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ACTI ON NARRATI VE

1:33:21 PM

CHAIR MKE DUNLEAVY called the Senate Labor and Comerce
Standing Comrittee neeting to order at 1:33 p.m Present at the
call to order were Senators Mcciche, Stedman, and Chair
Dunl eavy. Senator O son arrived soon thereafter.

SB  61- COMMERCI AL FI SHI NG & AGRI CULTURE BANK

1: 33: 37 PM
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CHAI R DUNLEAVY announced the consideration of SB 61. "An Act
relating to the board, |oans, records, and |obbying contracts of
the Alaska Commerci al Fishing and Agriculture Bank; and
providing for an effective date.” He noted this was the first
heari ng.

1:34:47 PM

JORDAN SHI LLING Staff, Senator John Coghill, sponsor of SB 61
par aphrased the follow ng sponsor statenment to introduce the
bill:

Senate Bill 61 will strengthen the Al aska Conmerci al
Fi shing and Agriculture Bank’s (CFAB) ability to serve
its nmenber-owners

CFAB was created by the legislature in 1980 with $32
mllion in seed nmoney to fulfill a need for financing
the commercial agricultural and fishing industries.
For a variety of reasons, one of which was the state's
financial investnent in CFAB, «certain restrictions
were put in place, such as |limts on the size of
| oans, and the prohibition of their hiring a | obbyist.
CFAB has since paid back the state’s investnent and is
now 100% privately owned. CFAB is financially healthy
and has been operating independently for several
years. Ther ef or e, it 1is appropriate that these
restrictions be renoved from statute.

SB 61 seeks to provide equivalent |loan options to the
commercial tourism and natural resource industries
currently available to other industries CFAB serves.
It does this by renoving dollar restrictions for |oans
made to individuals or businesses seeking these types
of loans while also providing options for non-resident
owned businesses whose facilities are located in
Al aska and who enploy Al askans and provide economc
devel opnment wit hin Al aska.

SB 61 expands the eligibility of the small |oan
program to include |oans made for comer ci al
agriculture. The bill increases the maxi mum size of
these small |oans and increases the anmount of total

capital CFAB can allocate to the program SB 61 also
deletes the provision relating to board conpensation

which will instead be addressed |ike other private
conpanies in their byl aws.
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1:35:19 PM
SENATOR OLSON j oi ned the conmitt ee.

1:37: 06 PM
MR. SHI LLI NG provided the foll owi ng sectional analysis of SB 61

Section 1:
Par agraph (4) renoves dollar Iimtations for |oans being used by
individuals for tourismw thin the state.

Par agraph (5) renoves dollar Iimtations for |oans being used by
corporations, partnerships, or limted liability conpanies for
tourismw thin the state.

Par agraph (6) renoves dollar limtations for |oans being used by
i ndi viduals for natural resource devel opnent.

Paragraph (7) renoves dollar limtations for |oans being used by
corporations, partnerships, or limted liability conpanies for
nat ural resource devel opnment.

Paragraph (8) clarifies that a person receiving a l|loan for
capital investnment or operating capital to a shore-based fish
processor, a tinber processor, or an agricultural processor or
harvester nust neet all requirenents except for residency and
resi dent ownership requirenents.

Paragraph (10) adds new loans to nonresidents for a tourism

rel ated operation under paragraphs (15)—€16), and devel opnent

and exploitation of natural resources under paragraphs (17)—
(18), to loans secured by liens subordinate to valid first liens

and security agreenents granted to another creditor.

Paragraph (12) adds new loans to non-residents for a tourism
rel ated operation and devel opnent or exploitation of natural
resources, to provisions for CFAB to participate with another
bank wi t hout the obligor being a nenber of CFAB.

Paragraph (13) allows CFAB to purchase or participate in |oans
made under paragraphs (15)—€18) from other lenders for loans to
nonr esi dents whet her or not an obligor is a nmenber of the bank.

Paragraph (15) adds a new subsection that allows for
nonresidents to receive loans for a tourismrelated operation,
provided a facility of the operation is located in the state and
the | oan proceeds are used to conmercially engage in the state.
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Paragraph (16) adds a new subsection that allows for a
corporation with nonresident najority ownership to receive |oans
for tourismrelated activities, provided a facility of the
operation is Jlocated in the state, the loan is wused to
coomercially engage in the state, and the corporation is
beneficially owned by residents of the United States.

Paragraph (17) adds a new subsection that allows for
nonresidents to receive loans dedicated to the devel opnent or
exploitation of natural resources, provided a facility of the
operation is located in the state and the | oan proceeds are used
to coomercially engage in the state.

Paragraph (18) adds a new subsection that allows for a
corporation with nonresident najority ownership to receive |oans
dedicated to the developnment or exploitation of natura
resources, provided a facility of the operation is l|ocated in
the state, the loan is used to comrercially engage in the state,
and the corporation is beneficially owed by residents of the
United States.

Section 2 includes conmmercial agriculture anong industries where
non-menbers are eligible to receive small loans, with the intent
of facilitating devel opnment in geographical areas not conducive
to normal |ending activities.

Section 3 increases the allowable size of small loans to non-
menber s for t he pur poses of conmmer ci al fisheries and
agriculture.

Section 4 increases the proportion of the bank’s total capita
that can be allocated to snall loans for fishing and
agriculture.

Section 5 establishes a new subsection allowing for a list of
voting nenbers of the bank to be given to nenber candidates
seeking a position as director of the bank.

Section 6 repeals restrictions on board conpensation and repeals
t he prohibition of CFAB having a | obbyi st.

Section 7 establishes an i medi ate effecti ve date.
1: 40: 57 PM
SENATOR M CCI CHE noted that subsection (c) in Section 4 says the

| oans nmay not exceed 25 percent of the total capital of the bank
yet paragraph (14) in Section 1 |limts the total assets to the
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bank to cunulatively involving less than 20 percent of any
particul ar conmercial fishery. He asked why Section 4 goes above
t hat established cap.

MR. SHILLI NG deferred the question to the president of CFAB.

1:41: 57 PM
LEA  KLI NGER, Pr esi dent, Al aska Commer ci al Fi shi ng and
Agricul ture Bank (CFAB), introduced herself.

SENATOR M CCI CHE restated the question, and noted that he spoke
with Ms. Klinger before the neeting.

M5. KLI NGER expl ained that the |loans in Section 4 would be under
the 20 percent cap because those small loans relate to the
i ndi vidual fishery. The purpose of that part of the statute is
to allow CFAB to nake loans to the smaller operators who find it
cost prohibitive to be a nenber of the bank. This affords CFAB
the ability to make these loans in a nore cost effective
fashi on.

SENATOR M CCICHE, noting that the bill increases the maxi num
| oan anobunt to $50,000 per individual, comented that it would
be extrenely unlikely that CFAB would |loan 25 percent of $32
mllion in $50,000 increnents.

MB. KLI NGER agr eed.

CHAI R DUNLEAVY asked if opening the door to nonresidents would
create conpetition for residents to access capital.

MS. KLINGER said she didn't believe so because residents aren't
excluded from continuing to borrow.

CHAI R DUNLEAVY asked why CFAB nmade the decision to ask for the
ability to make | oans to nonresidents.

M5. KLINGER explained that CFAB is unable to lend to an entity
that is not entirely domciled and owned by Alaska residents
This excludes entities such as fanmly corporations that have
menbers who live in Alaska and operate the business, but also
have fam |y nenbers who Iive in another state.

1:45: 50 PM
MR. SHI LLI NG conti nued the sectional analysis.
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Section 6 repeals restrictions on board conpensation and repeal s
t he prohibition on CFAB havi ng a | obbyi st.

Section 7 establishes an i medi ate effecti ve date.

SENATOR M CCl CHE asked why CFAB hasn't been able to have a
| obbyi st in the past.

M5. KLINGER said that state funds were used to create CFAB, but
t hose funds have since been paid back.

SENATOR M CClI CHE questioned why the principal has grown so
little since the legislature invested $32 nillion in seed nobney
in 1980.

M5. KLINCGER stated that CFAB' s assets are about $34 million and
its capital is just under $20 million; each year the portfolio
grows and then shrinks as |oan paynments cone in. She said that
CFAB doesn't have nuch opportunity to grow because its nmarket is
defined, and it has both public and private conpetition.

1:49: 02 PM
CHAI R DUNLEAVY opened public testinony.

SENATOR M CCI CHE asked if there was any opposition to the bill.
MR. SHI LLI NG said not to date.

CHAI R DUNLEAVY announced he would hold SB 61 in conmttee and
keep public testinony open.

1:49: 43 PM
At ease

SB  58- CANCEL I NS. ON CERTAI N ABANDONED PROPERTY

1:51:46 PM

CHAI R DUNLEAVY reconvened the neeting and announced the
consideration of SB 58. "An Act allowing an insurer to cancel an
i nsurance policy if property becones entirely abandoned and the

abandonnment increases the hazard insured against.” He noted that
the bill received one hearing at the end of |ast session.
1:52: 09 PM

SENATOR DENNIS EGAN, sponsor of SB 58, read the follow ng
sponsor statenent into the record:
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SB 58 clarifies that insurance can be cancell ed when a
property owner abandons t he property, t her eby
i ncreasing a hazard covered by the insurance.

AS 21.36.210 lists allowable reasons for cancelling
personal insurance, including a grossly negligent act
by the insured that increases a covered hazard and
physical changes in the insured property that result
in the property becom ng uninsurable. As this statute
is currently witten, it is not clear whether these
reasons woul d include abandonnment of the property by
t he insured.

Honeowners insurance is underwitten based on the
property generally being occupied. An abandoned hone
greatly increases the risk of damage beyond what was
contenplated in the insurance contract, including
damage caused by vandalism broken water pipes and
fire. Cancellation of insurance when the property is
abandoned is necessary to nmnage insurance costs for
al | consuners.

SB 58 clarifies that insurance on property that has
been entirely abandoned can be cancelled in Al aska, as
it can in all other states. However, it is inportant
to note that SB 58 wuld establish the nost

restrictive ci rcunst ances in t he country. For
instance, thirty days advance witten notice nust be
given to the insured and any lender on record. In
addition, insurance cannot be <cancelled where the
owner denonstrates that the property is being
reasonably nmmintained and nonitored. SB 58 is

responsible legislation that helps nanage clains
costs, the risk pool and the <cost of insurance
coverage for Al aska homeowners.

1:54:19 PM
SENATOR OLSON asked how the abandonnent provision affects a
property that is nortgaged.

SHELDON W NTERS, Lobbyist, State Farm Insurance, Juneau, Al aska,
expl ained that the insurance conpany would provide the required
30-day notice of cancelation to the owner. SB 58 provides an
added protection that requires the insurance conpany to send
notice of cancellation to any lender of record that it is aware
of .
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SENATOR COLSON asked how mnmany other states have simlar
| egi sl ati on.

MR. WNTERS offered his understanding that every state has a
cancel lation statute. Some statutes are nore conplex than
others, but in no state other than Al aska has State Farm had any
concern about the ability to cancel a policy on entirely
abandoned property. The issue arose in Al aska when the Division
of Insurance said that under a strict interpretation the current
statute would not allow cancelation even if the property was
entirely abandoned. He highlighted that SB 58 builds protections
into the statute to nake sure that it only applies to property
that is unquestionably abandoned.

1:59:31 PM

SENATOR M CClI CHE posed a hypothetical scenario simlar to what
happened in the late 1980s when a |lot of rental properties were
vacant for |long periods. He asked how the bill would affect him
as owner of that abandoned rental.

MR. W NTERS said his understanding is that this only applies to
personal insurance which neans fewer than four wunits. If the
rental falls under personal insurance, abandonnment is defined as
nobody living there as intended in the insurance contract.
Vacancy between rentals wouldn't constitute abandonnent.
Abandonment is when the property is vacant, uncared for, and not
mai ntained. He said it's counterintuitive to think that an
i nsurance conpany would want to cancel the insurance on a piece
of property without a significant reason.

2:01:29 PM
CHAI R DUNLEAVY opened public testinony.

2:01:39 PM

RUBEN WLLIS, representing hinself, State Farm |nsurance

Juneau, Al aska, related his experience as an insurance agent in
Al aska. He stated support for SB 58 as a neans of risk
managenent. |f risk changes substantially, it's appropriate that
the cost isn't passed on to people who are taking care of their
homes and properties. He described the process he would go
through to contact the owner if an insured property appeared
abandoned.

2: 04: 00 PM

SENATOR OLSON asked how long it would take before an insurance
conpany woul d consi der a vacant property abandoned.
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MR WLLIS clarified that State Farm hasn't cancel ed anyone for
abandoned property yet because it hasn't been an option, but the
nost likely scenario is that he would find out directly fromthe
i nsur ed.

SENATOR OLSON restated the question about tinefranes.
MR, WLLIS deferred to M. Wnters.

2:05:56 PM

MR WNTERS said there was sone discussion early on about
putting in a tinefrane so people would have a guide, but no
ot her state does that because it's too restrictive. He cited the
exanple of an abandoned house in Fairbanks in the wnter.
However, with realtors' assistance the language in the bill was
narroned to cover only clearly abandoned property. Even after
the notice goes out, the owner or their representative can show
the agent that the property is being cared for and it's not
deened abandoned. In addition to the safeguards in the bill,
oversight by the D vision of Insurance provides another |ayer of
protection to property owners.

SENATOR OLSON asked how many of his clients are not on the road
system

MR WLLIS estimted | ess than 25.

SENATOR COLSON asked if an insurance conpany could cancel the
insurance if a honeowner went to Acapulco for nost of the w nter
and their wvacant house froze up even though a friend was
overseeing the property.

MR. WNTERS said that property is not entirely abandoned.
Moreover, the bill does not allow an insurance conpany to cance
a policy after a claimis made. The bill addresses a property
that no longer fits within the risk pool

SENATOR M CClI CHE asked how recreational cabins fit in this
category, assumng they're insured.

2:12: 07 PM
MR. WNTERS said those too would be protected because the
insurance is defined by the ©policy. By definition, a

recreational cabin is likely to be vacant for extended periods
of time, but that doesn't nmean abandoned. He added the caution
that an insured hone has to be occupied or have sonebody taking
care of it.
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CHAI R DUNLEAVY kept public testinmony open and held SB 58 in
comm ttee.

2:13:15 PM

There being no further business to conme before the commttee,
Chair Dunl eavy adjourned the Senate Labor and Conmerce Conmittee
neeting at 2:13 p.m
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