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IN TO OFFICE: 10P

Finance Committee considered SENATE BILL NO. 73
SB 73 AIDEA AUTHORITY TO ISSUE BONDS

“An Act relating to the authority of the Alaska Industrial Development and Export Authority to issue bonds;
and providing for an effective date."

and recommends: Senate Bill:
r? nN.-2 r I M same title
[VT be replaced with CSs P (rtbA ) [“pnew title
[ ] adopt previous Cs_C~r-Cv~rCcvni*r | j [ ] same title
[ ] technical title
[ ] attached amendment(s) [ ] new: SCR #_
[ 1] adopt Letter of Intent by Committee
[ 1 further referral to Committee
NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):
Department Date Fiscal Zero FN# Department Date Fiscal Zero FN#|
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] APPROPRIATION - no fiscal note



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 1

2003 LEGISLATIVE SESSION Bill Version: SB 73
(S) Publish Date: 2/19/03

Revision Date/Time (Note if correction): Dept. Affected: DCED

Title AIDEA Bonding Authority '‘BRU AIDEA (12b,
Component AIDEA

Sponsor Rules

Requester Governor Component No. 1234

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008

Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures
Grants & Claims

Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES (

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2003) cost: 0.0
Mark this box (X) If funding for this bill is included in the Governor's FY 2004 budget proposal:
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate pago if necessary)

ftSPOR(iiD OUT

K'AV 1 8 2(103

fir NAT

FY 2009

0.0

0.0

This legislation extends to July 1, 2007 the sunset of statutory authority for AIDEA to issue bonds that do
not exceed $10 million for development projects. Unless extended, AIDEA's general bonding authority

would sunset on July 1, 2003.

Prepared by: Sara Fisher-Goad. Financial Analyst Phone 907-269-4623
Division Alaska Industrial Development and Export Authority Date/Time 2/11/03 9:06 AM
Approved by: Edgar Blatchford, Commissioner Date 2/11/2003

Agency Department of Community & Economic Development

(Revised 17002 OMBI Page 1of 1
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CS FOR SENATE BILL NO. T3(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION
BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR
A BILL
FOR AN ACT ENTITLED
"An Act relating to the loan participation program of the Alaska Industrial
Development and Export Authority and to regulations of the Alaska Industrial

Development and Export Authority; and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 44.88.085(g) is amended to read:

(g) The authority shall adopt regulations necessary for the following purposes
in connection with its programs for the financing of projects under AS 44.88.155 -
44.88.159:

(1) determination of borrower eligibility;
(2) loan guidelines and terms, including
(A) maximum loan amounts;
(B) required loan-to-value ratios; and
(C) a method for determining loan interest rates [FOR THE

LOANS THAT ARE FINANCED DIRECTLY FROM THE ASSETS OF

-1- CSSB 73(FIN)
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THE AUTHORITY];
(3) characteristics of projects eligible for loans or purchase of loans;
and
(4) the qualifications of loan originators and servicers and the method

of allocating amounts available for the purchase of loans.

* Sec. 2. AS 44.88.155(d) is amended to read:

(d) A loan participation purchased by the authority with assets
enterprise development account or with proceeds of bonds secured by assets of the
enterprise development account

(1) may not exceed $20.000,000 [$10,000,000]; however, in the case
of a loan participation for a power transmission intertie, the loan participation may
exceed $20,000.000 [$10,000,000] with legislative approval;

(2) may not be purchased unless

(A) the project applicant is not, or, if the applicant is not a
single proprietorship, all members of the business enterprise or enterprises
constituting the project applicant are not, in default on another loan made by
the state or by a public corporation of the state; and

(B) at least 10 [20] percent of the principal amount of the loan
is retained by the loan originator;

(3) may not be purchased if the loan to be purchased exceeds 75
percent of the appraised value of the collateral offered as security for the loan unless
the amount of the loan in excess of this limit is federally insured or guaranteed or is
insured by a qualified mortgage insurance company, except that [IN NO EVENT
MAY] the loan to be purchased under this paragraph may not exceed the total of loan
proceeds used lo refinance an existing debt plus the cost of new construction,
expansion, or acquisition unless the proceeds from the additional amounts of the
loan to he purchased are restricted to uses approved bv the authority to finance
commercial activity in the state bv a business enterprise;

(4) may not be purchased if the participation in the loan to be
purchased is for a term longer than the following, except that [IN NO EVENT MAY]

a loan under (A) or (C) of this paragraph may not have a term longer than three-

CSSB 73(FIN) -2-
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quarters of the authority's estimate of the life of the collateral offered as security for
the loan:

(A) 40 years from the date the loan is made in the case of a
loan participation for a project described in AS 44.8S5.900(9)(E);

(B) 50 years from the date the loan is made in the case of a loan
participation for a power transmission intertie;

(C) 25 years from the date the loan is made in the case of a loan
participation for other projects;

(5) may be made only if the participation in the loan to be purchased
contains amortization provisions; the amortization provisions

(A) must be complete and satisfactory to the authority and
require periodic payments by the borrower;

(B) may allow the loan originator to amortize the portion of the
loan retained by the loan originator using a shorter amortization schedule than
the amortization schedule for the portion of the loan held by the authority if

(i) in the authority's opinion, the project financed can
support the increased debt service; and

(if) the accelerated amortization schedule is required to
induce the originator to make the loan;

(6) may be made only if the participation in the loan to be purchased is
in the form and contains the terms and provisions with respect to insurance, repairs,
alterations, payment of taxes and assessments, default reserves, delinquency charges,
default remedies, acceleration of maturity, secondary liens, and other matters the
authority prescribes; and

(7) may be made only if the participation in the loan to be purchased is
secured as to repayment by a mortgage or other security instrument in the manner the
authority determines is feasible to assure timely repayment under the loan documents
entered into with the borrower.

* Sec. 3. AS 44.88.159(a) is amended to read:

(a) The interest rate on a loan participation purchased from the proceeds of

tax-exempt bonds or expected by the authority to be purchased from the proceeds of

-3- CSSB 73(1'IN)
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tax-exempt bonds shall be determined under the regulations adopted by the
authority under AS 44.88.085(g)(2)(C) and shall be not less than [IS EQUAL TO]
the cost of funds to the authority. In this subsection "cost of funds" means the true
interest cost expressed as a rate on tax-exempt bonds of the authority plus an
additional percentage as determined by the authority to represent the allocable

expenses of operation, costs of issuance, and loan servicing costs.

* Sec. 4. AS 44.88.159(b) is amended to read:

(b) The interest rate on a loan participation purchased from the proceeds of
taxable bonds or expected by the authority to be purchased from the proceeds of
taxable bonds shall be determined under the regulations adopted bv the authority
under AS 44.88.085(u)(2)(C) and shall be not less than [IS EQUAL TO] the cost of
funds to the authority. In this subsection "cost of funds"” means the true interest cost
expressed as a rate on taxable bonds, plus an additional percentage as determined by
the authority to represent the allocable expenses of operation, costs of issuance, and

loan servicing costs.

* Sec. 5. AS 44.88.159(e) is amended to read:

(e) The interest rate on a loan participation purchased directly from the assets
of the authority shall be determined under the regulations adopted by the authority
under AS 44.88.085(g)(2)(C). However, the minimum interest rate on a loan
participation purchased from assets of the authority may not be less than the
minimum interest rate determined

(1) under (a) of this section if the project is of a type that could be
funded with tax-exempt bonds; or
(2) under (b) of this section if the project is of a type that could not be

funded with tax-exempt bonds.

* Sec. 6. AS 44.88.159 is amended by adding a new subsection to read:

(f) In determining an interest rate under the regulations adopted by the
authority under AS 44.85.085(g)(2)(C), the authority may determine to disregard the
minimum interest rate required under (a), (b), or (e) of this section for a loan
participation purchased by the authority to resolve lending limits or reserve restrictions

imposed on the financial institution and may instead determine to retain the interest

CSSU 73(FIN) -4-
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rate existing at the time the authority purchases a portion of the loan.
Sec. 7. AS 44.88.900(7) is amended to read:
(7) "loan participation” means the purchase of a portion
a financial institution if
(A) the financial institution has obtained a commitment from
the authority to purchase the portion of that loan before the financial institution
has disbursed money as part of the loan to the borrower: or
(B) the authority determines that purchasing a portion of a
preexisting loan will resolve lending limits or reserve restrictions imposed
on the financial institution bv law or a state or federal regulatory agency,
or bv the financial institution if the internal lending limit or reserve
restriction is acceptable to the authority;

* Sec. 8. This Act takes effect immediately under AS 01.10.070(c).

-5- CSSB 73(FIN)
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SENATE FINANCE
COMMITTEE
Amendment Number:
Bill Number:
Soonson*fofliryb Date:
Amendment Logged In Bv:

Offered in the Senate
By
Page 1, Line 8, following, “bonds’

Insert, “and to a municipal tax exemption for certain assets and projects of the
Alaska Industrial Development and Export Authority"

Paged, Line 5, Add a new section to read:
Sec. 11. Section 19, ch. 117, SLA 2000, is amended to read:

Section 19. Section 3 of this act takes effect July 1, 2012 [2004]

Renumber sections appropriately

1



SENATE FINANCE COMMITTEE
p/t>/2003 COMMITTEE ACTION

Bill Number
Amendment T
Motion gt

Motign by YYb

Objection bv Uilkdrt
Removed
Second Objection by
Committee Member Y Vote N

Senator Olson
Senator Stevens
Senator Taylor
Senator Bunde
Senator Hoffman
Co-Chair Green
Co-Chair Wilken

Tallv
Yea A-
Nay

Absent

MOTION
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CS FOR SENATE BILL NO. 73( )

INTHE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE -FIRST SESSION

BY

Offered:
Referred:

Sponsor(s): SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

ABILL
FOR AN ACT ENTITLED

"An Act relating to powers of the Alaska Energy Authority to acquire a coal-fired
electric generation project from the Alaska Industrial Development and Export
Authority, to exemption from the State Procurement Code for contracts related to a
coal-fired electric generation project that the Alaska Energy Authority acquires from
the Alaska Industrial Development and Export Authority, to the loan participation
program of the Alaska Industrial Development and Export Authority, to regulations of
the Alaska Industrial Development and Export Authority, and to the authority of the
Alaska Industrial Development and Export Authority to isste bonds; and providing for
an effective date.”

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 36.30.850(b) is amended by adding a new paragraph to read:

(44) contracts of the Alaska Energy Authority for a coal-fired electric

_ 1 CSSB 73( )
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generation project acquired from the Alaska Industrial Development and Export
Authority that qualified for federal financial participation under P.L. 99 - 190, as
amended.

* Sec. 2. AS 44.83.080 is amended by adding a new paragraph to read:

(16) to acquire, by purchase or lease, a coal-fired electric generation
project owned by the Alaska Industrial Development and Export Authority that
qualified for federal financial participation under P.L. 99 - 190, as amended.

*Sec. 3. AS 44.88.085(g) is amended to read:

(9) The authority shall adopt regulations necessary for the following purposes

in connection with its programs for the financing of projects under AS 44.88.155 -
44.8S.159:
(1) determination of borrower eligibility;
(2) loan guidelines and terms, including
(A) maximum loan amounts;
(B) required loan-to-value ratios; and
(C) a method for determining loan interest rates [FOR THE
LOANS THAT ARE FINANCED DIRECTLY FROM THE ASSETS OF
THE AUTHORITY];
(3) characteristics of projects eligible for loans or purchase of loans;
and
(4) the qualifications of loan originators and servicers and the method
of allocating amounts available, for the purchase of loans.

* Sec. 4. AS 44.88.095(g) is amended to read:

(9) Before July 1, 2007 [2003], the authority may issue bonds in an amount

greater than $10,000,000 to assist in the financing of a development project under
AS 44.88.172 - 44.88.177 only with legislative approval. Beginning July 1, 2007
[2003], and thereafter, without prior legislative approval, the authority may not issue
bonds, except refunding and conduit revenue bonds.

* Sec. 5. AS 44.8S.155(d) is amended to read:

(d) A loan participation purchased by the authority with assets of the

enterprise development account or with proceeds of bonds secured by assets of the

CSSB 73( ) 2
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enterprise development account

(1) may not exceed $20.000.000 [$10,000,000]; however, in the case
of a loan participation for a power transmission intertie, the loan participation may
exceed $20.000.000 r$10,000,000] with legislative approval;

(2) may not be purchased unless

(A) the project applicant is not, or, if the applicant is not a
single proprietorship, all members of the business enterprise or enterprises
constituting the project applicant are not, in default on another loan made by
the state or by a public corporation of the state; and

(B) at least 10 [20] percent of the principal amount of the loan
is retained by the loan originator;

(3) may not be purchased if the loan to be purchased exceeds 75
percent of the appraised value of the collateral offered as security for the loan unless
the amount of the loan in excess of this limit is federally insured or guaranteed or is
insured by a qualified mortgage insurance company, except that [IN NO EVENT
MAY] the loan to be purchased under this paragraph may not exceed the total of loan
proceeds used to refinance an existing debt plus the cost of new construction,
expansion, or acquisition unless the proceeds from the additional amounts of the
loan to be purchased are restricted to uses approved bv the authority to finance
commercial activity in the state bv a business enterprise;

(4) may not be purchased if the participation in the loan to be
purchased is for a term longer than the following, except that [IN NO EVENT MAY]
a loan under (A) or (C) of this paragraph may not have a term longer than three-
quarters of the authority's estimate of the life of the collateral offered as security for
the loan:

(A) 40 years from the date the loan is made in the case of a
loan participation for a project described in AS 44.88.900(9)(E);

(B) 50 years from the date the loan is made in the case of a loan
participation for a power transmission intcrtie;

(C) 25 years from the date the loan is made in the case of a loan

participation for other projects;

, -3- CSSB 73( )
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(5) may be made only if the participation in the loan to be purchased
contains amortization provisions; the amortization provisions

(A) must be complete and satisfactory to the authority and
require periodic payments by the borrower;

(B) may allow the loan originator to amortize the portion of the
loan retained by the loan originator using a shorter amortization schedule than
the amortization schedule for the portion of the loan held by the authority if

(i) in the authority's opinion, the project financed can
support the increased debt service; and

(ii) the accelerated amortization schedule is required to
induce the originator to make the loan;

(6) may be made only if the participation in the loan to be purchased is
in the form and contains the terms and provisions with respect to insurance, repairs,
alterations, payment of taxes and assessments, default reserves, delinquency charges,
default remedies, acceleration of maturity, secondary liens, and other matters the
authority prescribes; and

(7) may be made only if the participation in the loan to be purchased is
secured as to repayment by a mortgage or other security instrument in the manner the
authority determines is feasible to assure timely repayment under the loan documents
entered into with the borrower.

* Sec. 6. AS 44.58.159(a) is amended to read:

(@) The interest rate on a loan participation purchased from the proceeds of
tax-exempt bonds or expected by the authority to be purchased from the proceeds of
tax-exempt bonds shall be determined under the regulations adopted bv the
authority under AS 44.88.085(g)(2)(C) and shall be not less than [IS EQUAL TO]
the cost of funds to the authority. In this subsection "cost of funds" means the true
interest cost expressed as a rate on tax-exempt bonds of the authority plus an
additional percentage as determined by the authority to represent the allocable
expenses of operation, costs of issuance, and loan servicing costs.

* Sec. 7. AS 44.88.159(h)

(b) The interest rate on a loan participation purchased from the proceeds of

CSSB 73( ) 4.
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taxable bonds or expected by the authority to be purchased from the proceeds of
taxable bonds SNl be determined under the regulations adopted bv the authority
under as 44.8s.085(9)(2)cc) and shall be not less than s eouaL To7 the cost of
funds to the authority. In this subsection "cost of funds™ means the true interest cost
expressed as a rate on taxable bonds, plus an additional percentage as determined by
the authority to represent the allocable expenses of operation, costs of issuance, and
loan servicing costs
* Sec. 8. AS 44.88.159(e) is amended to read:

(e) The interest rate on a loan participation purchased directly from the assets
of the authority shall be determined under the regulations adopted by the authority
under AS 44.88.085(g)(2)(C). However, the minimum interest rate on a loan
participation purchased from assets of the authority may not be less than the
minimum intereSt rate determined

(1) under (a) of this section if the project is of a type that could be
funded with tax-exempt bonds; or
(2) under (b) of this section if the project is of a type that could not be
funded with tax-exempt bonds.
*Sec. 9. AS 44.88.159 is amended by adding a new subsection to read:

(f) In determining an interest rate under the regulations adopted by the
authority under AS 44.88.085(g)(2)(C), the authority may determine to disregard the
minimum interest rate required under (a), (b), or (e) of this section for a loan
participation purchased by the authority to resolve lending limits or reserve restrictions
imposed on the financial institution and may instead determine to retain the interest
rate existing at the time the authority purchases a portion of the loan.

* Sec. 10. AS 44.88.900(7) is amended to read:
(7) "loan participation™ means the purchase of a portion
a financial institution if
(A) the financial institution has obtained a commitment from
the authority to purchase the portion of that loan before the financial institution
has disbursed money as part of the loan to the borrower: or

(B) the authority determines that purchasing a portion of a

. -5- CSSB 73( )
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preexisting loan will resolve lending limits or reserve restrictions imposed
on the financial institution bv law or a state or Federal requlatory agency,
or bv the financial institution if the internal iending limit or reserve
restriction is acceptable to the authority;

* . . .
SeC. 11 This Act takes effect immediately under AS 01.10.070(c).

CSSB 73( ) 6-
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Proposed CSSB 73 ( )
Offered in the Senate Finance Committee
Sectional Analysis

Sections 1 and 2 - Authorize the Alaska Energy Authority (AEA)  acquire
Healv Clean Coal Project from the Alaska Industrial Development and
Expart Authority (]AIDEA) Sections 1and 2 Prowde authority for AEA to
acquire the Healy Clean Coal Project (HCCP) from AIDEA. HCCP is the coal-
fired electric generation project that qualified for federal financial participation
under P.L. 99-190, as amended.

AIDEA and AEA each own certain Railbelt electric energY projects..
AIDEA owns HCCP, while AEA owns the Bradley Lake Hydroglectric Project
and the Alaska Intertie Project. The amendment_emPowerlng AEA to acquire
HCCP would enable it to manage all of these Railelt enerqy assets. AEA,
however, will not be in a position to actually acquire HCCP until financing,
regullatgry permitting, AIDEA bond requirements, and other issues are firs
reSolved.

section 1. 9ection 1(page 1, lines 11-12, and page 2, lines 1- 3’) amends
AS 36.30.85CKb) by adding a neiw paragraph to exempt AEA contracts related to
HCCP from the procuremeént code. Under current law (AS 36.30.850(b)(22)),
AIDEA contracts Hated to HCCP are exe_mPt from the procurement codle.
Section 1would maintain this exemption in the event that AEA acquires HCCP
from AIDEA, as would be authorized under Section 2 of the Blill.

Section 2. SECtion 2 (page 2 |ine_s4-7c) amends AS 44.83.080 by adding
a paragraph that empowers AEA to acquire HCCP from AIDEA. Under current
law, AEA lacks statutory authority to acquire new ﬁ_ower p,rog_ects. The proposed
amendment would provide a limited exception to this restriction, and empower
AEA to acquire HCCP from AIDEA.

Sections 3 and 5-10 Amendments to AIDEA’s Loan Par’ticipation Program.
Becnonss d5-10 amend statutes to enhance AIDEA’s Loan Participation
rogram.

section 3. Amendments In Sectign 3 of the bill (page 2, lines 16 - 1S),
toHDether with changes proposed in Sections 6, 7, and S of the hill, will enable
AIDEA to deterniine the interest rate for loan participations by adopting
regulations, regardless of the source of funds AIDEA uses for the purchase.

Under current law, the source of funding AIDEA anticipates. using to
purchase a loan participation dictates which of two different methods is used to



determine the interest rate AIDEA will impose. 1f AIDEA anticipates using bond
proceeds, the interest rate must equal the cost of funds to AIDEA. AS
44.88.150(a) and Eb). This “cost of funds” is defined to be “the true interest cost"
expressed as a rate on the AIDEA honds (which may be either taxable or tax-
exempt bond rates), plus an additional. percentage of interest to cover the
“allocable expenses of opera'ion, costs of issuance, and loan servicing costs.” AS
44.88.159(a) and (b).

It AIDEA anticipates using its own funds to purchase the loan participation
AIDEA must determine the Interest rate by adopting regulations.  AS
44.88.085E%)(2)&C). Under the adoFted requlations, the interest rate. must be no
less than the' interest rate that would be a?_pljcable if AIDEA anticipated using
bond funds for purchasing the loan participation. = AS 44.88.159(e).  This
minimum interest rate eguas the *cost of funds” described in the paragraph above.
The tax-exempt rate under AS 44.8S. 159(a) is used if the project is 0t a type that
could be funded with tax-exempt bonds, while the taxable rate under AS
44.88.159(b) is used if the project does not qualify for tax-exempt bonds.

Under the proposed amendments in Sections 3, 6, 7, and 8 of the hill,
AIDEA will determine the interest rate for loan participations by adoRtmg
reg%ulatgons_ under the same statutory. criteria currently used by AIDEA to
de etrsmme Interest rates for loan participations AIDEA purchases using AIDEA
assets.

section 4. Section 4 of the bill (page 2, lines 23-28) amends AS 44.88.095(g),
extending AIDEA's general bon_dln? authority to July 1, 2007, Without the
extension, AIDEA will need legislative authority to issue bonds for development
projects under $10 million.

section 5. 9ection 5 amends AS 44.88.155(d), making several changes to
AIDEA's loan participation program:

a  Increase to S20.000.000 the maximum loan participation, . AS
44.88.155(d)(1) currently limits the amount of a loan participation
AIDEA may purchase to amaximum of $10,000,000.

Section 5 of the hill (page 3, lines 2-4) amends AS 44.88.155%1%(1) 0
Increase that maximum’ amount to $20,000,000, enabling AIDEA' to
acquire larger loan participations.

b. Increase to 90 percent the maximum portion of a loan AIDEA may
purchase. ~ AS 44.88.155(d)£2 (VB) currently prohibits AIDEA _ from
acquiring more than 80 percent 0f a loan by requiring th loan originator

CS SB 73 () Work Draft D
Sectional Analysis

May 6. 2003

Page 2



the bank or other financial institution) to retain at least 20 percent of the
oan.

Section 5 of the bill (page 3, line 10% amends AS 44.88.155(d2(_2)(B) 0
decrease the E)_ercenta e of the loan the loan originator must refain to 10
percent, enabling AIDEA to acquire a larger portion of loans it purchases
under the loan participation program.

¢ Authorize equity extractions to enable, borrowers to use loan groceeds 0
finance other Commercial activity In Alaska.  AS 44.8 .155(d)(t31
currently prohibits AIDEA from purchasing a loan if it exceeds *the tota

of loan roceeds used to refinance an existing debt Plu_s the cost of new

construction, expansion, or acquisition.” This limitation precludes

AIDEA from acquiring a loan participation if any portion of the loan is

used for other purposes.

Section 5 of the bill (p,a%;e 3, lines 18-20) amends AS 44.88.155(d)(3)
to expand, the permissible uses of loan proceeds and enable AIDEA, in
Its discretion, to acquire oan participations even if the borrower made an
equity extraction. by using a portion of the loan proceeds to finance
comrercial act|,v|t¥ In the State by a business enterprise not connected to

the financed projec

Section 5 also incorporates certain stylistic, language changqes, 0 sug)port
the amendments to authorize equity extractions (see pa%e lines 15 and
16). and to provide .'onsistent ‘syntax between subsections of AS
14.88.155(0) (see page 3, lines 22 arid 23

section 6. 9¢ction 6 of the bill, together with changes proposed in Sections
3,5, and 8 of the hill, will enable AIDEA to determine the interest rate for loan
participations by adopting regulations, regardless of the source of funds AIDEA
Uses for the purchase. see discussion under Section 3 for more detail,

.. Section 6 (ﬂage 4, lines 24 - 25) provides that the interest rate on  loan
participation purchased, or expected t0 be purchased usw/E; proceeds of tax-
exempt bonds will be determined under regulations AIDEA adopts under AS
44.88.085(952)(C). Further, the minimum interest rate must be no less than the
“cost of funas” established under current law, a rate equal to a tax-exempt bond
rate plus an additional percentage to cover the “allocable expenses of operation,
costs of issuance, and loan servicing costs.

CS SB 73 () Work Draft D
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.. Section 6 (page 4, line 29 also makes a technical amendment to add the
missing word “Costs.” compare page 5, line 7(AS 44.88.159(b)).

section . Section 7 of the bill, together with c,han%ﬁs proposed in Sections
3, 6, and 8 of the bill, will enable AIDEA to determine the interest rate for loan
participations by adopting requlations, regardless of the source of funds AIDEA
Uses for the purchase. see discussion under Section 3 for more detail

.. Section 7 5}page 5, lines 2-32 rovides that the_ interest rate on a loan
Barnupan_on purchased, or expected to be purchased, using proceeds of taxable
onds will be determined under  regulations AIDEA™ ‘adopts under AS
44.88.085(9%(2)((2). Further, the minimum interest rate will be no less than the
“cost of funds™ established under current law, a rate equal to a taxable bond rate
plus an additional percentage to cover the “allocable expenses of operation, costs
of issuance, and loan servicing costs.”

section 8. Section § of the bill, to%?ther with c_han%(]es proposed in Sections
3, 6, and 7 of the hill, will enable AIDEA to determine Tthe Interest rate for loan
participations by adopting regulations, regardless of the source of funds AIDEA
Uses for the purchase. see discussion under Section 3 for more detail.

Section 8 (see page 5, lines 11 and 13) makes corresponding, technical
amendments, - After the amendments to be made to by Sections 5 and b of the bill
take effect, the “cost of funds’ under AS 4_4.88.159&1) and (bLWI” establish the
minimum” interest rates. The actual interest rate will' be determined b
requlations AIDEA adopts. These amendments in Sections 6 and 7 therefore
necessitate the corresponding, technical amendments made in Section 8.

Sections 9 and 10 - Amendments to enable AIDEA to acquire loan
participations in pre-existing loans if the acquisition will resolve a lending
limit or reserve restriction imposed upon the financial institution.

Section 9. Section 9 (page 5, lines 18- 24) enacts a new subsection (f) to
AS 44.88.159 that will permit AIDEA to “disreqard” the minimum  interest rate
otherwise applicable to a loan participation if AIDEA purchases a portion of pre-
existing loan to resolve a len mct; limit or reserve restriction problem.  Instead,
AIDEA may retain the interest rafe that existed when AIDEA purchased the loan.
This amendment Is necessary, as any pre-existing loan AIDEA purchases will
glrfafly have an established interest rate. "see discussion under Section 10 for more

etal,
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. section 10, Under current law, AIDEA is precluded from purchasing a
Bornon of @ loan if any portion of the loan has been disbursed to the borrower
efore AIDEA has provided its commitment to purchase a portion of the loan. see
AS 44.88.900& (deﬂmnon of “loan Rarﬂupatmn"_). This, restriction. does not
preclude AIDEA from effectively purchasing' participations in pre-existing loans,
as the restriction, does not apply to re-financed debt. Refinancing debt, Rowever
can impose significant expense on the borrower. The proposed amendments will
enable AIDEA in limited circumstances to purchase a participation in a loan
without requiring the borrower to incur the expense of refinancing.

Section 10 (page 5, line 31, and page 6, lines 1-4) will amend the definition
of “loan participation” to enable AIDEA To_participate in a pre-existing loan, but
only. if the Purch_ase_ resolves a lending limit or reserve restriction imposed upon
the“financial Institution. Lending limifS and reserve restrictions are imposed upon
financial Institutions by state and federal law and regulators, and are self-imposed
by internal rules of sorme financial institution. - Any Testriction |m'oose_d by state or
féderal law or a requlator will qualify. The only' self-imposed lending limits or
reserve restrictions that will qualify aré ones AIDEA finds acceptable.

Section 10 (page 5, lines 28 and 30) make technical changes.

_ section 11. - The existing section 3 of SB 73 will be renumbered as
Section 11, and provide for an immediate effective date.
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May 1, 2003

The Honorable Gary Wilken

Alaska State Senate

State Capitol

Juneau, Alaska 99801 >

Dear Senator Wilken:

AIDEA and AEA, with the concurrence of the Governor’s office, requests that the Senate
Finance Committee amend SB 73 to address several issues that we believe are important and
require action this legislative session. Attached you will find a proposed amendment and
accompanying sectional analysis to Senate Bill 73. The amendment makes several changes to
AIDEA’s loan participation program and also authorizes AEA to acquire the Healy Clean Coal
Project (HCCP) from AIDEA.

The Loan Participation Program provides long-term financing to Alaska businesses for new or
existing projects, or for the refinancing of existing loans. Since its inception in the early 1980's,
the program has been highly successful in diversifying the Alaskan economy by providing
financing for a large variety of commercial facilities ranging from office buildings, warehouses
and retail establishments to hotels, fishing vessels, and manufacturing facilities. Furthermore,
this program is AIDEA’s highest earning asset class.

The proposed changes will enhance the loan program, bring a greater benefit to Alaskan
businesses, increase AIDEA revenues, and increase the AIDEA dividend paid to the state.
Specifically, the amendment proposes the following changes to the program:

1 Increases the percentage in loan participations by AIDEA from 80% to 90%. This
provides a greater benefit for the borrower by allowing a larger portion of the loan to be
amortized over a longer term than provided by the banks, thereby reducing debt service.

2. Increases the maximum dollar amount AIDEA can purchase per loan transaction from
$10 million to $20 million, allowing AIDEA the opportunity to participate in larger financial
transactions to the benefit of Alaska banks and businesses.

3. Allows for equity extractions to finance other business activities in Alaska that are not
necessarily connected to the financed project. Many Alaskan entrepreneurs are
involved in multiple businesses. Allowing a person to refinance an established business
and extract equity for use in a new business will benefit the state economy immensely.

4. In order to resolve lending limit problems of financial institutions, the amendment allows
AIDEA to purchase patrticipations in existing qualified loans held by financial institutions.
This change will provide an in-state solution for Alaska banks to resolve lending limit

HI13 West Northern Lights Boulevard «Anchorage, Alaska 99503
907 / 269-3000 « FAX 907 / 269-3044 « Toll Free (ALASKA ONLY) M!0 / 300-H.534 « www.aidea.org
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problems. Effectively, this frees up lending capacity so the banks can continue to extend
short-term loans and lines of credit to their customers.

5. Allows for the establishmeni of a minimum interest rate regardless of AIDEA's funding
source for the loan participation, which is either bond proceeds or AIDEA funds.
Currently, the funding source dictates the method of establishing an interest rate on the
loan participation. If bond proceeds are used the interest rate is set in statute as
AIDEA's cost to borrow plus an additional percentage to cover the loan servicing costs,
If AIDEA uses its own funds the interest rate is determined by adopting regulations and
may be no less than the interest rate used if AIDEA were to issue bonds.

We believe the proposed changes to our loan program will have a positive effect on AIDEA, the
local banks, and private Alaskan businesses.

In addition to the loan participation changes, the proposed amendment takes an initial step to
address problems with the AIDEA-owned HCCP. The amendment allows for AEA to acquire
the HCCP from AIDEA. AEA currently owns other railbelt energy assets - the Alaska Intertie
and the Bradley Lake Hydroelectric Project. The amendment will allow AEA to manage all
railbelt energy assets, although AEA will not be in a position to acquire HCCP until several
issues, including financing and permitting, are resolved.

We appreciate your taking the time to consider our request. We look forward to discussing the
proposed amendment in greater detail with you 1

Chairman of the Board
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April 25. 2003

James A. McMillan

Deputy Dlirector-Credit
AIDEA

813 W Northern Lights Blvd.
Anchorage, AK 99503

VIA FACSIMILE: 269-3044

Dear Jim:

In response to your letter of April 23, 2003, we generally agree with the intent.
Wells Fargo Bank Alaska, N.A. can support items 1 through 4 of the legislation
you intend to propose. However we reserve the judgment on Item 5 until we
have a better understanding of its intent.

If you have any question, please give me a call at 265-2816.

Sincerely,

James L. Cloud
Executive Vice President

T-VouiclLd A-ide a
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2025 Churchill Drive
Anchorage, Alaska 99517
April 25,2003

Mr. James McMillan

Deputy Director— Credit

Alaska Industrial Development and Export Authority
813 West Northern Lights Blvd.

Anchorage, Alaska 99503

Subject: Proposed Draft Legislation/Loan Participation Program

Dear Mr. McMillan;

In regard to your request for comments on proposed legislation, even though | am not an
attorney, the concepts reflected in your letter are positive in nature, | have worked in the
banking industry for 35 years for two local commercial banks and in 1979 assisted AIDEA in
developing loan purchase programs. | was in charge of commercial real estate lending for
NBA/Wells Fargo Bank for 27 years, and therefore oversaw most participations that occurred
between the two institutions during this period. | believe AIDEA's participation with local
banks to have been instrumental in creating a sound private sector economy in Alaska and has

been very profitable to AIDEA too.

1. Inregard to allowing for risk based pricing, | don’t have enough information on how this
is going to be implemented to comment. A fundamental concept of AIDEA was to
provide reasonably priced capital to all businesses. Ifthis is intended to mean that
transactions with lov/er bank participation would receive higher interest rates, this would
be a sound concept.

2. Inregard to increasing AIDEA’s maximum participation to 90% | believe this to be
positive as under the original AIDEA participation program 90% participations were
allowed. However, the risk based pricing could be reflected in the amount of bank
participation. AIDEA ha; other safeguards to keep banks interested in low
delinquencies, and can cease purchasing loans if delinquencies from a particular bank get
too high.

3. We would support increasing the amount AIDEA can lend, butwould suggest higher
bank participation in amounts over $10,000,000. In transactions where AIDEA’s
participation is over $10 million the bank participation could increase to 25%.

4. | have been perplexed by the term equity extraction. When a business is borrowing
money to expand its business it is not equity extraction. If funds are used to expand any
business operation it should be satisfactory as long as adequate collateral is provided to
the Authority. The original intent of the Authority was to assist in business expansion.

5. lwould encourage AIDEA to be allowed to participate in construction loans in excess of
$10 million. Banks have house lending limits and legal lending limits. Transactions in
Alaska seem to be getting larger and some transactions required the participation of two



or three local banks. Itwould be ofassistance to local banks if AIDEA could participate
in these larger transactions.

can be of further assistance please contact me at 265-2991 at any time.

Sincerely yours,

TCU
U Jan Sieberts



First National Bank

of Anchorage

D.H. Cuddy
President-

April 23, 2003

AIDEA/AEA

James A. McMillan, Deputy Director-Credit
813 West Northern Lights Blvd.
Anchorage, AK 99503

Dear Mr. McMillan,

I received your proposed draft legislation relative to the changes in the AIDEA Loan
Participation Program.

You will recall a meeting of all of the bankers in Alaska wherein only one bank voiced
support for AIDEA”s purchase of loans from loan portfolios when the credits approached
the legal limit of the bank. 1 continue to say that the banker should recognize this
situation prior to putting the loans on the books, and tender an application to AIDEA for
the new credit. | support all other changes in the proposed legislation.

101 W. 36th Avenue * P.O. Box 100720 « Anchorage, Alaska 99510-0720
Phone: 907-777-3555 « FAX: 907-777-3003
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Alaska Pacific Bank

April 25,2003

Jim A. McMillan

Deputy Director-Credit

Alaska Industrial Development & Export Authority
813 West Northern Lights Blvd

Anchorage, AK 99503

Re: Draft Legislation - Loan Participation Program

Dear Jim:

The senior credit officer and | have reviewed the information you sent on Wednesday, We are
pleased to see AIDEA move forward with these changes and at this stage in the process have no
recommended changes to what has been proposed. Our bank will support these changes and
looks forward to working with you and the others as we move through this process.

I have a letter going to Mike Barry, which was actually drafted just prior to the receipt of the
proposed changes. In that letter |1 do indicate that | have spoken directly to all ofthe other
community banks in the state and they all support the creation of this additional participation
program. | think you may find that the Alaska Bankers Association will take a neutral stance on
this issue. Historically the association will not oppose or supporta bill if there are strong
differences of opinion within the membership of the association. |think one or more ofthe
state’s largest institutions will object to the changes, which would put the large banks and the
smaller hanks on opposite sides of the issue resulting in the neutral position by the association.
So the support will come from indiviuual banks, which I am confident is in place.

Please call if I can be of any further assistance in the matter.

Craig E.’Dahl
President & CEO
Alaska Pacific Bank

Saving SoiuUin.3t /ll&altA QlInct #955

Administrative Offices * 2094 Jordan Avenue ¢ Juneau, Alaska 99801-8046
(907) 789-4844 « Fax: (907) 790-51 10 « website: www.alaskapacificbunlc.cam
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April 24, 2003

James A. McMillan

Deputy Director-Credit

Alaska Industrial Development

And Export Authority

813 West Northern Lights Boulevard
Anchorage, Alaska 99510-720

Re: Proposed Draft Legislation
Loan Participation

Dear Jim:

The proposed draft legislation explained in your letter of April 23,2003 and further
defined in the enclosure will significantly enhance the Loan Participation Program. |
fully support all the proposed changes, as they will benefit both lenders and borrowers.
These changes will result in increased loan participation and investment and that is good
for Alaska.

Additionally, 1 would recommend you increase approval authority for your in-house
Credit Committee from S3 million to S6 million. This seems appropriate as you increase
your participation to $20m and since the Committee meets weekly as compared to
monthly Board meetings, projects under $6 million will move along more timely.

| appreciate your effort to improve the Loan Participation Program.

President

Cc: Alaska Bankers Association

Midtown Financial Center

3111 C Street « P.O. Box 241489

Anchorage, Alaska 99524-1489 www.northrim.com
Phone: (907) 562-0062 « Fax: (907) 261-8785 Member EDIC
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April 241, 2003

James A. McMillan

Deputy Dircclor-Crcdit

AIDHA/AKA

Communitij

813 West Northern Lights Boulevard
Anchorage, AK. 99710-720

RU: Proposed Draft Legislation
l.onn Participation Program

Dear Jim,

Bank"

Member FDIC

Jn reference to your letter of April 22, 2003 containing the proposed changes lo AIDF.A
loan participation program, Denali .State Bank is in support of the changes as you
proposed. We urge the Alaska State Legislature to consider the proposed changes during

die current session.

Being a small community bank, Denali State Bank does have constraints in serving our
larger, more complex borrowers and an additional source of funding is always helpful.
We do appreciated having access lo the A1ID1IA programs so we can better serve the
customers of our bank doing business in the Interior of Alaska.

Sr. Vice President & Loan Administrator
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April 23, 2003

James A. McMillan

Deputy Director-Credit
AJDEA/AEA

813 West Northern Lights Boulevard
Anchorage, Alaska 99510-720

Re: Proposed Draft Legislation
Loan Participation Program

Dear Jim:

I am in receipt of yours of April 23,2003 on behalfofthe Alaska Bankers Association. |
appreciate your sending the same material to the members of the association. We will not
meet again until May 14, 2003. That will be the first opportunity we will have to
consider this matter collectively. But maybe wc will find by reply to you from each
member that there is already consensus.

Speaking for myself, and the same argument that Twill make to the association members,
is that the changes proposed are all favorable, except the last. The last one does not
affect all of our members equally (as would the others) and therefore should not receive
the support of the association. Indeed, | will recommend that the association oppose the
proposed legislation unless the provisions intended to bring about the change number 5

are deleted.

Please let me know if you have any questions.

Senior Vice President & General Counsel

Cc: ABA Officers, Directors & Member Representatives

FInt National Hunk Corporate H«xdijuur(rrk Building
101 W. 36th Avenuu * Anchorage, AK IW50J-S904 « P.O. 3ox 101172H » Anthornce, AK 9951H-0720
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GOVERNORfCGOV. STATE.AK.0S State of Alaska WWW.(EOV.STATE‘AK.US
OFFICE OF THE GOVERNOR
Juneau
February 18, 2003

The Honorable Gene Therriault
President of the Senate
Alaska State Legislature
State Capitol, Room 107
Juneau, AK 99801-1182
Dear President Therriault:

Under the authority of art. Ill, sec. 18, of the Alaska Constitution, I am

transmitting a bill that would extend the sunset on the Alaska Industrial
Development and Export Authority's (Authority) bonding authorization until
July 1, 2007.

The bill would extend the Authority’s bonding authorization for development
projects of $10,000,000 or less. The Authority's general bonding authorization
will expire June 30, 2003, unless extended. Allowing that authorization to expire
would severely restrict the Authority's ability to assist in key development projects.

In a time of dwindling state resources, this bill would further the Authority’s
mission to forge public-private partnerships that can strengthen the state’s
economic base.

| urge your prompt and favorable action on this measure.
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CS SB 73 (FIN) Work Draft |

CS SB 73 (FIN) version | makes several changes to AIDEA's loan participation program.

Changes to the Loan Program

The Loan Participation Program provides long-term financing to Alaska businesses for new or
existing projects, or for the rer nancing of existing loans. Since its inception in the early 1980's,
the program has been high v successful in diversifying the Alaskan economy by providing
financing for a large variety of commercial facilities ranging from office buildings, warehouses
and retail establishments to hotels, fishing vessels, and manufacturing facilities. Furthermore,
this program is AIDEA's highest earning asset class.

The proposed changes will enhance the loan program, bring a greater benefit to Alaskan
businesses, increase AIDEA revenues, and increase the AIDEA dividend paid to the state.
Specifically, the bill proposes the following changes to the program:

1

Increases the percentage in loan participations by AIDEA from 80% to 90%. This
provides a greater benefit for the borrower by allowing a larger portion of the loan to be
amortized over a longer term than provided by the banks, thereby reducing debt service.

Increases the maximum dollar amount AIDEA can purchase per loan transaction from
$10 million to $20 million, allowing AIDEA the opportunity to participate in larger financial
transactions to the benefit of Alaska banks and businesses.

Allows for equitv extractions to finance other business activities in Alaska that are not
necessary connected to the financed project. Many Alaskan entrepreneurs are
involved in multiple businesses. Allowl,g a person to refinance an established business
and extract equity for use in a new business will benefit the state economy immensely.

In order to resolve lending limit problems of financial institutions, the amendment allows
AIDEA to purchase participations in existiny qualified loan., held by financial institutions.
This change will provide an in-state solution for Alaska banks to resolve lending limit
problems. Effectively, this frees up lending capacity so the banks can continue to extend
short-term loans and lines of credit to their customers.

Allows for the establishment of a minimum interest rate regardless of AIDEA's funding
source for the loan participation, which is either bond proceeds or AIDEA funds.
Currently, the funding source dictates the method of establishing an interest rate on the
loan participation. If bond proceeds are used the interest rate is set in statute as
AIDEAV cost to borrow plus an additional percentage to cover the loan servicing costs.
If AIDCA ses its own funds the interest rate is determined by adopting regulations and
may be no less than the interest rate used if AIDEA were to issue bonds.

Prepared >y AIDHA



SENATE COMMITTEE REPORT
First Committee o' Referral

DATE: 2/19/03 FURTHER: Finance
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(in accordance with Uniform Rule 23) INTO OFFICE: ~/r~7 /DM

Labor and Commerce Committee considered SENATE BILL NO. 73

SB 73 AIDEA AUTHORITY TO ISSUE BONDS

"An Act relating to the authority of the Alaska Industrial Development and Export Authority to issue bonds;
and providing for an effective date.”

and recommends: Senate Bill:
[ ] same title
be replaced with CS ( ) [ j newtitle
House Bill:
adopt previous CS ( ) [ ] same title
[ ] technical title
attached amendment(s) [ ] new: SCR #
adopt Letter of Intent by Committee
farther referral to Committee
NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):
Department Date Fiscal Zero FN# Department Date Fiscal Zero FN#
Cqd % loa v/ I

[ ] APPROPRIATION - no fiscal note
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