val ue” Adjusting Entries":

Probl em 1:

1. GA AP keeps evol vi ng, requiring
booki ng/ recording “nmarket value” adjusting entries.
Essentially, act |ike sonething happened that didn't
happen, and book it as though it did...

2. The result: AIDEA's “net incone” sw ngs, sonetinmes
materially, which nmeans the State’'s dividend sw ngs
sonetines materially year-over-year, SB 57 wll
correct this.
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3. Utimately, the dividend paynent is a cash based
transaction. (Paying it when cash hasn’'t been earned
is a problem-- for AIDEA. Not paying it when cash has
been earned is a problem-- for the State.)

M. Therriault addressed slide 6, "Problem 1 Analogy of
" Market Value' Entries Inpacts.”

M. Therriault |ooked at slide 7, "Mney Based Tax Payer
Anal ogy. "

M. Therriault highlighted slide 8, "Form 1040 Inpact
Anal ogy." He showed an exanple of a 10-40 tax form He
stated that the exanple suggested that the individual had
wages of $100,000, sone investnent inconme, dividends, and
the bottom showed a total of $109,000 net income. That
nunmber would then go into their tax calculation, and wite
a check to the federal governnent.

M. Therriault discussed slide 9, "GASB Statenments 31, 68,
72, and 75." He stated that the slide showed what woul d be
required of that individual based on the AIDEA dividend s
current accounting rul es.

M. Therriault |ooked at slide 10, "Form 1040 Anal ogy — Add
GASB | npact s":

(Now adjust your 1040 total inconme as if “GASB Type”
adj ust ments were required at year-end)

Senator von Inhof remarked that the gains could not be
recorded when the asset was sold. M. Therriault deferred
to Ms. Applegate for accounting information.

9:10: 07 AM

BRENDA APPLEGATE, CONTROLLER AND ASSI STANT CFO,  ALASKA
| NDUSTRI AL DEVELOPMENT AND EXPORT AUTHORITY (AIDEA) (via
t el econf erence), agreed wth Senator von | mhof. She
explained that the unrealized gains and |osses becane an
adjustnment to the carrying basis of those investnments going
forward. She stated that there would be a realized gain or
| oss on the books when the investnent was sold, which would
be the difference between what was actually paid for the
i nvest nment and the sales pr oceeds. The unrealized
difference would flow back to the wunrealized gains and
| osses in the year of sale.
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Senator von | nhof surm sed that the changes would result in
a large gain with a significant appreciation of an asset
over tine and a large dividend. M. Applegate replied in
the affirmative.

Senator von | mhof wondered how the elimnation of the four
GASB rules would "smooth out" the dividend over tine. M.
Appl egate replied that it would allow for paynent of a
dividend on the available cash for the dividend, rather
than the paper gains and |osses that would fluctuate over
time. She remarked that there could be a large gain on an
appreci ated marketabl e security, but it would be real cash.

JOHN SPRI NGSTEEN, CHI EF EXECUTIVE OFFI CER AND EXECUTI VE
DI RECTOR, ALASKA | NDUSTRI AL DEVEL OPMVENT AND EXPORT
AUTHORI TY, DEPARTMENT OF COMVERCE, COVMUNITY AND ECONOM C
DEVELOPMENT (via teleconference), furthered that the change
woul d allow for nore predictability and better planning.

M. Therriault addressed slide 11, "SB 57 Inpact To 1040
Anal ogy":

The “market value” wunrealized adjustnents would be
excl uded from “Net I|ncone.”

Senator M cciche remarked that the GASB rules was rel ated
to transparency, and stressed that changing the rules
elimnated some of the transparency for the public. He,
however, understood that the changes woul d nmake the process
easier for AIDEA. He queried an explanation to the public
of the reason for "sidestepping” the nbst recent GASB
recomendations for recording the transactions. M .
Therriault replied that Al DEA would continue to follow the
rules in order to get its audited financial statement. He
stated that the change was to the statute that instructed
AlDEA how to calculate the dividend. He remarked that the
| egislature would instruct AIDEA on what nunber to run
through the dividend calculation. He pointed out that the
request was to change the dividend calculation to true cash
rather than an inflated or artificially deflated nunber.

9:16: 11 AM

Vice-Chair Bishop surmsed that the attenpt was utilize
actual dividends to achieve a "snoothing" affect; rather
than addressing the "peaks and wvalleys" in order to
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calculate a dividend. M. Therriault agreed, and furthered
that the next two slides would help illustrate Vice-Chair
Bi shop's conment.

M. Therriault discussed slide 12, "AIDEA's Net Incone,
Pre-G A S.B. 31 “Market Value” Adjusting Entries."” He noted
that the graph line noved up and down depending on the
amount of Al DEA activity.

M. Therriault highlighted slide 13, "GASB 31 Inpact to Net
I ncone."” He remarked that the graph had the inpact of GASB-
31 overlaying the current situation. He noted that,
starting in 1998 at the initiation of GASB, there was a
suggestion that the true net incone was artificially |ow
The GASB rule had artificially inflated the true net
i ncone. He furthered that the rule also sonetines
artificially depressed the true net inconme. The peaks and
vall eys were getting steeper over time. He stressed that
the GASB rule would be followed to produce the audited
financi al statenent.

M. Therriault addressed slide 15, "Dividend Problem 2:
“Di vidend-Penal ty” Effect Adjusting Entries":

Probl em 2:

1. Wen the value of a project has been determned to
have been permanently reduced, GAAP requires
recording an adjusting entry between the Bal ance Sheet
and the Incone Statenment to reduce sone or all of the
value of an asset or a project from A DEA s Bal ance
Sheet .

2. The resulting entry reduces net incone. The
consequence could either reduce the State's dividend
froma project it funded or have AIDEA adjusting its
dividend calculation to offset the reduction in
proj ect val ue.

3. Thus, there could be up to a 25 percent to 50
percent “dividend penalty” from an adjusting entry. SB
57 will correct this.

9:21: 04 AM

Senator M cciche noted that there would be a feasibility
study, instead of an actual "environnental inpact study”
(EI'S). M. Therriault agreed.
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Senator M cciche wondered whether the reference to GASB-68
and GASB-75 was nerely for exanple purposes. He wondered
whet her those rules had an inpact on AIDEA. M. Therriault
replied that they would have an inpact on AIDEA He
deferred to Ms. Appl egate.

Ms. Appl egate furthered that AIDEA had inpl enmented GASB-68
She expl ained that Al DEA was part of the Public Enpl oyees’
Retirement System (PERS). She remarked that, as enployer
under the state, AIDEA had a portion of the pension costs
and were required to follow the same accounting guidelines
as the rest of the state. She expl ained that Al DEA recorded
a portion of the pension expense that was cal cul ated under
GASB- 68, and reduced the dividend anount. She explained
that GASB-75 was the other post-enploynent benefits
portion.

Senator Mcciche assumed that the state had carried the
enpl oynent burden, and opposed to AIDEA carrying that
burden i ndividually.

9:23:11 AM

M. Therriault discussed slide 16, "Hypothetical State
Funded Non-172 Project, if Stopped, Inpact to “Net I|ncone”.
He remarked that should AIDEA have witten off the project
in FY 16, the graph displayed the situation.

M. Therriault |ooked at the Sectional Analysis (copy on
file):

Section 1: Section 1 anmends AS 44.88.088(b) to include
a definition for “mar k-t o- mar ket fair val ue”
adj ustnents that are mandated by the General
Accounting Standards Board (GASB) and Generally
Accepted Accounting Principles (GAAP). It then adds
these adjustnments and noncash accounting entries
relating to pension obligations and benefits to the
existing statutory Ilist of itens that are to be
excluded from “net incone” prior to calculation of
AIDEA's dividend to the state treasury.

Section 1 also adjusts the existing scope of project
| osses that are to be excluded from the definition of
AIDEA's statutory net inconme (dividend base). The
Legi sl ature previ ously i nstructed t hat anount s
attributable to intergovernnental transfers, capita
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contributions and grants were to be excluded so as not
to inpact the dividend base. Additionally, |osses on
devel opnent projects financed under AS44.88.172 were
al so excluded. However, the prior policy instruction
did not anticipate periodic wite offs for projects
financed outside of AS44.88.172 with funds from non
Al DEA sources. In these limted cases, project |osses
would affect AIDEA financial statenent net incone
whi ch could, in turn | ower the cal cul ated divi dend.

Fi nal |y, Section 1 applies t he mar k-t o- mar ket
adj ust rent, noncash pension and other postenploynent
benefit adjustnments and redefined project | oss

excl usi ons discussed above to all AIDEA funds subject
to the dividend statute to renbve unnecessary
volatility fromthe yearly dividend.

Section 2: Section 2 provides for an inmediate
effective date.

9:27: 38 AM

Senat or M cciche understood the purpose of the bill, and
expressed support for the legislation. He remarked that the
bill expanded AIDEA's categories of pr oj ects. M .

Therriault replied that the changes acknow edged that there
had been additional funds added over the years, so those
funds were added to the list. He deferred to M.
Springsteen and Ms. Appl egat e.

M. Springsteen agreed with M. Therriault.

Ms. Applegate stated that the current dividend statute
applied to projects financed under the Section 172 statute.
She stated that AIDEA had been participating in projects
that did not fit into the Section 172 statute, so there was
a desire to include the projects in the bill |anguage.

9:29: 34 AM
AT EASE

9:32: 09 AM
RECONVENED

9:32:13 AM
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Senat or M cci che wondered whether the purpose of the bill
was to nodernize the dividend statute or to expand the
scope of AIDEA's ability to participate in energy projects
up to and including existing facilities in the state. M.
Therriault replied that the bill allowed for predictability
to the calculation of the dividend. The bill did not expand
AIDEA's authority to participate in any projects beyond the
current statutes.

Co-Chair Hoffman | ooked at line 5 and line 23, on page 2,
and wondered why inpairnment was excluded. M. Therriault
deferred to Ms. Appl egate.

Ms. Applegate explained that the word, "losses" was
intended to include inpairnment. She furthered that AlDEA
would also like to capture within the word, "losses" was

related to whether AIDEA were to sell a project at a |oss.
The inpairment | oss would be on a separate line itemfroma
| oss on the sale of an asset.

Co-Chair Hoffman noted that the Arctic Infrastructure
Devel opnent Fund listed AS 44.88.810, and that sane fund
was defined later in a different statute. He queried those
differences in definition. M. Therriault replied that the
first one was an overall acknow edgenent of the overall
section of statute that set up the program The other was a
specific project as listed in the section.

Co-Chair MacKi nnon remarked that AS 44.88.900 was a |ist of
definitions in statute.

Co- Chair MacKinnon |ooked at page 16, Section 1, AS
44.88. 088 was the actual dividend cal cul ation.

M. Therriault, in response to Co-Chair Hoffrman's question,
| ooked at Section 4 referenced the definition section for
all the investnment tools that AIDEA was given. He expl ai ned
that it was were the definition of a devel opnent project
wi thin each tool.

Senator von Imhof |ooked at slide 13, and felt that the
legislation's intent was relating to the volatility in the
market related to the large fluctuations of assets. She
argued that suggesting the changes would not necessarily
elimnate the volatility, because there would still be cash
volatility. She explained that a financial event was the
point at which the dividend would be paid. She stressed
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that investnents took a long time to mature. She wondered
whet her there was a simulation under the current proposal
M. Therriault deferred to Ms. Appl egate.

Ms. Appl egate agreed to provide that information.

Co- Chair MacKi nnon CLOSED public testinony.

9:39: 40 AM
AT EASE

9:40: 13 AM
RECONVENED

SB 57 was HEARD and HELD in conmmittee for further
consi derati on.

#
ADJ QURNVENT
9:40: 35 AM

The neeting was adjourned at 9:40 a. m

Senat e Fi nance Comm ttee 10 03/02/17 9:02 A M



