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SB 772

SB 803 

SB 8 04

SB 84 3 

SB 69 7

M a k i n g  a special a p p r o p r i a t i o n  to the Departmen t of 
Natural Resources for c o n s t r u c t i o n  of a plant quarantine 
station at the plant materia l center operated in c o o p e r a­
tion with the Institute of A g r i c u l t u r a l  Sciences.
Estab l i s h i n g  the land c l e aring account in the agricult ural 
r evolving loan fund.
Making a cont in u i n g  a p p r o p r i a t i o n  of repayments of the 
principal and interest on loans made by the Alaska 
A g r i c u l t u r e  Action Council for land clearing to the land 
clearin g account in the a g r i c u l t u r a l  re volving loan fund. 
Relating to surface coal m in ing and the underg r o u n d  effects 
of underground coal mining.
An Act relating to the Alaska Renewable Resources C o r p o r a t i o n

SB 772

Paul Huppert, M a t a nuska Valley f a r m e r , explained that a q ua rantine 
center is needed at the latitudes of the M a t a nuska Valle y for plants 
brought in from that latitude. This would require m o d i f i c a t i o n  of 
existin g facilities at the plant m a t er ial center, and employment of 
a person to collect plant material worldwide.

Nick Carney, Director, Division of A griculture, Department  of N a t u r a l 
R e s o u r c e s , expl ained that the a p p r o p r i a t i o n  would pay for c o n s t r u c t i o n  
of a "screen house". Bud m a t e r i a l s  would be reproduced inside, with 
the screen r estrict ing movement of Intacta, thus inhibiting the spread 
of disease. The long term fiscal needs are minor, as most of the 
i n f r a s t r u c t u r e  is alr eady in place.

Bob Palmer, Alaska A g r i c u l t u r e  Action C o u n c i l , expressed support for 
the bill, stating that it was long overdue.

Senator Sturgulewsk i moved SB 772 with Individual recommendat ions.
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SB 803 and SB 804

Nick Carney expre ssed support for SB 803. It helps small farmers 
who do not p r e s e n t l y  q u alify for land cle aring loans.

Bob Palmer said he supports both SB 803 and SB 804.

Senator S t u r g u l e w s k i  poi nted out that SB 804 has a n e g a t i v e  impact on the 
general fund, by a l l owing  re payment of princi pal and interest of loans to 
the r e v o l v i n g  loan fund rather than to the general fund, and thinks this 
should be reflecte d in a fiscal note.

Senator F a h r e n k a m p  stated this should be brought to the a t t e n t i o n  of the 
Finance Committee.

Ken Vassar, Assistant A t t o r n e y  General, Depar t m e n t  of L a w , expressed 
concern over the c o n s t i t u t i o n a l i t y  of SB 304, spe cif i c a l l y  the d e d i c a t e d  
fund prohibition.

Paul K u p p r rt supports SB 803 as curing the current inequity, by allow i n g  
all farmers to obtain land clea ring loans.

Senator M u lcahy moved SB 803 and SB 804 with individual r ecommen dations.

SB 84 3

Mark Wittow, Special Ass istant to the Commission er. Depart m e n t  of Natu ral 
R e s o u r c e s , discussed several a mendments DNR is proposing, m ostl y of a 
technical nature.

Howard Roltman, Consultant  to D N R , explained D N R 's s uggested solution to 
the issue raised by the Office of Surface Mining, namely the p repayment  of 
penalties into an e scrow account pending appeal. D N R ' s proposed a l t e r n a t i v e  
would require submi t t i n g  a bond for the amount of the penalty.

Phil Holdsworth, C O M . , expressed the coal oper ators support for the bond 
alternative.

Senator Oilman moved and asked unan imous consent for several amendments  
to SB 843. (For b r e v ity's sake, please see attached copy of memo to 
Billy Berrier, Legal Division.)

Senator Fischer moved and asked unani mous consent for several amend m e n t s  
which serve to neuter SB 843. (Again, see attached copy of memo.)

Senator M u lca hy moved CSSB 843, as amended, with i ndividual r e c o m m endation s.

SB 697

Senator Fahrenkam p expl ained that three Com mittee S u bstitutes had been 
prepared for SB 697.

Senator Rodey testified in support of Committee Subs titute /*3, which 
reflects the work done by the Banking Committee.
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Dean Olson, C h a i r m a n  of the Board, Alaska  R e n e w a b l e  R e s o u r c e s  C o r p o r a t i o n , 
e n d orsed C ommi t t e e  Substi t u t e  #3.

Senator S t u r g u l e w s k i  emphasized the drastic changes C o m m i t t e e  Substi t u t e  
#3 makes to the Corporation, and express ed c o ncern over what impact 
these changes would have on the current i n v e s t m e n t s  made through A R R C .

Wayne Littleton, President, A R R C , stated that funding is a d e q u a t e  to 
c o n tinue the Corporation.

Senator Rodev exp lained that the sunset p r o v i s i o n  for ARRC, w h i c h  is 
much longer than most other sunset pr ovisions, is a tradi t i o n a l  banking 
concept, as a longer period is required to a d e q u a t e l y  judge the c o m p e t e n c y  
of such a corporation. He also explained that there is a c o n f u s i n g  section 
at the top of page 5, and that correct langu a g e  will be prepar ed by the 
time the bill goes to Finance Committee.

Don Hostak, Director, Division of Busi ness Loans, D e p a r t m e n t  of C o m m e r c e , 
stated that a fiscal note is needed, b e c a u s e  the Depart m e n t  of Commerce 
will need o p e r a t i n g  funds for ARRC.

Senator Fischer moved the acceptance of C o m m i t t e e  S ubsti t u t e  #3.

Senator S t urgulew ski moved CSSR 697 with individual r ec ommendation s.

The m e eti ng was a djourned at 3:05 p.m.
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Es t a b l i s h i n g  the A l a s k a  R e s o u r c e s  C o r p o r a t i o n  in 
place of the A l a s k a  R e n e w a b l e  Resourc es C o r p o r a t i o n  
R e l a t i n g  to the d ispo s a l  of land for a g r i c u l t u r a l  
d e v e l o p m e n t .

V JLCS CSSB 697y ( F i n )  

HCS CSSB 418 (Rls)

SB 697

Senator Fa hren k a m p  pointed out the change in the H o u s e - p a s s e d  v e r sion 
of the bill on page 10, line 13 that v.ould allow the C o r p o r a t i o n  to 
continu e and sustain i nvest ments that have already been made.

Dave Gray, Alaska Food C o m p a n y , expre ssed support for the change.

Senator S t u r g u l e w s k i  e x p r ess ed support for the H o u s e - p a s s e d  version, 
stating that the State must keep its c o m m i t m e n t s  to these investments.

Senator G ilm an moved that the C o m m i t t e e  recommend  passage of 
HCS CSSB 697 (Fin) and asked unani mous consent.

SB 418

Senator G i l m a n explaine d that the language in the H o u s e - p a s s e d  vers ion 
came from the A t t o r n e y  General' s office, and is sufficient to rectify 
the p r oblem that caused the State to be involved in the M c K e n z i e  Sale 
lawsuit. He recom m e n d e d  that the C o m m i t t e e  support HCS CSSB 418 (Rls).

Senator S t u r g u l e w s k i  asked unanimo us consent.

The m e e t i n g  was ad journed at 10:50 a.m.



---------------  M E M O R A N D U M
From: Resa King________

From the Office of 
Phone: 0 4 e . .Sene*or Bettye Fahrenkamp

Senate Resources Committee

To. Cheryl Frasca

tr . , - , o y
H n n S F, F T N A N C F  r.nMMIT-TEg  U - -  '  •

MESSAGE:
Attached please find background information

on SB 697 and SB 872. If you have any G u e s t i o ns 

please let me know.____________________________________
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SB 697

SB 697: 

G E N E R A L

S e c . ]:

S e c . 2:

S e c . 3: 

S e c . 4:

S e c . 5:

Sec. 6:

Sec . 7 :

Sec . 8 : 

Sec . 9 : 

Sec . 10;

NOTE:

"An Act r e l a t i n g  to the A l a s k a  R e n e w a b l e  R e s o urces  C o r por ation."

: The bill expands 'the ARRC board of trustees from 3 to 5
members, alters their c o m p e n s a t i o n  from annual salary to 
a per d i e m  a r r angement,  and e l i m i n a t e s  their a u t h o r i z a t i o n  
to make g r a n t s .

Ch anges the number of m e m b e r s  on the ARRC board of trustees 
from 3 to 5.

Re p l a c e s  l a n guage e s t a b l i s h i n g  the members  initial terms 
at 2, 3, and 4 years with  s t a g g e r e d  terms of 4 years each.

C h ang es the q u o r u m  r e q u i r e m e n t  from 2 to 3 members.

E l i m i n a t e s  the annual salary for board members, r e p l acin g it 
w i t h  c o m p e n s a t i o n  for board m e e t i n g  attend a n c e  d eterm ined 
by the board, not to exceed $200 per day. M e mbers are 
also e n t i t l e d  to per diem and travel for members of 
boards and c o m m i s s i o n s  under e x i s t i n g  law.

R e q u i r e s  the board to hire an e x e c u t i v e  d i rector .to serve 
at the p l e a s u r e  of the board, at a salary determi ned by 
the board. The d i r e c t o r  may not be a m ember of the board. 
The e x e c u t i v e  d i r ector may hire other staff with the board's 
approval. The d i r e c t o r  and staff posit ions are in the 
exempt service c l a s s i fication.

Amends e x i s t i n g  p r o v i s i o n  for financial assist ance to 
prohibit grants .

E l i m i n a t e s  language p e r t a i n i n g  to grants from provision 
for financi al assistance.

Adds l a n guage p r o h i b i t i n g  the ARRC from making grants.

De l e t e s  language  a u t h o r i z i n g  the board to make grants.

: T r a n s i s t i o n a l  provisions. P r o vi des for the c ompl e t i o n
of terms of members serving  on the e f f e ctiv e date of 
the bill. E s t a b l i s h e s  the initial terms of the new 
member positio ns at 2 and 3 years.

The bill has no e f f e c t i v e  date,

PRIME SPONSOR: K e r ttula (by request)

C O - S P O N S O R ( S ) : None



For an act entitled: "An Act relating to the Alaska Renewable

Resources Corporation"

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

l)-=?
Sec. 3. AS 37 is amended by adding a new chapter to read:

CHAPTER 12. ALASKA VENTURE ENTERPRISE CORPORATION [ALASKA 

RENEWABLE RESOURCES CORPORATION].

Sec. 1.37.12.010. ALASKA VENTURE ENTERPRISE CORPORATION 

CREATED. [ALASKA RENEWABLE RESOURCES CORPORATION CREATED.]

There is created the Alaska Venture Enterprise Corporation 

[ALASKA RENEWABLE RESOURCES CORPORATION] to carry out the 

purposes of this chapter. The corporation is a public 

corporation of the state and an instrumentality of the state 

within the Department of Commerce & Economic D e v e lopment 

[DEPARTMENT OF REVENUE] but has a legal existence independent 

of and separate from the state. The exercise by the corporation 

of the powers conferred by this chapter is considered an 

essential function of the state.

- ^ 7
Sec. 2. AS 37.12.020 is amended to read:

Sec. 37.12.020. ALLOCATION. (a) T h ere is created

the Alaska Venture Enterprise C o r p o i. a tion (__________ Fund

to carry out this chapter. Th Is fund shall be used for 

no other purpose.

(b) The principal and interest repayments of the 

corporation shall be used to reinvest in additional investments 

as determined by the Board of Directors and for operating 

budget expenses of the corporation.

[ (a) THERE SHALL BE ALLOCATED TO THE CORPORATION FROM 

THE RECEIPTS DESCRIBED IN AS 37.11.020 FIVE PER CENT OF THE 

TOTAL RECEIPTS PAID THE STATE FROM MINERAL LEASE BONUSES AND 

RENTALS FOR STATE LAND AND ROYALTIES DERIVED FROM MINERALS 

PRODUCED ON STATE LAND. PAYMENTS OF THE AMOUNT ALLOCATED BY 

THIS SECTION SHALL BE MADE TO THE CORPORATION BY THE DEPARTMENT 

OF REVENUE ON A MONTHLY BASIS.



(b) FIFTY PER CENT OF ALL ACTUAL RECEIPTS OF THE 

CORPORATION FROM WHATEVER SOURCE EXCEPT RECEIPTS FROM THE 

CORPORATION'S INVESTMENTS, SHALL BE DEPOSITED INTO THE 

RENEWABLE RESOURCES INVESTMENT FUND (AS 37.11.050).]

Sec. 3. AS 37.12.025 is amended to read:

Sec. 37.12.025. BOARD OF DIRECTORS. [BOARD OF TRUSTEES.]

A board of directors [TRUSTEES] of the corporation is established 

as its governing body.

Sec. 4. AS 37.12.030 is amended to read:
'+ ■

Sec. 37.12.030. COMPOSITION OF THE BOARD OF DIRECTORS 

[TRUSTEES]. The board of directors [TRUSTEES] consists of 

seven [THREE] members appointed by the governor and confirmed 

by a majority of the members of the legislature in joint 

t e s s i o n . The Commissioner of Commerce & Economic Development 

a n d Chairman of the Permanent Fund Board shall serve as ex- 

o fficio members of the board of directors and snail not be 

counted for purposes of quorum or v o t e . The board shall 

annually elect a chairman from among its' members. A chairman 

may not succeed himself.

Sec. 5. AS 37.12.035 TERM OF OFFICE. The members of the 

board of directors [TRUSTEES] shall be appointed for terms 

of four years, and they may be reappointed. Terms shall be 

staggered. The initial terms shall be three [ONE] membcrjs 

serving for two years, two [ONE] members serving for three 

years, and two [ONE] membcits serving for four years.

Sec. 6 . AS 37.12.050 is amended to read.

Sec. 37.12.050. QUORUM. Four [TWO] members of the 

board constitute a quorum for the transaction of business 

and the exercise of the powers and duties of the board.

Sec. 7. AS 37.12.055 is amended to read:

Sec. AS 37.12.055. COMPENSATION OF BOARD MEMBERS.

Board members are in the exempt service under AS 39.25.

A board member receives compensation for each day the member 

attends a meeting of the board. This compensation is determined 

by the board, but may not exceed $200 per day. A board member 

is also entitled to per diem and travel allowances provided 

by law for members of state boards and commissions ]AND

RECEIVE AN ANNUAL SALARY WITHIN RANGE 30 OF THE SALARY 

SCHEDULE FOR STATE EMPLOYEES ESTABLISHED BY AS 37.27.011].



Sec. 37.12.060. PRESIDENT AND STAFF. (a) The board 

shall employ a president and chief executive officer to 

administer the corporation in accordance with this chapter, 

and to perform other duties that the board may prescribe.

The president serves at the pleasure of the board and may 

not be a member of the board. The board determines the 

salary of the . p r e ^ i  ,

(b) The president may, with the approval of the board, 

select and employ additional staff as necessary. The president 

and all employees of the board are in the exempt service.

Sec. 10. AS 37.12.075(2) is amended to read:

(2 ) provide financial assistance other than g r a n t s , 

for projects which the board finds will accomplish the 

purposes of the corporation as set out in AS 37.12.015;

'Sec. 11. AS 37.12.080(a)(2) is amended to read:

(2 ) use the financial mechanism most appropriate to 

the conditions of the applicant and the proposed project and 

which will most effectively utilize the funds available;

(GRANTS MAY BE MADE BY THE BOARD OF UP TO 90 PERCENI’ OF THE 

TOTAL PROJECT COSTS FOR THE FOLLOWING PURPOSES:

(A) PROJECTS FOR THE APPLIED RESEARCH AND DEVELOPMENT

OF PRODUCTS, TECi OLOGIES, OR INNOVATIONS FOR THE 

REHABILITATION, ENHANCEMENT, OR DEVELOPMENT OF THE 

STATE'S RENEWABLE RESOURCES;

(B) PROJECTS FOR THE DEMONSTRATION, ON A ONE-TIME

BASIS, OF THE ECONOMIC OR TECHNICAL FEASIBILITY OF A

N E W  PRODUCT, MARKET, OR TECHNOLOGY INVOLVING A RENEWABLE 

RESOURCE; OR

(C) PROJEC'U '-OR THE REHABILITATION ENHANCEMENT,

OR DEVELOPMENT OF A COMMON-PROPERTY RESOURCE WHERE THE 

BENEFITS FROM THE PROJECT CANNOT BE CAPTURED BY ANY 

SINGLE ECONOMIC UNIT;]

Sec. 12. AS 37.12.080(a) is' an ended by adding:

(5) require equity investments to contain provisions

for divestment of the shares held in a period not to exceed
'sr



,Sec.‘ 13. AS 37.12.080(b)(6) is amended to read:

(6 ) make grants [ALLOCATE TO GRANTS MORE THAN 10 PERCENT 

OF THE ANNUAL APPROPRIATION OF THE CORPOR A T I O N ] .

Sec. 14. AS 37.12.095 is amended to read:

Sec. 37.12.095. BUDGET AND APPROPRIATIONS. (a) The 

corporation may expend money only as appropriated by the 

legislature. The corporation is subject to the Executive 

Budget Act (AS 37.07) except as provided in (b) [AND (C) OF 

THIS SECTION].

(b) The budget of the corporation shall include the 

categories and amounts of proposed financial assistance 

broken down by financing mechanism and resource sector 

affected and all funds received by the corporation whether 

through allocations made by this chapter, appropriation or 

otherwise. The total amount of the corporation's operating 

budget shall be specified separately in its budget and be

appropriated from program receipts [THE GENERAL FUND].

Sec. 15. AS 37.12.125(2) is amended to read:

(2) "board" means the Board of 'irectors [TRUSTEES] of 

the Alaska Venture Enterprise Corporation [ALASKA RENEWABLE 

RESOURCES CORPORATION];

See. 16. AS 37.12.125(3) is amended to read:

(3) "corporation" means the Alaska Venture Enterprise 

Corporation [ALASKA RENEWABLE RESOURCES CORPORATION].

Sec. 17. AS 37.12.125(4) is amended to read:

(4) "project" m e a n d i products, markets, innovations, or 

technological developments ':or the r e n a b i l i t a t i o n , enhancement, 

or development of [RENEWABLE] resources and includes applied 

research for those products, markets or technological developments;

Sec. 18. AS 37.12.125(5) is amended to read:

(5) "rehabilitation, enhancement, and development" 

means any activity or program which improves the health and 

well-being of a [RENEWABLE] resource or [RENEWABLE] resource 

population leading to an increase in the quality or productivity 

of the resource and to an increase in the benefits derived

from the resource to the citizens of the state;



I ' ’ Sec. 19. AS 37.12.125(6) is amended to .read:
'  .

(6 ) "[RENEWABLE] resource" means [NON-HUMAN LIVING 

ORGANISMS] natural components of the environment including 

but not limited to fisheries, agriculture, forest products, 

renewable energy, tourism, and mining [THE AIR, LAND, AND 

WATERS; AND ENERGY SYSTEMS WHICH ARE NATURALLY RECURRING OR 

REPLENISHED], Oil and gas resources are excluded.

Sec. 20.- AS 37.11.040 is repealed.

Sec. 21. AS 37.11.050 is repealed.
'  r -

Sec. 22. AS 37.11.060 is repealed.

Sec. 23. AS 37.11.0/0 is repealed.

Sec. 24. AS 37.11.080 is repealed.

Sec. 25. AS 37.11.090 is repealed.

Sec. 26. TRANSITIONAL ^ V I S I O N S .  A member of the board of 

trustees of the Alaska Renewable Resources Corporation 

serving on the effective date of this act continues as a 

member for the duration of the term for which appointed.

cSclc IS F F £ c T  1 V O  D A  1 £  . 15  l<?ej f a t
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ALASKA RENEWABLE RESOURCES CORPORATION 

Legislative Recommendations 

1982

Principal 
Problem Experienced

1. Redundant/ambiguous
top management authority

Reason

1. Three trustees of equal
authority and responsibility

Possible Remedy

1. Change Board structure

Recommended
Solution

1. P/T board of seven 
members, majority 
from private sector

2. Goal ambiguity/
strategic confusion

2. Unclear/unfocused 
legislation

2. Restrict investments to R & D , 
start-ups, and expansions of 
ventures with less than $ 2  million 
net worth. Drop granting powers.

2. Legislated focus as 
shown to left under 
"possible remedy"

3. Operational bureaucracy 3. ''apartment of Revenue/
Department of Administration 
perceptions of their 
responsibilities o,rer ARRC 
operation. Legal opinions 
about constitutionality of 
f u n d i n g .

3. Capitalize ARRC.
Remove from Executive Budget Act. 
ARRC operates and invests from 
capital and earnings

Strengthen accounta­
bility requirements 
by requiring 
quarterly statements, 
Legislative Budget & 
Audit also contracts 
for additional audit 
by experienced f.rm.

4. Public concerns about 
market power

4. Narrow focus in industry 
targets/use of ARRC for 
emergency stabilization of 
fisheries industry

4. Broaaen' industry focus. Don't 
legislate emergency anticyclical 
investment goals. Be more 
realistic about portfolio balance

4. Include all 
manufacturing/ 
processing in target 
indus tiies



A l a s k a  S t a t e  L e g i s i a t u h e
S E N A T E  B A N K IN G  C O M M IT T E E  
P o n O S  V ,  J U J T E A C  0 9 8 1 1

M E M O R A N D U M

D A T E : March 26, 1982

TO Senator Pat Rodey

FROM: Jim Kelly

RE: Proposed CS SB 6 9 7 : "An Act establishing the Alaska Resources 
Corporation in place of the Alaska Renewable Resources Corp­
oration (AS 37.12)."

This proposed committee substitute establishes a new, more viable 

investment institution in place of the ARRC. The proposed succeeding 

organization would be different from the ARRC, not only in name, but 

also in terms of purpose, tools, capitalization, legal and management 

structure, and accountability.

P u r p o s e : A R C ' r< purpose is simple and straightforward: to provide 

development capital to small enterprises in resource industries in the 

state in ways that enhance private capital investment.

This purpose is based on a number of assumptions: (1) development

of the state's resource industries, other than oil, is now more important 

than ever, given recent experience which clearly demonstrates the in- 

adviseability of too great a dependence on one source of revenue; (2 )

•.his economic development can best be facilitated by the provision of 

a state-chartered, development capital investment institution which 

works in collaboration wit., the existing private financial institutions; 

and (3) the type of financing to be provided by the ARC is otherwise 

unavailable for Alaska enterprises.

Tools: ARC would make equity or near-equity investments, and



loans; there would be no grants. ARC would be empowered to use a 

broad range of financial instruments to accomplish its purpose; for 

example: senior or junior debt, secured or unsecured, intermediate 

or long-term, equity kickers, stock, share in the profits, royalty 

arrangements, etc.

Use of the above tools would be constrained in the following 

important ways: (1) if ARC makes an equity investment, it would be 

required to divest itself of ownership within 10 years; (2) there 

would be a limit on the maximum investment ARC could make in one 

project - $500,000; (3) ARC would be limited to 49 percent of the 

combined equity and debt obligations of an applicant.

C a p i t a l i z a t i o n : All appropriations, assets and liabilities 

would be transferred from the ARRC to ARC. These funds, as well as 

the interest from the use of these funds, would remain with the 

corporation to fund future loans and investments, as well as its 

annual operating budgets. It is anticipated that these are the 

only funds the corporation will ever need.

This method of capitalization ensures that ARC will make 

careful investments, as the corporation's future well-being depends 

on the success of its investment0 .

Legal and Management S t r u c t u r e : ARC would remain an instrumentality 

of the state, but under the Department of Commerce and Economic Develop­

ment rather than Revenue. The three full-time trustees would be re­

placed with five part-tim° directors - four public members and the 

commissioner of commerce and economic development. These directors 

would be authorized to meet electronically, be required to hire an 

executive director to administer day-to-day operations, and be eligible 

to receive compensation of $ 2 0 0  for every day spent on official business.



A c c o u n t a b i l i t y ; This would be accomplished by making the

operating budget of the corporation subject to the Executive Budget 

Act, and by expanding the reporting requirements of the board of 

directors. In addition, ARC would be subject to a sunset review in 

1 0  years, a length of time truly sufficient to gauge the success or 

failure of an organization of this type.

Sectional Analysis

Section 1 : Changes the name of the corporation, and transfers 

the instrumentality from Revenue to Commerce.

Section 2 : Repeals and reenacts the purposes of the corporation.

Section 3 ; Addresses the question of capitalization by establishing 

a development capital fund. This fund consists of all appropriations to 

the corporation, payments of principal and interest on loans and equity 

investments of the corporation. The fund is to finance projects, pay 

operating expenses, and shall be invested otherwise in the same list 

of allowable investments as the General Fund.

Section 4 : Replaces the trustees with directors.

Section 5 : Establishes the composition of the board of directors,
i

provides that the commissioner may appoint a designee, and allows for 

the chairman to serve successive terms, if that is the board's wish.

Section 6 ; Provides for term of office.

Section 7 : Establishes the quorum, and allows for electronic 

m e e t i n g s .

Section 8 : Provides that members of the board receive $200 for 

each day spent on official business of the corporation.

Section 9: Requires the board to hire an executive director to



administer day-to-day operations of the corporation.

Section 1 0 : Technical amendment.

Section 1 1 : States the duties of the board..

Section 1 2 : Disallows grants.

Section 1 3 : Requires the corporation to divest itself of ownership 

of investments within a period of 10 years.

Section 1 4 ; Provides a maximum investment size of $500,000,

Section 1 5 : Limits investments to 49 percent of the combined

equity and debt obligations of an applicant.

Section 1 6 : Technical amendment.

Section 1 7 : Technical amendment.

Section 1 8 ; Disallows grants.

Section 1 9 ; Expands the section relating to reports and publications 

to ensure that the legislature and the public are kept informed of the 

quantity and quality of the corporation's activities.

Section 2 0 : Places ARC under the Executive Budget Act.

Section 2 1 : Technical amendment.

Section 22; Technical amendment.

Section 23; Technical amendment.

Section 24; Further defines the purpose of the corporation.

Section 25; Defines the meaning of "resource".

Section 26; Defines "small enterprise" to mean a business with

income of $ 1 0  million or les;..

Section 27; Technical amendment.

Section 28; Technical amendment.

Section 29; Provides for a sunset review i n  the year 1992.

Section 30: Technical amendment.



Section 3 1 ; Provides for the initial terms of members, and that 

the governor shall appoint the public members w i t h  75 days of the

effective date of the Act.

Section 3 2 : Dissolves the ARRC on the effective date of the Act.

Section 3 3 : Transfers the assets and liabilities of ARRC to ARC.

Section 34'; Repeals 020: previous source of funding; 04 0: previous 

language on removals and vacancies; 070 (12) and (14) : previous language 

authorizing grants, and investment of surplus funds; 080: previous 

language which was rhetorical and unnecessary; 085: previous residency 

requirement; 115: previous language authorizing technical assistance.

Section 3 5 : Provides that the $500,000 m a x i m u m  investment limit 

only applies to investments made after the effective date of the Act.



SECTIONAL COMPARISON: CSSB 697, DRAFTS No. 1 & No. 3

1st draft 3rd draft Comment s

Sec . 1 Sec.. 1 Identical.
S e c . 2 Sea. 2 it 3 adds a provision to the purposes for 

providing development capital for small 
resource industries enterprises.

Sec . 3 Provis ion for Development Capital Fund.
Sec. 3 Sec. 4 I d e n t i c a l .
Sec . 4 Sec . 5 #3 adds a provision allowing the commisioner 

to appoint a designee.
Sec . 5 Sec . 6 Identical.
Sec. 6 S e c . 7(a) I d e n t i c a l .

Sec . 7(b) P rovision for meeting by electroni c media.
S e c . 7 Sec . 8 //3 adds a payment of $200 per day in addition 

to pe- diem.
Sec . 9 P r o v ision  for executive director an- staff.

Sec . 8 Sec . 10 I d e n t i c a l .
Sec . 9(1) Sec . 11(1) Id .r t ■* - 1 .
Sec . 9(2) Sec . 11(2) t . :es this with a provision on meeting

-i i! u t e s .
Sec. 9(3) Sec . 11 (3) I d e n t i c a l .
Sec. 9(4) Sec . 11(4) I d e n t i c a l .
Sec . 9(5) Not included in i t3.
Sec. 10 Not included in i t3.
Sec . 1 1 Sec . 12 i t 3: "...proposed resource project..."
Sec . 12 Sec . 13 Substanti vely the same; different wording.

Sec. 14 Reduces the maximum assistance per project or
applicant to $500,000 (presently $1,500,00); 
eliminates exemptions by concurrent resolution.

Sec. 13 Not included in //3.
Sec. 15 Prohibits financing ex-.eeding 49% of debts and

e q u i t y .
Sec. 16 Eliminates exemptions by concurrent resolution

to the 30 year loan time-limit.
Sec. 17 Eliminates provision allowing funds to state

agencies by inclusion in the corporation's 
a n n u a 1 budget.
Pro hi bits grants.
Rewrites reports and publications provisions. 
O p e r ating budget subject to the Executive 
Budget Ac t .
Identical.
Identical.
Identical.
Eliminates "renewable" from the definition 
of "rehabiI .tation, enhancement and development' 
Identical.

Sec . 18
Sec. 1 y
Sec. 20

Sec. 14 bee. 2 1
Sec. 15 Sec . 22
Sec . 16 Sec . 23

Sec. 2 4

Sec. 17 Sec. 25



Draft Comparison: page (2)

1st draft 3rd draft Comments

S e c . 26 Adds new definition for "small enterprise".
Sec. 18 S e c . 27 I d e n t i c a l .
Sec. 19 Sec. 28 I d e n t i c a l .

Sec. 29 Termin a t i o n  date for C o r p o r a t i o n - - 1992 .
S e c . 20 Sec . 30 Ident i c a l .
Sec. 21 Sec . 31 #3 adds a 75 day time limit (from effective 

date) for the appointment of directors.
Sec. 22 Sec . 32 I d e n t i c a l .
Sec. 23 S e c . 33 I d e n t i c a l .
S e c . 24 Sec . 34 R e p e a l e r s :

3 7.12 . 020 Allocations to corporation.
37.12.040 37 . 12 .040
.12.070(12) 37.12. 070(12)

37.12. 070(14) Provision for d e p o s i ti ng/investin g surplus
37.12.080(a)(1)(D) Provision that applicant keep new industry

activity in state for period of time. 
37.12.080(a)(1)(G) Resource use conflicts provision. 
37.12.080(a)(3) Provision requiring that the Board

consider the preferences and priorities 
of residents of the project location region. 

Residency requirement for financial assistance. 
Provision for financing preliminary technical 
assistance activities.
Not included in //3.
Sec. 15 applies to financial assistance provided 
after the effective date of this Act.

37 . 12.085 (2) 
37. 12. 115

37. 12 . 125 (5)
S e c . 35
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Principal 
Problem Experienced

Redundant/ambiguous 
top management authority

Goal ambiguity/ 
strategic confusion

Operational bureaucracy

Public concerns about 
market power

ALASKA RENEWABLE RESOURCES CORPORATION 

Legislative Recommendations 

1982

Reason

1. Three trustees of equal
authority and responsibility

2. Unclear/unfocused 
legislation

Department of Revenue/ 
Department of Administration 
perceptions of their 
responsibilities over ARRC 
operation. Legal opinions 
about constitutionality of 
funding.

4. Narrow focus in industry 
targets/use of ARRC for 
emergency stabilization of 
fisheries industry

Possible Remedy

Recommended
Solution

1. Change Board structure 1. P/T board of seven 
members, majority 
from private sector

2. Restrict investments to R & D , 2. Legislated focus as
start-ups, and expansions of shown to left under
ventures with less than $ 2  million "possible remedy"
net worth. Drop granting powers.

Capitalize ARRC.
Remove from Executive Budget Act. 
ARRC operates and invests from 
capital and earnings

3. Strengthen accounta­
bility requirements 
by requiring 
quarterly statements 
Legislative Budget & 
Audit also contracts 
for additional audit 
by experienced firm.

Broaden' industry focus. Don't 4. It elude all 
legislate emergency anticyclical manufacturing/
investment goals. Be more processing in target
realistic about portfolio balance. industries



For an act entitled: "An Act relating to the Alaska Renewable

Resources Corporation"

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

= 7
Sec. 3. AS 37 is amended by adding a new chapter to read:

CHAPTER 12- ALASKA VENTURE ENTERPRISE CORPORATION [ALASKA 

RENEWABLE RESOURCES CORPORATION],

Sec. 1.37.12.010. ALASKA VENTURE ENTERPRISE CORPORATION 

CREATED. [ALASKA RENEWABLE RESOURCES CORPORATION CREATED.]

There is created the Alaska Venture Enterprise Corporation 

[ALASKA RENEWABLE RESOURCES CORPORATION] to carry out the 

purposes of this chapter. The corporation is a public 

corporation of the state and an instrumentality of the state 

within the Department of Commerce & Economic Development 

[DEPARTMENT OF REVENUE] but has a legal existence independent 

of and separate from the state. The exercise by the corporation 

of the powers conferred by this chapter is considered an 

essential function of the state.

to carry out this chapter. This fund shall be used for 

no other purpose.

(b) The principal and interest repayments of the 

corporation shall be used to reinvest in additional investments 

as determined by the Board of Directors and for operating 

budget expenses of the corporation.

[(a' THERE SHALL BE ALLOCATED TO THE CORPORATION FROM 

THE RECEIPTS DESCRIBED IN AS 37.11.020 FIVE PER CENT OF THE 

TOTAL RECEIPTS PAID THE STATE FROM MINERAL LEASE BONUSES AND 

RENTALS FOR STATE LAND AND ROYALTIES DERIVED FROM MINERALS 

PRODUCED ON STATE LAND. PAYMENTS OF THE AMOUNT ALLOCATED BY 

THIS SECTION SHALL BE MADE TO THE CORPORATION BY THE DEPARTMENT 

OF REVENUE ON A MONTHLY BASIS.

Sec. 2. AS 37.12.020 is amended to read:

Sec. 37.12.020. ALLOCATION. (a) There is created 

the Alaska Venture Enterprise CorporationT J F u n d

I



(b) FIFTY PER CENT OF ALL ACTUAL RECEIPTS OF THE 

CORPORATION FROM WHATEVER SOURCE EXCEPT RECEIPTS FROM THE 

CORPORATION'S INVESTMENTS, SHALL BE DEPOSITED INTO THE 

RENEWABLE RESOURCES INVESTMENT FUND (AS 37.11.050).]

Sec. 3. AS 37.12.025 is amended to read:

Sec. 37.12.025. BOARD OF DIRECTORS. [BOARD OF TRUSTEES.]

A board of directors [TRUSTEES] of the corporation is established 

As its governing body:

Sec. 4. AS 37.12.030 is amended to read:
'  +  ■

Sec. 37.12.030. COMPOSITION OF THE BOARD OF DIRECTORS 

[TRUSTEES]. The board of directors [TRUSTEES] consists of 

seven [THREE] members appointed by the governor and confirmed 

by a majority of the members of the legislature in joint 

session. The Commissioner of Commerce & Economic Development 

and Chairman of the Permanent Fund Board shall serve as ex­

officio members of the board of directors and shall not be 

counted for purposes of quorum or vote. The board shall 

annually elect a chairman from among its' members. A chairman 

may not succeed himself.

Sec. 5. AS 37.12.035 TERM OF OFFICE'. The members of the 

board of directors [TRUSTEES] shall be appointed for terms 

of four years, and they may be reappointed. Terms shall be 

staggered. The initial terms shall be three [ONE] member^ 

serving for two years, two [ONE] member^ serving for three 

years, and two [ONE] members serving for four years.

Sec. 6 . AS 37.12.050 is amended to read:

Sec. 37.12.050. QUORUM. Four [TWO] members of the 

board constitute a quorum for the transaction of business 

and the exercise of the powers and duties of the board.

Sec. 7. AS 37.12.055 is amended to read:

Sec. AS 37.12.055. COMPENSATION OF BOARD MEMBERS.

Board members are in the exempt service under AS 39.25.

A board member receives compensation for each day the member 

attends a meeting of the board. This compensation is determined 

by the board, but may not exceed $200 per day. A board member 

is also entitled to per diem and travel allowances provided 

by law for members of state boards and commissions ]AND

RECEIVE AN ANNUAL SALARY WITHIN RANGE 30 OF THE SALARY 

SCHEDULE FOR STATE EMPLOYEES ESTABLISHED BY AS 37.27.011].



Sec. 8 . AS 37.12.060 is repealed and reenacted to read:

Sec. 37.12.060. PRESIDENT AND STAFF. (a) The board 

shall employ a president and chief executive officer to 

administer the corporation in accordance with this chapter, 

and to perform other duties that the board may prescribe.

The president serves at the pleasure of the board and may 

not be. a member of the board. The board determines the 

salary of the . p r e ^ t  ,

(b) The president may, with the approval of the board, 

select and employ additional staff as necessary. The president 

and all employees of the board a. n the exempt service..

Sec. 9. AS 37.12.070(12j^B<Lrepealed. +  H L .

Sec. 10. AS 37.12.075(2) is amended to read:

(2 ) provide financial assistance other than grants, 

for projects which the board finds will accomplish the 

purposes of the corporation as set out in AS 37.12.015;

AS 37.12.080(a)(2) is amended to read:

(2 ) use the financial mechanism most appropriate to 

the conditions of the applicant and the proposed project and 

which will most effectively utilize the funds available;

[GRANTS MAY BE MADE BY THE BOARD OF UP TO 90 PERCENT OF THE 

T0T4L PROJECT COSTS FOR THE FOLLOWING PURPOSES:

(A) PROJECTS FOR THE APPLIED RESEARCH AND DEVELOPMENT

OF PRODUCTS, TECHNOLOGIES, OR INNOVATIONS FOR THE 

REHABILITATION, ENHANCEMENT, OR DEVELOPMENT OF THE 

STATE'S RENEWABLE RESOURCES;

(B) PROJECTS FOR THE DEMONSTRATION, ON A ONE-TIME

BASIS, OF THE ECONOMIC OR TECHNICAL FEASIBILITY OF A

N E W  PRODUCT, MARKET, OR TECHNOLOGY INVOLVING A RENEWABLE 

RESOURCE; OR

(C) PROJECTS FOR THE REHABILITATION ENHANCEMENT,

OR DEVELOPMENT OF A COMMON-PROPERTY RESOURCE WHERE THE 

BENEFITS FROM THE PROJECT CANNOT BE CAPTURED BY ANY 

SINGLE ECONOMIC UNIT;]

Sec. 12. AS 37.12.080(a) is' amended by adding;

(5) require equity investments to contain provisions

for divestment of the shares held in a period not to exceed
j * r

-te* vearq . _____



Sec.' 13. AS 37.12.080(b)(6) is amended to read:

(6 ) make grants [ALLOCATE TO GRANTS MORE THAN 10 PERCENT 

OF THE ANNUAL APPROPRIATION OF THE CORPORATION].

Sec. 14. AS 37.12.095 is amended to read:

Sec. 37.12.095. BUDGET AND APPROPRIATIONS. (a) The 

corporation may expend money only as appropriated by the 

legislature. The corporation is subject to the Executive'

Budget Act (AS 37.07) except as provided in (b) [AND (C) OF

THIS SECTION].
' + •

(b) The budget of the corporation shall include the 

categories and amounts of proposed financial assistance 

broken down by financing mechanism and resource sector 

affected and all funds received by the corporation whether 

through allocations made by this chapter, appropriation or 

otherwise. The total amount of the corporation's operating 

budget shall be specified separately in its budget and be 

appropriated from program receipts [THE GENERAL FUND].

Sec. 15. AS 37.12.125(2) is amended to read:

(2) "board" means the Board of directors [TRUSTEES] of 

the Alaska Venture Enterprise Corporation [ALAC" _.<’EWABLE 

RESOURCES CORPORATION];

Sec. 16. AS 37.12.125(3) is amended to read:

(3) "corporation" means the Alaska Venture Enterprise 

Corporation [ALASKA RENEWABLE RESOURCES CORPORATION].

Sec. 17. AS 37.12.125(4) is amended to read:

(4) "project" m e a n ^  p r o ducts, markets, innovations, or 

technological developments for the rehabilitation, enhancement, 

or development of [RENEWABLE] resources and includes applied 

research for those products, markets or technological developments

Sec. 18. AS 37.12.125(5) is amended to read:

(5) "rehabilitation, enhancement, and development" 

means any activity or program which improves the health and 

well-being of a [RENEWABLE] resource or [RENEWABLE] resource 

population leading to an increase in the quality or productivity 

of the resource and to an increase in the benefits derived

from the resource to the citizens of the state;

C J



Sec. 19. AS 37.12.125(6) is amended to .read:

(6 ) "[RENEWABLE] resource" means [NON-HUMAN LIVING 

ORGANISMS] natural components of the environment including 

but not limited to fisheries, agriculture, forest products, 

renewable energy* tourism, and mining [THE AIR, LAND, AND 

WATERS; AND ENERGY SYSTEMS WHICH ARE NATURALLY RECURRING OR 

REPLENISHED]. Oil and gas resources are excluded.

S e c . 20.• AS 37.11.040 is repealed.

Sec. 21. AS 37.11.050 is r e p ealed.

S e c . 2 2 . AS 37.11.060 is r e p e a l e d .

Sec. 23. AS 37.11.070 is repea l e d .

Sec. 24. AS 37.11.080 is repea l e d .

Sec. 25. AS 37.11.090 is repealed.

Sec. 26. TRANSITIONAL $&0VI3I0NS. A member of the board o 

trustees of the Alaska Renewable Resources Corporation 

serving on the effective date of this act continues as a 

member for the duration of the term for which appointed.

<So.c 'if] f c F F / C c T  1 V E D / }  I E  , T f\ 'S /-ah

stall ‘f'alce- e-fiecrf Jdy I, R&Z- ,
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T E X T

T O

(A) T H E  L E G I S L A T I V E  U D G E T  A N D  A U D I T  C O M M I T T E E  H A S  T H E  P O W E R

(1) O R G A N I Z E ,  A D O P T  R U L E S  F O R  T H E  C O N D U C T  O F  I T S  
B U S I N E S S  A N D  P R E S C R I B E  P R O C E D U R E S  F O R  T H E  C O M P R E H E N S I V E  
F I S C A L  A N A L Y S I S ,  B U D G E T  R E V I E W  A N D  P O S T - A U D I T  FUNCTION.:;

(2) H O L D  P U B L I C  H E A R I N G S ,  A D M I N I S T E R  O A T H S ,  I S S U E  
T H E  A T T E N D A N C E  O F  W I T N E S S E S  A N D  P R O D U C T I O N
a  c c  o  Li «  r  s , r> o  c \ j m e h t s a n r r  t: s  t i: m o  n  y , A M d  h a  v  e
W I T N E S S E S  T A K E N  IN A M A N N E R  P R E S C R I B E D  BY 
F O R  T A K I N G  D E P O S I T I O N S  IN C I V I L  A C T I O N S ;
A L L  S T A T E  O F F I C I A L S  A N D  A G E N C I E S  O F  S T A T E  
F U L L  C O O P E R A T I O N  TO T H E  C O M M I T T E E  OR I T S

S U B P O E N A S ,  C O M P E L  
O F  P A P E R S ,  B O O K S ,
T H E  D E P O S I T I O N  O F  
C O U R T  R U L E  O R  L A W

(3) R E Q U I R E  

G O V E R N M E N T  TO G I V E  
S T A F F  IN A S S E M B L I N G  A N D  F U R N I S H I N G  R E Q U E S T E D  I N F O R M A T I O N ;

(1) R E V I E W  R E V E N U E  P R O J E C T I O N S ,  S T A T E  A G E N C Y  
A P P R O P R I A T I O N  R E Q U E S T S ,  T H E  E X P E N D I T U R E  OF S T A T E  F U N D S ,  
I N C L U D I N G  T H E  R E L A T I O N S H I P  B E T W E E N  S T A  I E A G E N C Y  P P O O k AH 

A C C O M P L I S H M E N T S  A N D  L E G I S L A T I V E  I N T E N T ,  A N D  T H E  F I S C A L  

P O L I C I E S  A N D  P R O C E D U R E S  OF S T A T E  G O V E R N M E N T ;
<5> R E V I E W  A N D  A P P R O V E  P R O P O S E D  ("MANGES TO A G E N C Y  

A U T H O R I Z E D  B U D G E T S  A S  P R O V I D E D  IN T H E  E X E C U T I V E  B U D G E T  ACt 
< A S  3 7 . 0 7 ,  01 0 - 37 ,07.1 30 > ;

< 6 > M A K  E R E C O M M E N D  A 7 I OF S C O N C E R N  ING A P P R O  P R  I AT I ,
POLICIES AND PROCEDURES OF 
W H E N  A P P R O P R I A T E ,  A N D  TO T H E

L E G I S L A T U R E  D U R I N G  T H E
BY M A J O R I T Y  V O T E  O F

T H E I R  E X P E N D I T U R E  A N D  T H E  F I S C A L  
S T A T E  G O V E R N M E N T  70 T H E  G O V E R N O R  
L E G I S L A T U R E ;

(7) P R E P A R E  A N D  D I S T R I B U T E  R E P O R T S ,  M E M O R A N D A  O R  O T H E R  

N E C E S S A R Y  M A T E R I A L S ;
(fc>) S U E  IN TI-IE N A M E  OF T H E  

I N T E R I M  B E T W E E N  S E S S I O N S  I F  A U T H O R I Z E D  
iHE F U L L  M E M B E R S H I P  O F  T H E  C O M M I T T E E ;

( ? )  H O L D  P U B L I C  H E A R I N G S  ON T H E  C O N F I R M A T I O N  OF T H E  
M E M B E R S  O F  T H E  I. J A R D  O F  T R U S T E E S  O F  T H E  A L A S K A  P E R M A N E N T  F U N D  
C O R P O R A ! I O N , A N D  T H E  M E M B E R S  O F  T H E  B O A R D  O F  T R U S T E E S  OF T H E  
A L A S K A  R E N E W A B L E  R E S O U R C E S  C O R P O R A T I O N ;

(10) M A K E  R E C O M M E N D A T I O N S  T O  T H E  L E G I S L A T U R E  A N D  T O  
A G E N C I E S  OF T H E  S T A T E  W H I C H  P E R F O R M  L E N D I N G  OR I N V E S T M E N T  
F U N C T I O N S  C O N C E R N I N G  T H E  S T R U C T U R E  A N D  O P E R A T I N G  P R A C T I C E S  OF 

T H E  A G E N C I E S ;
(11) E N T E R  I N T O  A N D  E N F O R C E  A L L  C O N T R A C T S  N E C E S S A R Y  OR 

D E S I R A B L E  F O R  T H E  F U N C T I O N S  O F  T H E  C O M M I T T E E ;
(12) PRO'- \ £  F O R  A N N U A L  P O S T  A U D I T S  O F  T H E  A L A S K A



CORPORAT IONHOUSING F I N A N C E  CORPORAT ION AND THE ALASKA 
DEVELOPMENT AUTHOR ITY*
<EO N O T H I N G  I N  T H I S  C H A P T F r' t h f  R E F ERRAL  BY T H E

P R E S I D I N G  O F F I C E R  O F  L E G I S L A T I O N  T . T H E  C O M M I T T E E  AT R E G U L A R  O R  

S P E C I A L  S E S S I O N S  OF T H E  LEGISLATORS.

I N D U S T R I A L
‘ | ji

o p SLA
SEC.

1971; A M  S E C  
3 C H  18 S L A  1980; 

2 O F  8

H I S T O R Y  (SEC. 2 CH
S L A  1979; A M  

A S 2 1 . 2 0 . 2 0 6  D O C U M E N T "
H E A D I N G S  T I T L E  21.

L E G I S L A T U R E .

C H A P T E R  20.
a g e n c i e s "OF T H E  l e g i s l a t u r e .
A R T I C L E  2.
L E G I S L A T I V E

1 Ci. 71 S L A  1977; A M  SEC. 
3 2  CI-1AM SEC. 1 0 6  S L A

2 C H  57 
1 98 0 )

B U D G E T  ANI) A U D I T  C O M M I T T E E .

C I T A T I O N  S E C .  2 1 . 2 0 . 2 0 6 .
CATCH L I N E

TEXT

R E L A T IN G  
TRUSTEES  
BOARD ( I F

THE LONG-RANGE OPERAT ING  PLANS  OF 
WHICH PERFORM LEND ING  OR I NVES TM EN T

H ISTORY

D U T I E S .
THE L E G I S L A T I V E  BUDGET AND AUDIT COMMITTEE  SHALL

(1)  REPORT TO THE L E G I S L A T U R E  I T S  RECOMMENDATIONS 
TO THE CO NF I RMAT ION  OF A P P O I N T E E S  TO THE BOARD OF 
OF THE ALASKA PERMANENT FUND CORPORA CION AND THE 
TRUSTEES  OF THE ALASKA RENEWABLE RESOURCES

CORPORAT ION;
(2 )  ANNUALLY RE V I EW  

ALL A G EN C I E S  OF THE STATE  
FU N CT IO NS ;

(3 )  REV I EW  P E R I O D I C  REPORTS FROM ALL A G E N C I E S  OF I  HI­
ST ATE WHICH PERFORM LEN D ING  OR I NVESTMENT  FUN CT IO NS ;

(1)  PRESENT  A COMPLETE REPORT OF I NVES TM EN T  PROGRAMS , 
P L A N S , P ERFORMANCE , AND P O L I C I E S  OF ALL A G E N C I E S  OF THE S^ATE  
WHICH PERFORM LEND ING  OR I NVESTMENT  FUNCT IONS  TO THE 
L E G I S L A T U R E  W I T H I N  30 DAYS AFTER  THE CONVENING OF EACH 
REGULAR S E S S I O N ;

(5 )  PRESENT TO THE L E G I S L A T U R E  W I T H I N  30 DAYS AFTER  THE 
CONVENING OF EACH REGULAR S E S S I O N  A REV I EW  OF THE REPORT OF 
THE GOVERNOR UNDER AS 3 7 . 0 7 . 0 2 0 ( D )  WITH RECOMMENDATIONS FOR 
NEEDED L E G I S L A T I O N ;

( 6 ) .1.N CONJUNCT ION WITH THE F I N A N C E  COMMITTEE  OF EACH 
HOUSE RECOMMEND ANNUALLY TO THE L E G I S L A T U R E  THE I NVES TM EN T  
P O L I C Y  FOR THE G E N E R A L  FUND SURPLUS  AND FOR T H E  INCOME FROM 
THE P E R M A N E N T  FUND;

(7 )  P R O V I D F  FOR AN ANNUAL POST AU D I T  AND ANNUAL 
OPERAT IONAL  AMD PERFORMANCE EVALUAT ION  OF THE. A!. A Si ;  A 
PERMANENT FUND CORPORAT ION I NVESTMENTS  AND I NVESTMENT  
PROGRAMS;

<6 > P R O V ID E  FOR AN ANNUAL OPERAT IONAL AND PERFORMANCE 
EVALUAT ION  OF THE ALASKA HOUSING F I N A N C E  CORPORAT ION AMD THE 
ALASKA I N D U S T R I A L  DEVELOPMENT AUTHOR!VY;  THE PERFORMANCE 
EVALUAT ION  SHALL  I N C L U D E , BUT I S  MOT L I M I T E D  TO,  A COMPAR ISON 
Of THE IMPACT ON VAR IOUS  SECTORS  OF THE ECONOMY BY P U B L I C  AND 
P R I V A T E  L E N D I N G , THE IMPACT  ON R E S I D E N T  AND NON RES IDENT  
EMPLOYMENT ,  THE IMPACT ON REAL WAGES,  AND THE IMPACT  ON STATE  
AND LOCAL OPERAT ING  AND C A P I T A L  BUDGETS OF THE PROGRAMS OF 
THE ALASKA HOUSING F I N A N C E  CORPORAT ION AND THE ALASKA 
I N D U S T R I A L  DEVELOPMENT A U TH O R I TY .

( S E C .  2 CH 18 SLA 1980; AM S E C .  33 CH 106 SLA <980)
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RESOURCES  CO RP OR AT ION .

F I N A N C I A L  A S S I S T A N C E  *
<A > I N  P R O V I D I N G  F I N A N C I A L  A S S I S T A N C E ,  THE BOARD 

<1> C O NS I DER  THE PROPOSALS  OF Q U A L I F I E D  APP l
SHALL  
I C A NT S ONLY

AFT ER  THE A P P L IC A N T  HAS SU BM I T TE D  A D E T A I L E D  PROPOSAL I N  THE 
FORM P R E S C R I B E D  BY THE BOARD;  NO A S S I S T A N C E  MAY BE APPROVED 
BY THE BOARD UNLESS  I T  F I N D S ,  I N  W R I T I N G ,  THAT

<A ) THE PROPOSED P R O J E C T ,  I F  S U C C ES SF U L ,  W I L L  
FURTHER THE PURPOSES  OF THE CORPORAT ION AS S E T  OUT I N  
SEC* 15 OF T H I S  C HA PTE R ;

<B> THE A P P L I C A T I O N  CONTA INS  AN ADEQUATE PLAN FOR 
PROJECT  I M P L E M E N T A T IO N ,  I N C L U D I N G ,  WHEN A P P L I C A B L E ,  A 
COMPLETE B U S I N E S S , F I N A N C I A L  AND MARKET ING PLAN FOR 
COMMERCIAL ACTTV1 T I E S ;

( C)  S U F F I C I E N T  C A P I T A L  I S  NOT A V A I L A B L E  FROM OTHER 
SOURCES ON REASONABLE  TERMS ;

<D> THE A P P L IC A N T  HAS AGREED THAT I F  NEW RENEWABLE 
RESOURCE I N D U S T R I A L  A C T I V I T Y  RES UL TS  FROM THE PROPOSED 
P ROJ ECT ,  H I S  BEST  E F F OR TS  W I L L  BE EMPLOYED TO KEEP  THAT 
A C T I V I T Y  I N  THE STATE  FOR A M IN IMUM P E R IO D  OF T I M E  
S P E C I F I E D  BY THE BOARD;

( E> THE A P P L IC A N T  DEMONSTRATES THAT S U F F I C I E N T  
TECHN ICAL  AMD B U S I N E S S  E X P E R T I S E  TO ACCOMPL I SH THE 
O B J E C T I V E S  OF THE PROPOSED PROJECT I S  A V A I L A B L E ;

<F> ALL COSTS ,  I N C L U D I N G  A D D I T I O N A L  GOVERNMENTAL 
COST ,  A SSO C IA TED  WITH AND A NC I L L AR Y  TO THE PROJECT  AND 
FUTURE O B L I G A T I O N S  GENERATED BY THE PROJECT  HAVE BEEN
I D E N T I F I E D ,  
MA IN TEN.' ' C £ ,  
PRO, .  T T ;

INCLIJD.1 N'I 
OR OTHER

ANY NECESSARY 
SUPPORT COSTS

O P E R A T IN G ,  
FOR THE L I F E OF THE

RESULT
■ P O T E N T IA L  RESOURCE USE C O N F L IC T S  THAT MAY 
RUM THE PROPOSED PROJECT  ARE I D E N T I F I E D  AMD

EVALIJAT u D , AND WHEN NE CES SAR Y ,  PLANS  TO M I T I G A T E  OR 
RESOLVE  THOSE C O N F L I C T S  AMD TO P RE SE RV E  FOR THE FUTURE 
OPT IONS  FOR THE USE OF THE S T A T E ' S  RENEWABLE RESOURCES  
ARE INCLUDED I N  THE A P P L I C A T I O N ;
<2> USE THE F I N A N C I A L  MECHANISM MOST A P P R O P R IA T E  TO THE 

C O ND I T IO N S  OF THE A P P L IC A N T  AND THE PROPOSED PROJECT  AND 
WHICH W I L L  MOST E F F E C T I V E L Y  U T I L I Z E  THE FUNDS A V A I L A B L E ;  
GRANTS MAY BE MADE BY THE BOARD OF UP TO 90 PER  CENT OF THE 
TOTAL PROJECT  COSTS FOR THE FOLLOWING PURPOSES :

( A )  PROJ EC TS  FOR THE A P P L I E D  RESEARCH AND 
DEVELOPMENT OF PRODUCTS ,  T ECHNO LO G I E S ,  OR I N NOV AT IO NS  
FOR THE R E H A B I L I T A T I O N ,  ENHANCEMENT , OR DEVELOPMENT OF 
THE S T A T E ' S  RENEWABLE RESOURCES ;

( B > PROJE CTS  FOR THE DEMONSTRAT ION , ON A O N E -T IM E  
B A S I S ,  OF THE ECONOMIC OR TECHN ICAL  F E A S I B I L I T Y  OF A NEW 

MARKET .  OR TECHNOLOGY I N VO LV IN G  A RENEWABLE 
p p c n i l R C E ;  OR

(C> PROJEC TS  FOR THE R E H A B I L I T A T I O N ,  ENHANCEMENT ,



O R  D E V E L O P M E N T  O F  A C O M M O N - P R O  
B E N E F I T S  F R O M  T H E  P R O J E C T  C A N N  
S I N G L E  E C O N O M I C  UNIT;

HP • n c w p i  o p m f m t  nc- A r nKM i iM-PROPERTY  RESOURCE WHERE THE
CANNOT BE C A P T U R E D  B Y  A N Y

S I N G L E  ECONOMIC U N I T ;
(3)  I N  EVALUAT ING  P R O J E C T S ,  CONS IDER  THE P RE FE RE N C ES  

AND P R I O R I T I E S  OF THE R E S I D E N T S  OF THE REG ION  I N  WHICH THE 
PROJECT I S  TO BE LOCATED;

(4)  R EQ U IR E  I N V ES T M EN TS  MADE BY THE CORPORAT ION TO BE 
SECURED BY MEANS DE TER M IN ED  TO BE AP P R O P R IA T E  BY THE BOARD.  
( B )  THE BOARD MAY NOT

(1)  I N V E S T  OR OTHERW ISE  P RO V I D E  A S S I S T A N C E  OF MORE THAN 
F I V E  PER  CENT OF THE RESOURCES  OF THE CORPORAT ION OR 
$ 1 ,5 0 0 ,0 0 0 ,  WHICHEVER I S  L E S S ,  I N  A S I N G L E  PROJECT  OR 
A P P L I C A NT  UNLESS  THE L E G I S L A T U R E  HAS APPROVED THE I N VES TM EN T  
BY CONCURRENT R ES O L U T I O N ;

(2)  I N V E S T  I N  MORE THAN 49 PER CENT OF THE OUTSTANDING 
CORPORATE STOCK OR OTHER CORPORATE OB' Tf" ’ L* TSSUED BY AN 
A P P L IC A N T  UNLESS  THE L E G I S L A T U R E  HAS APPROVED THE I N VES TM EN T  
BY CONCURRENT R ES O L U T I O N ;

< 3) MAKE A LOAN FOR A P E R IO D  I N  EXCESS  OF 30 YEARS 
UNLESS  THE L E G I S L A T U R E  HAS APPROVED THE LOAN BY CONCURRENT 
RE SOL UT I ON ;

(4 )  ASSUME THE R E S P O N S I B I L I T Y  FOR MANAGEMENT OF ANY 
P R O J E C r  I N  WHICH I T  HAS I N V E S T E D  AND MAY NOT E X E R C I S E  VOT ING 
R IG H T S  FOR THAI  PURPOSE OR FOR ANY OTHER PURPOSE  WHICH I S  
W I T H I N  CHE SCOPE OF MANAGER IAL  CONTROL;  OR

(5)  P R O V I D E  FUNDS TO ANY STATE  AGENCY UNLESS  THAT 
E X P E N D I T U R E  I S  INCLUDED I N  THE CO RP ORA T ION ' S ANNUAL BUDGET;

(A)  ALLOCATE TO GRANTS MORE THAN 10 PER CENT OF THE 
ANNUAL A P P R O P R IA T IO N  OF THE CORPORAT ION
<C> NOTHING I N  T H I S  S E C T IO N  PREVENTS  THE BOARD FROM TAK ING 

SUCH ACT ION  AND E X E R C I S I N G  SUCH R IG H T S  AS I T  CO NS ID ER S  NECESSARY  
FOR THE PROTECT ION  OF I T S  F I N A NC IA L .  I N T E R E S T S  I N  THE EVENT  OF

( * )  ACTUAL OR THREATENED DEFAULT  ON ANY OF THE BO ARD ' S
I N VE ST ME N TS ;

<2> ACTUAL OR 
WHICH THE BOARD HAS 

<3> ANY OTHER 
WHICH J E O P A R D I Z E S  AN

T H R E A T E N E D  I N SOLVENCY OF A PROJECT  I N  
MADE AN I N V E S T M E N ! . OP
I M M E D IA T E  OR ACTUAL C I RCUMSTANCE OR EVENT 

I N VESTMENT  MADE BY THE BOARD.

H I S  I DRY
8

<D) PROJECTS  FOR WHICH F I N A N C I A L  
COMPLY WITH ALL  A P P L I C A B L E  P R O V I S I O N S  
( S E C .  3 Cl I 179 SLA 1970)

A S 3 7 . 12 .090 DOCUMENT- 1 OF
HEAD INGS  T I T L E  37.

P U B L I C  F I N A N C E .
CHAPTER 12.
A LASKA RENEWA BLE  R E S 0 URCES 
S E C .  3 7 . 1 2 . 0 9 0 .

A S S I S T A N C E  I S  
OF LAW.

GRANTED SHALL

CORPORAT ION .
C I T A T I O N  
CATCH 1.1 NE

I ' V »•
REP  OR I S  AND PUB I.. 115A f .1O N S .

< A > R I F  BOARD SHALL PREPARE  AND M S I  R I  BUTE I N  NON-TECHN ICAL  
LANGUAGE MA TE R IA LS  D E S C R I B I N G  THE PURPOSES  AND A C T I V I T I E S  01- THE 
CORPORATION*

( B ) THE BOARD SHALL P U B L I S H  AN ANNUAL. REPORT FOR THE 
GOVERNOR,  THE L E G I S L A TURE ,  AND THE P U B L I C  A f THE T I M E  OF 
S U B M I T T IN G  I T S  ANNUA! BUDGE ! E Q U E S T * EACH ANNUAL REPORT SHALL 
I NCLUDE  F I N A N C I A L  STATEMENTS  AND AU D I T  REPO RTS ,  A S ATEMENT



D E T A I L I N G  THE SOURCES  FROM WHICH THE CORPORATION R E C E I V E •/c
A STATEMENT D E T A I L I N G  THE I N V E S T M E N T S  MADE BY THE CORPORAT ION ,  A 
SUMMARY AND EV A LU A T I ON  OF THE DATA REQU IRED  BY S E C .  75<5)  AND ( 6 ) 
OF T H I S  CHAPTER

S E C .  75<5)  AND 
, ,  A L I S T  OF P U B L I C  F A C I L I T I E S  R E Q U IR E D  BY OR 

COMPLEMENTARY TO THE C O R P O R A T IO N ' S  INVESTMENT A C T I V I T Y ,  AND ANY

H I STORY

OTHER I N FORMAT ION  THAT THE 
I N T E R E S T  TO THE R E C I P I E N T S  
( S E C .  3 CH 179 SLA  1978)

A S 3 7 1 2 .095  DOCUMENT­ OR

BOARD OF TRUSTEES  B E L I E V E S  WOULD BE OF 
OF THE REPORT .

8
HEAD(MGS

ClFATXON 
CATCH LINE

T I T LE :  377 
P U B L I C  F I N A N C E .  
CHAPTER 12.  
ALASKA RENEWABLE 
S E C .  3 7 . 1 2 . 0 9 5 .

RESOURCES  C O R P O R A ! IO N .

TEXT BY

H ISTORY

BUDGE l  AND A P P R O P R I A T I O N S .
( A )  THE CORPORAT ION  MAY EXPEND MONEY ONLY AS APP RO P R I AT ED  

THE L E G I S L A T U R E .  THE CORPORAT ION I S  SUBJECT  TO THE E X E C U T I V E  
BUDGET ACT (AS  3 7 .0 7 )  EXCEPT  AS PROV IDED  I N  ( B )  AND (C )  OF T H I S  
S E C T I O N .

( B )  THE BUDGET OF THE CORPORAT ION SHALL I N C L U D E  THE 
C ATE GO R I E S  AND AMOUNTS OF PROPOSED F I N A N C I A L  A S S I S T A N C E  BROKEN 
DOWN BY F I N A N C I N G  MECHANISM AND RESOURCE SECTOR AF FECT ED  AND ALL 
FUNDS R E C E I V E D  BY THE CORPORAT ION WHETHER THROUGH ALLOCAT IONS  
MADE BY T H I S  CHA PTE R ,  A P P R O P R I A T I O N ,  OR O TH ER W I S E .  THE TOTAL 
AMOUNT OF THE C O R P O R A T IO N ' S  OPERAT ING BUDGET SHALL  BE S P E C I F I E D  
S EPARATELY  'N I T S  BUDGET AND BE APPROPR IATED  FROM THE GENERAL 
FUND .

(C )  THE UNEXPENDED AND UNOBL IGATED  PORT ION  OF THE 
A P P R O P R I A T I O N S ,  OTHER THAN A P P R O P R I A T I O N S  FOR OPERAT ING  E X P E N S E S ,  
DOES NOT LAPSE  I N TO  THE GENERAL FUND AT THE END OF A F I S C A L  YEAR ,  
BUT REMA INS  A V A I L A B L E  FOR A P P R O P R I A T IO N  AS PR O V I D ED  I N  T H I S  
S E C T IO N  I N  SUBSEQUENT  F I S C A L  YE A RS .
( S E C .  3 CH 179 SLA 19713)

AS37 12 .125 DOCUMENT" 
HEAD INGS T I T L E  37.

P U B L I C  F I NANCE , .  
CHAPTER 12.  
ALASKA RENEWABLE 
S E C .  3 7 . 1 2 . 1 2 5 .

6 OF 8

RESOURCES  CO RP OR A ! J ON .
C I. FA V I  ON 
CA iOH L I N E

TEXT
TO

d e f :i.n .i:t .i. o n s .
I N  I H I S  CHAPTER ,  UNLESS  1 HE CONTEXT OTHERWI SE  R E Q U I R E S ,

(1)  " A P P L I C A N T "  MEANS A PERSON MAKING A P P L I C A T I O N  
THE CORPORAT ION FOR F I N A N C I A L  A S S I S T A N C E ;

(2)  “ BOARD" MEANS THE BOARD OF TRU ST EES  OF THE A L A ™ A  
RENEWABLE RESOURCES  CORPOR AT IO N ;

(3)  " CORPORAT ION"  MEANS THE ALASKA RENEWABLE  RESOURCES  
CORPORAT ION;

(4) " P R O J E C T "  MEANS PRODUCTS ,  MARKETS ’*   r T ™  I R
TECHNOLOGICAL DEVELOPMENTS FOR THE R E H A B I L I T A T I O N ,  
ENHANCEMENT,  OR DEVELOPMENT OF RENEWABLE RESOURCES  AND 
INCLUDES  A P P L I E D  RESEARCH FOR THOSE PRODUCTS ,  MARKETS ,  OR 
TECHNOLOG ICAL  DEVEL OPM EN TS ;

(5)  " R E H A B I L I T A T I O N ,  ENHANCEMENT,  AND DEVELOPMENT"  
MEANS ANY A C T I V I T Y  OR PROGRAM WHICH IMPROVES  THE HEALTH AND



OF m

■m

T E X T

OR RENEWABLE
POPULAT ION LEAD!ML  TO AN I N C R E A S E  I N  CHE Q U A L I TY  
P R O D U C T IV I T Y  OF THE RESOURCE AND TL AM I N C R E A S E  I N  THE 
B E N E F I T S  D E R I V E D  FROM THE RESOURCE TO THE C I T I Z E N S  OF THE 
STATE ;

( 6 ) " RENEWABLE  RESOURCE"  MEANS NON-HUMAN L I V I N G  
ORGANISMS ;  NATURAL COMPONENTS OF THE E N V I R O N M E N T , I N C L U D IN G  
THE- A I R ,  LAND ,  AND WATER;  AND ENERGY SYSTEMS  WHICH ARE 
NATURALLY RECURR ING  OR R E P L E N I S H E D .

H I STOR Y  ( S E C .  3 CH 179 SLA  1978)
AS 44.  6 6 . 010 DOCUMENT" 7 OF 8

HEAD INGS  T I T L E  44.
ST ATE  r n , , '“
CHAPTER 6 6 .
R E V I E W  OF THE A C T I V I T I E S  OF A G E N C I E S ,  BOARDS AND C O M M I S S IO N S .  

C I T A T I O N  S E C . 4 4 .6 6 .0 1 0 .
CATCH L I N E

TERM INA T ION  OF STATE  BOARDS AND C O M M I S S IO N S .
( A )  BOARDS AND COM M I SS IONS  L I S T E D  I N  T H I S  SU BS E C T IO N  E X P I R E  

ON THE DATE S ET  OUT AFTER  EACH:
(1)  ALCOHOL IC  BEVERAGE CONTROL BOARD (AS  0 4 .0 6 . 0 1 0 )  - 

JUNE 39,  1983;
(2)  ALASKA TRANSPORTAT ION  COMMI SS ION  (AS  4 2 .0 7 . 0 1 1 )  - 

JUNE 30,  1983;
(3)  S T A T E  BOARD OF PAROLE  (AS  3 3 . 1 5 . 0 1 0 )  - JUNE  30,

1982;
(4)  ALASKA P U B L I C  U T I L I T I E S  COMM I SS ION  (AS  4 2 .0 5 .0 1 0 )  - 

JUNE 30,  1985;
(5)  R EP EA LE D  BY S E C .  20 CH 110 SLA 1981.
( 6 ) ALASKA COUNCIL.  ON S C I E N C E  AND TECHNOLOGY (AS  

44 .21 . 241 )  - JUNE  30,  1983;
(7)  ALASKA RENEWABLE RESOURCES  CORPORAT ION (AS 

17 .12 .010)  - JUNE  30,  1982;
( 8 ) ALASKA CODE R E V I S I O N  COMMI SS ION  (A S  2 4 .2 0 . 0 7 5 )  - 

JUNE 30,  1982;
(9)  RURAL DEVELOPMENT COUNC IL  l A S  4 4 .4 7 . 1 6 0  44 .4 7 . 19 0 )

~ JUNE 30,  1987;
(10)  OLDER ALASKANS CO MM I SS ION  (AS  4 4 .2 1 .2 0 0/  JUNE  30,

1985;
(11) COUNC IL  ON DOMEST IC  V IO L E N C E  AND SEXUAL ASSAULT  - 
30,  1985.

Ktn  UPON T E R M I N A T I O N ,  A COMM I SS ION  L I S T E D  I N  ( A )  OF T H I S  
S E C T IO N  SHALL CONT I NUE  I N  E X I S T E N C E  U N T I L  JUNE 30 OF THE NEXT 
SUCCEED ING  YEAR FOR THE PURPOSE OF CONCLUDING I T S  A F F A I R S .

( C )  A CO MM I SS IO N  SCHEDULED FOR T E R M IN A T IO N  UNDER AS
44 .66 .0 10  - 4 4 .6 6 . 0 6 0  MAY BE CONT INUED  OR R E E S T A B L I S H E D  BY THE 
L E G I S L A T U R E  FOR A P E R I O D  NOT TO EXCEED  FOUR Y E A R S .
( S E C .  3 CH 149 SLA  1977; AM S E C .  3 CH 101 SI .A 1978;  AM S E C .  10 CH 
179 SLA 1978; AM S E C .  3 CH 44 SLA 1980; AM S E C .  1 CH 115 SLA 
1980; AN SE C .  11 CH 131 SLA 1980,  AM S E C .  11 CH 136 SLA 1980; AM 
S E C .  3 CH 172 SL A  1980; AM S E C .  1 CH 32 SLA 1931; AM S E C .  1 CH 64 
SLA  1981; AM S E C . 4 CH 79 SLA 1981; AM S E C .  3 CH 101 SLA 1981; 
S E C .  20 CH 1 1 0  SLA 1981; AM E X E C U T I V E  ORDER NO.  48, S E C .  5 
(1 981 ) )

A S 46.  1 2. \ 2 '<•> D0Cl IMENT« 8  OF 8

HEADINGS T I T L E  46.

H I STORY



r -- ; ■ :■ -s ■ ■ '
AND ENV I RONMENTAL C O N SE R V A T I O N .

•r.R.

DEVELOPMENT AND USE OF MORE

INT ENDED  TO

WATER/ A I R ,  ENERGY ,  AND E 
CHAPTER 12.
ALASKA ENERGY CE NT ER .

C I T A T I O N  S E C .  4 6 . 1 2 . 1 2 0 .
CATCH L I N E

D U T I E S .
TEXT THE BOARD SHALL

(1)  PROMOTE THE COMMERCIAL 
E F F I C I E N T  ENERGY TECH NOLOG I ES ;

(2)  SUB JECT  TO THE A V A I L A B I L I T Y  OF MONEY ,
(A )  SPONSOR ENERGY RESEARCH PROJ EC TS  

ACCOMPL I SH THE PURPOSES  OF THE CENTER ;
( B )  CONDUCT AND SPONSOR A P P L I E D  R E S E A R C H , 

DEVELOPMENT , AND DEMONSTRAT ION PROJECTS  OF ENERGY 
TECHNOLOG IES ;

<C> P R O V ID E  F I N A N C I A L  AND OTHER SUPPORT TO 
I NVENTORS  AMD B U S IN E S S !  v ENGAGED I N  THE DEVELOPMENT ,  
DEMONSTRAT ION ,  AND C O M M E R C IA L I Z A T IO N  OF ENERGY 
TECHNOLOG I ES ;
(3)  MANAGE PROJEC TS  FOR WHICH F I N A N C I N G  

APP ROP R IA TED  BY THE L E G I S L A T U R E ;
(4)  I N  DEVELOP ING  I T S  PROGRAMS,  CONSULT 

COUNC IL  ON S C I E N C E  AND TECHNOLOGY,  THE ALASKA 
AUTHOR I TY ,  THE ALASKA RENEWABLE RESOURCES CORPORAT ION ,  THE 
D I V I S I O N  OF ENERGY AND POWER DEVELOPMENT OF THE DEPARTMENT OF 
COMMERCE AND ECONOMIC DEVELOPMENT ,  THE DEPARTMENT OF NATURAL 
RESOURCES ,  AND THE U N I V E R S I T Y  OF ALASKA ;  THE BOARD SHALL MEET 
WITH R E S P O N S I B L E  O F F I C I A L S  AND R E P R E S E N T A T I V E S  OF THESE  
O R G A N I Z A T I O N S  AND A G E N C I E S  AT L EAST  TW ICE  EACH YEAR ;

<5> CONSULT WITH OTHER ENERGY RESEARCH AND DEVELOPMENT 
O R G A N I Z A T I O N S .

H I STORY  ( S E C .  3 CH 148 SLA 1980)

HAS BEEN

WITH THE 
POWER

ALASKA

R0601 *  END OF DOCUMENTS I N  L I S T  ••• ENTER  RETURN OR ANOTHER COMMAND.



P U B L I C  F I N A N C E x  
CHAPTER 12.
ALASKA RENEWABLE RESOURCES  CORPORAT ION .

C I T A T I O N  S E C .  3 7 . 1 2 . 0 2 0 .
CATCH L I N E

A LL O C A T I O N .
TEXT  (A)  THERE  SHALL BE ALLOCATED TO THE CORPORAT ION FROM THE

R F p . P t d t o  - ~.rtw D  m  3 7 . 1 1 .020 F I V E  PER  CENT OF THE TOTAL
R E C E I P T S  P A I D  THE STATE  FROM M IN ER A L  L E A S E  BONUSES AND RENTALS  
FOR STATE  LAND AND R O Y A L T I E S  D E R I V E D  FROM M I N E R A L S  PRODUCED ON 
STATE  LAND .  PAYMENTS OF THE AMOUNT ALLOCATED BY T H I S  S E C T I O N  
SHALL BE MADE TO THE CORPORAT ION BY THE DEPARTMENT OF REVENUE ON 
A MONTHLY B A S I S .

I B )  F I F T Y  PER  CENT OF ALL ACTUAL R E C E I P T S  OF THE 
CORPORAT ION ,  FROM WHATEVER SOURCE EXCEPT  R E C E I P T S  FROM THE 
C O RP O R A T I O N ' S  I N V E S T M E N T S ,  SHALL BE D E P O S I T E D  I NTO  THE RENEWABLE 
RESOURCES  I N VESTMENT  FUND (AS 3 7 . 1 1 . 0 5 0 ) .

H I STORY  ( S E C .  3 CH 179 SLA 1978)
AS37 . 1 2 .04© DOCUMENT”  2 OF 6
HEAD INGS  T I T L E  37.

P U B L I C  F I N A N C E .
CHAPTER 12.
AS. ASKA RENEWABLE RESOURCES  CORPORAT ION ,  

o n  All ON S E C .  3 7 .1 2 .  ©4© .
PATCH L I N E

REMOVAL AND VA C A N C I E S ,
TEX'! ( A )  THE GOVERNOR MAY REMOVE A BOARD MEMBFP r -  - ” - T r F

AND WITH THE CONSENT OF A MAJOR I TY  OF THE MEMBERS OF THE 
L E G I S L A T U R E  I N  J O I N T  S E S S I O N .  A REMOVAL BY THE GOVERNOR SHALL BE 
I N  W R I T I N G  AND STATE  THE REASON FOR REMOVAL .  I F  THE L E G I S L A T U R E  
I S  HOT I N  S E S S I O N ,  THE GOVERNOR MAY SUSPEND A MEMBER OF THE 
BOARD.  UPON S U S P E N S IO N ,  A BOARD MEMBER MAY NOT P A R T I C I P A T E  I N  
BOARD B U S I N E S S  AND MAY NOT BE COUNTED FOR THE PURPOSE  OF 
E S T A B L I S H I N G  A QUORUM. A SUSPENDED MEMBER SHALL  CONT INUE  TO 
R E C E I V E  H I S  SALARY AS A BOARD MEMBER U N T I L  THE L E G I S L A T U R E  I N  
J O I N T  S E S S I O N  CONSENTS TO H I S  REMOVAL .  THE J O I N T  S E S S I O N  SHALL BE 
HELD W I T H I N  30 DAYS FROM THE DATE OF REMOVAL I F  THE REMOVAL 
OCCURS WH I LE  THE L E G I S L A T U R E  I S  I N  S E S S I O N  OR W I T H I N  30 DAYS OF 
CONVENING OF THE L E G I S L A T U R E  I F  THE L E G I S L A T U R E  I S  NOT I N  
S E S S I O N .  I F  THE L E G I S L A T U R E  RE F U S E S  TO CONSENT TO H I S  REMGVA . ,
THE BOARD MEMBER SHALL BE R E IN S T A T E D  TO H I S  P O S I T I O N .

( B )  A VACANCY ON THE BOARD SHALL  BE PROMPTLY F I L L E D  BY 
APPO INTMENT  BY THE GOVERNOR AND C ONF I R MA T IO N  BY A MA JOR I TY  OF 
MEMBERS OF THE L E G I S L A T U R E  I N  J O I N T  S E S S I O N .  AN A P P O I N T E E  TO F I L L  
A VACANCY SHALL HOLD O F F I C E  FOR THE BALANCE OF I'HE TERM FOR WHICH 
H I S  PREDECESSOR  ON THE BOARD WAS A P P O I N T E D .  I F  A VACANCY ARISE , : :
ON THE BOARD WHILE: THE L E G I S L A T U R E  I S  NOT I N  S E S S I O N ,  THE 
GOVERNOR MAY APP O IN T  AN I N T E R I M  BOARD MEMBER U N T I L  SUCH T I M E  AS 
THE L E G I S L A T U R E  I N  J O I N T  S E S S I O N  F A I L S  TO CONF I RM I  HE I N T E R I M  
MEMBER ’ S A P P O I N T M E N T .

A VACANCY ON THE BOARD DOES NOT I M P A I R  THE AUTHOR I TY  OF
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A QUORUM OF THE BOARD TO E X E R C I S E  ALL THE POWERS AND PERFORM ALL
THE D U T I E S  OF THE BOARD,

H I STORY  ( S E C .  3 CH 179 SLA 1978)
A S 3 7 . 12 .070 DOCUMENT- 3 OF 6

HEADINGS T I T L E  37.
P U B L I C  F I N A N C E .
CHAPTER 12.
ALASKA RENEWABLE RESOURCES  CORPORAT ION .

C I T A T I O N  S E C .  3 7 . 1 2 . 0 7 0 .
CATCH L I N E

POWERS .
TEXT  I N  CARRY ING OUT THE CORPORATE FOWERS OF THE CORPORAT ION ,  THE

BOARD MAY
(1)  ADOPT ,  AL TER ,  AN!) USE  A CORPORATE S E A L ;
(2)  P R E S C R I B E ,  ADOPT ,  AMEND,  AND REPEAL  BYLAWS;
(3 )  SUE AND BE SUED I N  THE NAME OF THE CORPORAT ION ;
(4 )  ENTER  I NTO  ANY AGREEMENTS NECESSARY  TO THE E X E R C I S E  

OF I T S  POWERS AND FUN CT IO NS ;
(5 )  ACCEPT GRANTS FROM AND CONTRACT WITH THE F EDERAL  

GOVERNMENT AND THE STATE  OR I T S  P O L I T I C A L  S U B D I V I S I O N S  AMD TO 
THAT END COMPLY WITH I H E  P R O V I S I O N S  OF FEDERAL . , S T A T E ,  OR 
LOCAL PROGRAMS WHERE NECESSARY ,  EXCEPT  THAT I T  MAY NOT ENTER 
I NTO  ANY AGREEMENTS WHEREBY ANY PERMANENT STATE  OR LOCAL 
GOVERNMENT P O S I T I O N  I S  FUNDED OR P A R T IA L L Y  FUNDED I N  
CONNECT ION WITH A PR O JE C T ;

( ,:,: ACCEPT GRANTS AND LOANS FROM OTHER SOURCES THAN
THOSE I N  ( !5) OF T H I S  S E C T IO N  TO BE HELD AMD USED FOR THE 
PURPOSES  OF THE CORPORAT ION;

C7> APPEAR I N  BEHALF OF THE CORPORAT ION BEFORE BOARDS ,  
C O M M I S S IO N S ,  DE PARTM ENTS , OR OTHER A G E N C I E S  OF M U N I C I P A L ,
S T A T E ,  OR F ED ERAL  GOVERNMENT;

<8 ) A C Q U I R E ,  HOLD,  USE ,  L E A S E ,  S E L L ,  OR OTHERW I SE  
D I S P O S E  OF PROPERTY OF ANY K I N D ,  R E A L ,  P ERSONAL ,  OR M I X E D ,  OR 
AMY I N T E R E S T  I N  I T ;

( 9 )  HOLD,  AS A MEANS OF S ECUR ING  THE P R O V ID IN G  OF
F I N A N C I A L  A S S I T A N C E , PATE NTS .  CO PY R I G HT S ,  TRADEMARKS ,
R O Y A L T I E S ,  OR AMY OTHER E V I D E N C E S  OF PROTECT ION  n R 
E X C L U S I V I T Y  I S S U E D  UNDER THE LAWS OF THE L IMITED SL A TE S  OR ANY 
STATE  OR NAT ION ;

(10)  P R E P A R E ,  P U B L I S H ;  AND D I S T R I B U T E  TECHNICAL 
S T U D I E S ,  R EPO RTS ,  B U L L E T I N S  AND OTHER M A TE R IA LS  I T  C O N S I D ER S  
A P P R O P R IA T E ;

•11) I N V E S T ,  I N  SUCH FORM AS I T  CO NS I DER S  A P P R O P R I A T E ,
I N  PROJ EC TS  WHICH ARE ECONOMICALLY V I A B L E  AND 
INCOME •'•PRODUCING;

(12)  PR O V I D E  GRANTS FOR P RO JEC TS  HAVING BROAD P U B L I C
A P P L I C A T I O N  WHICH • i ‘ - . r  HAVE D I R E C T  I NCOME-PRODUC ING
P O T E N T I A L ;

(13)  ADOPT REGULAT IONS  GOVERNING THE E X E R C I S E  OF I T S  
CORPORATE POWERS;

(14)  D E P O S I T  M I N D S ,  OR I N V E S T  SURPLUS FUNDS THROUGH THE 
TREASURY D I V I S I O N  OF THE DEPARTMENT OF REVENUE WHICH MAY 
I N V E S T  J.N ANY I N VES TM EN TS  AUTHOR I ZED  I N  AS 39 .35 .11 ©  SO LONG 
AS I T S  I NVESTMENT  r,O L I C Y  I S  C O N S I ST EN T  WITH THE PRUDE NT--MAN 
R U L E ;

(15)  DO ALL r$  AND TH IN GS  NECESSARY OR D E S I R A B L E  TO



TO THE'16) 5 TE RM IN A TE S  JUNE 30,  1984E P R O V ID E  FUNDS 
ALAS! COUNC I L  ON S C I E N C E  AND TECHNOLOGY,  TO BE AWARDED AND 
ADMI ;  I S T E R E D  I N  THE MANNER P R E S C R I B E D  BY AS 4 4 .21 .241  - 
44*21 . 255 WHEN THE FUNDS ARE TO BE EXPENDED TO ACCOMPL I SH A 
CORPORATF PUP?   A * 3 7 . 1 2 . 0 1 3 .

H I ST ORY  ( S E C .  .5 CH.  179 SLA 1978; AM, 
ORDER NO.  48,  S E C .  2 (1981) )

A S3 7 .1 2 .0 8 0  DOCUMENT"  
HEAD INGS  T I T L E  37 .

P U B L I C  F I N A N C E .  
CHAPTER i 2 .  
ALASKA RENEWABLE 
S E C .  3 7 . 1 2 . 0 8 0 .

4 OF

S E C .  2 CH 56 SLA 1979; AM E X E C U T I V E

£

RESOURCES  CORPORAT ION .
C I T A T I O N  
CATCH L I N E

TEXT-
F I N A N C I A L  A S S I S T A N C E .

<A ) I N  P R O V ID IN G  F I N A N C I A L  A S S I S T A N C E ,  THE BOARD SHALL
( 1 ) C O NS ID ER  THE PROPOSALS  OF Q U A L I F I E D  A P P L IC A N T S  ONLY 

AFTER  THE A P P L IC A N T  HAS SUB M I T TED  A D E T A I L E D  PROPOSAL I N  THE 
FORM P R E S C R I B E D  BY THE BOARD;  MO A S S I S T A N C E  MAY BE APPROVED 
BY THE BOARD UNLESS  I T  F I N D S ,  I N  W R I T I N G ,  THAT

(A )  THE PROPOSED P R O JE C T ,  I F  SU C C ESS FU L ,  W I L L  
FURTHER THE PURPOSES  OF THE CORPORAT ION AS S ET  OUT I N  
SEC 13 OF T H I S  CHAPTER;

( B )  THE A P P L I C A T I O N  CONTA INS  AN ADEQUATE PLAN F r' r ' 
PROJECT  T i P L E M E N T A T IQ N , I N C L U D I N G ,  WHEN A P P L I C A B L E ,  A 
COMPLETE B U S I N E S S ,  F I N A N C I A L  AND MARKET ING PLAN FOR 
COMMERCIAL A C T I V I T I E S ;

(C> S U F F I C I E N T  CAP ITAL .  I S  NOT A V A I L A B L E  FROM OTHER 
SOURCES ON REASONABLE  TERMS ;

( D > T HE APPL ICANT  HAS AGREED " HAT I F  NEW RENEWABLE 
RESOURCE I NDUSTR IAL .  A C T I V I T Y  RES UL TS  FROM THE PROPOSED 
P R O J E C T ,  H I S  BEST E F FO R TS  W I L L  BE EMPLOYED TO KEEP  THAT 
A C T I V E T Y  I N  THE STATE  EUR A M IN IMUM P E R IO D  OF T IM E  
S P E C I F I E D  BY THE BOARD;

( E )  THE A P P L IC A N T  DEMONSTRATES THAT S U F F I C I E N T  
TECHN ICAL  AND B U S I N E S S  E X P E R T I S E  TO ACCOMPL I SH  THE 
O B J E C T I V E S  OF THE PROPOSED PROJECT I S  A V A I L A B L E ;

<F> ALL  COSTS ,  I N CLU D IN G  A D D I T IO N A L  GOVERNMENTAL 
COST ,  ASS OC IA TED  WITH AND ANC I L L ARY  TO THE PROJECT  AND 
FUTURE O B L IG A T IO N S  GENERATED BY THE PROJECT  HAVE BEEN 
I D E N T I F I E D ,  I NCLUD IN G  ANY NECESSARY  O P E R A T IN G ,  
MA INTENANCE ,  OR OTHER SUPPORT COSTS FOR THE L I F E  OF THE 
P R O J E C T ;

( G ) P O T E N T I A L  RESOURCE USE  C O N F L IC T S  THAT MAY 
RESULT  FROM THF PROPOSED PROJECT  ARE I D E N T I F I E D  AND
EVALUATED
RESOLVE  
O PT IO NS

AND WHEN NE C ESS A RY ,  PLANS  i D  M I T I G A T E  OP 
I HOSE C O N F L I C T S  AND TO P RE S E R V E  FOR THF F l J i  URI: 
FOR THE USE OF THE S P A T E ' S  RENEWABLE RESOURCES 

ARE I NCLUDED  I N  THE A P P L I C A T I O N ,
<2> USE 5 HE F I N A N C I A L  MECHANISM MOST A P P R O P R IA T E  TO THE 

C O N D I T IO N S  OF THE A P P L IC A N T  AND THE PROPOSED PROJECT  AND 
WHICH W I L L  MOST E F F E C T I V E L Y  U T I L I Z E  THE FUNDS A V A I L A B L E ;  
GRANTS MAY BE MADE BY THE BOARD OF UP TO 90 PER  CENT OF THE 
TOTAL PROJECT COSTS FOR THE FOLLOWING PURPOSES :



H1STDRY 
AS 1 / ., 1 2 . 
Ml-A D INGS

C I T A T I O N

FOR
THE

I N NOV AT IO NS  
OR DEVELOPMENT OFTHE R E H A B I L I T A T I O N , ENHANCEMENT ,

S T A T E ' S  RENEWABLE RESOURCES ;
( B )  P RO JEC TS  FOR THE DEMONSTRAT ION ,  ON A O N E - T IM E  

B A S I S ,  OF THE ECONOMIC OR TECHN ICAL  F E A S I B I L I T Y  OF A NEW 
PRODUCT,  MARKET ,  OR TECHNOLOGY I N V O LV IN G  A RENEWABLE 
RESOURCE ;  OR

CC) PROJEC TS  FOR THE R E H A B I L I T A T I O N ,  ENHANCEMENT,  
OR DEVELOPMENT OF A CQMMON-PROPERTY RESOURCE WHERE THE 
B E N E F I T S  FROM THE PROJECT  CANNOT BE CAPTURED BY AMY 
S I N G L E  ECONOMIC U N I T ;
(3 )  I N  EVALUAT ING  P R O J E C T S ,  C O NS ID ER  THE P RE FE RE N C ES  

AND P R I O R I T I E S  OF THE R E S I D E N T S  OF THE RE G IO N  I N  WHICH THE 
PROJECT  I S  TO BE LOCATED;

< A > R E Q U IR E  I N VE ST M EN TS  MADE BY THE CORPORAT ION TO BE 
SECURED BY MEANS DE TERM INED  TO BE A P P R O P R IA T E  BY 1 HE BOARD.
( B > THE BOARD MAY NOT

C D  I N V E S T  OR OTHERW ISE  P R O V I D E  A S S I S T A N C E  OF MORE THAN 
F I V E  PER CENT OF THF RESOURCES  OF THE CORPORAT ION OR 
$1 , 500 ,  ©00, WHICHEVER . IS L E S S ,  I N  A S I N G L E  PRO JET I OR 
A P P L IC A N T  UNLESS  THE L E G I S L A T U R E  HAS APPROVED Mi ;  IN'S- S I  ME Hi  
BY CONCURRENT R ES O L U T I O N ;

C2> I N V E S T  I N  MORE THAN 49 PER  CENT OF THE OUTSTANDING 
CORPORATE STOCK OR OTHER CORPORATE O B L I G A T I O N S  I S S U E D  BY AN 
A P P L I C A N T  UNLESS  THE L E G I S L A T U R E  HAS APPROVED THE I N VESTMEN T  
BY CONCURRENT RES OL U T I O N ;

(3 )  MAKE A LOAN FOR A P E R IO D  I N  EX CES S  OF 30 YEARS 
UNLESS  THE L E G I S L A T U R E  HAS APPROVED THE LOAN BY CONCURRENT 
RE S OL U T I O N ;

<4> ASSUME THE R E S P O N S I B I L I T Y  FOR MANAGEMENT OF ANY 
PROJECT  I N  WHICH I T  HAS I N V E S T E D  AMD MAY NOT E X E R C I S E  VOT ING 
R IG H T S  FOR THAT PURPOSE  OR FOR ANY OTHER PURPOSE  WHICH I S  
W I T H I N  THE SCOPE OF MANAGER IAL  CONTROL;  OR

(5 )  PROVIDE:  FUNDS TO ANY STATE  i i GENCY UNLESS  THAT 
E X P E N D I T U R E  I S  INCLUDED  I N  THE C O R P OR A T IO N ' S  ANNUAL BUDGET;

C6 > ALLOCATE TO GRANTS MORE THAN 1A PER CENT OF THE 
ANNUAL A P P R O P R IA T IO N  OF THE CORPORAT ION .
(O '  NOTHING I N  T H I S  S E C T I O N  PREVENTS  IH F  BOARD FROM TAK ING 

SUCH ACT ION AND E X E R C I S I N G  SUCH R IG H T S  AS I T  CO NS ID ER S  NECESSARY  
FOR THE PROTECT ION  OF I T S  F I N A N C I A L  I N T E R E S T S  I N  THE EVENT OF

( ) ACTUi- ... OR THREATENED DEFAULT ON ANY OF THE BOA RD ' S
I N V E S T M E N T S ;

<2> ACTUAL OR 
WHICH THE BOARD HAS

(3 )  ANY OTHER 
WHICH J E O P A R D I Z E S  AN

THREATENED I NSOLVENCY  Of 
MADE AN I N V ES T M EN T ;  OR 
IM M E D I A T E  OR ACTUAL C IRCUMSTANCE  

I N VESTMENT  MADE BY THE BOARD .

A PROJ ECT  I N

OR EVENT

PR I D E C T S  E OR WHICH F I N A N C IA L  
COMPLY WITH ALL A P P L I C A B L E  P R O V I S I O N S  
( SEC  3 CH 179 SLA 1978)

(•)8'5 DOCUMENT- V OF 6

T I  I LI- 37*
P U B L I C  F I N A N C E .
CHAPTER 12*
ALASKA RENEWABLE RESOURCES  CORPORAT ION*  
S E C .  37.12. >905.

ASS J STANCE  
OF I. .AW.

I S  GRAN 1 ED SHALL
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f:V:*

.w I G I B X L I T Y . w
THE BOARD MAY P R O V ID E  F I N A N C I A L  A S S I S T A N C E  I F  I T  F I N D S  THAT AN 
A P P L IC A N T  I S  QUAt .Tr ” r "  TO W . F T V E  A S S I S T A N C E .  AN A P P L IC A N T  I S  
Q U A L I F I E D  I F

(1)  HE HAS SU BM I TT ED  A PROPOSAL TO THE BOARD I N  
ACCORDANCE WITH S E C .  90 < A H i )  OF T H I S  CHAPTER ;

(2)  HE I S  A R E S I D E N T  OF THE STATE  FOR THREE YEARS OR,  
I F  THE A P P L IC A N T  I S , A  P A R T N E R S H I P ,  CORPORAT ION ,  OR OTHER

THE MA JOR I TY  I N TE RE ST  I S  B E N E F I C I A L L Y  OWNED BY 
THE STATE  AND A MAJOR I TY  OF THE OWNERS ARE 
THE S TA TE ;  AND 

H I S  PROJECTS  WHICH HAVE P R E V IO U S L Y  R E C E I V E D  
A S S I S T A N C E  FROM THE CORPORAT ION ,  I F  ANY,  HAVE 

WITH ALL REQ U IREM ENTS  OF THAT A S S I S T A N C E  AND HAVE

OF

A S S O C I A T I O N ,  
R E S I D E N T S  OF 
R E S I D E N T S  

(3) 

F I N A N C I A L  
COMPL IED

H I STORY  
AS3 7 .12 .11  
HEAD INGS

C I T A T I O N  
CATCH L I N E

TEXT

H I S T O R Y

PERFORMED WITH S U F F I C I E N T  SUCCESS  OR P R O M I S E  TO WARRANT 
FURTHER A I D .

( S E C .  3 CH 179 SLA 1978)
5 DOCUMENT"  6 OF 6

T I T L E  37 .
P U B L I C  F I N A N C E .C H A P T F R 1'? *
ALASKA R F N ^ " A • “  ^ ' S O U R C ES  CORPORAT ION .
S E C .  3 7 . 1 2 . 1 1 5 .

TE CH N IC AL  A S S I S T A N C E .
( A)  THE CORPORAT ION MAY P R O V ID E  F I N A N C I N G  FOR P R E - I N V E S T M E N T  

A C T I V I T I E S  I NC L UD IN G  F E A S I B I L I T Y  S T U D I E S ,  WHEN,  I N  I T S  O P I N I O N ,  
THE PROPOSED PROJECT  I S  OF H IGH P R I O R I T Y  AND THE F I N A N C I N G  I S  NOT 
A V A I L A B L E  FROM OTHER OURCES ON REASONABLE  TERMS AND C O N D I T I O N S .  
AMOUNTS SO ADVANCED MAY FORM A PART OF A LATER  I NVES TM EN T  I F  THE 
E N T E R P R I S E  OR PROJECT  I S  F I N A NC ED  BY THE CORPORAT ION .

( B )  1 HE CORPORAT ION MAY P RO V I D E  FUND ING FOR TECH N IC AL  AND 
MANAGEMENT A D V IC E  AND A S S I S T A N C E  TO Q U A L I F I E D  A P P L I C A N T S  AS I T  
C O NS ID ER S  NECESSARY  I N  THE C IRCUMSTANCES*
( S E C .  •* CH 179 SLA 1978)

!••;(•) 6 ('M *  END OF DOCUMENTS I N  L I S T  - ENTER  RETURN OR ANOTHER COMMAND.
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TEXT

RESOURCES  CORPORAT ION ,
C I T A T I O N  
CATCH L I N E

C O M P O S I T IO N  OF THE BOARD OF T R U S T E E S .
THE BOARD OF TRUSTEES  C O N S I S T S  OF THREE MEMBERS A P P O I N T E D  BY THE 
GOVERNOR AND CONF I RMED BY A MA JOR I TY  OF THE MEMBERS OF THE 
L E G I S L A T U R E  I N  J O I N T  S E S S I O N .  THE BOARD SHALL  ANNUALLY EL EC T  A 
CHAIRMAN FROM AMONG I T S  MEMBERS .  A CHAIRMAN MAY NOT SUCCEED 
H I M S E L F .
( S E C .  3 CH 179 SLA 1978)
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HEAD INGS  T I T L E  37 .
P U B L I C  F I N A N C E .
CHAPTER 12.
ALASKA RENEWABLE RESOURCES  CORPORAT ION .
S E C .  3 7 . 1 2 . 0 3 5 .

H I STO RY

C I T A T I O N  
CATCH L I N E

I E  XT
TERM OF O F F I C E .

THE MEMBERS OF I HE BOARD OF TRU STEES  SHALL BE A PP O IN T ED  F OR TERMS 
OF FOUR YE AR S ,  AND THEY MAY BE R E A P P O I N T E D .  TERMS SHALL  BE 
STA GGERED .  THE I N I T I A L  TERMS SHALL  BE ONE MEMBER S E R V I N G  FOR TWO 
YEARS ,  ONE MEMBER S E R V IN G  FOR THREE  YEARS ,  AND ONE MEMBER S E R V I N G  
FOR FOUR Y E A R S .

H I STORY  ( S E C .  3 CH 179 SLA  1978) 
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(

RESOURCES  CORPOR AT IO N .

TEXT

C I T A T I O N  
CATCH L I N E

QUORUM.
TWO MEMBERS 
OF B U S I N E S S  
BOARD.
( S E C .  3 CH 179 
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CHAPTER 12.  
ALASKA RENEWABLE 
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OF THE BOARD C O NS T I T U TE  A QUORUM FOR THE TRANSACT ION  
AND THE E X E R C I S E  OF THE POWERS AND D U T I E S  OF THE

H I STORY SLA 1978) 
4 OF 8

RESOURCES  CORPOR AT IO N .
C I T A T I O N  
CATCH L I N E

I E X !'
COMPENSAT ION  OF BOARD MEMBERS .

BOARD MEMBERS ARE I N  THE EXEMPT S E R V I C E  UNDER AS 39 .25  
R E C E I V E  AN ANNUAL SALARY W I T H I N  RANGE 30 OF THE SALARY 
FOR S I  ATE  EMPLOYEES  E S T A B L I S H E D  BY AS 3 9 . 2 7 . 0 1 1 .

AND
SCHEDULE
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CHAPTER 12.
ALASKA RENEWABLE RESOURCES  CORPORAT ION .

C I T A T I O N  S E C .  3 7 . 1 2 . 0 6 0 .
CATCH L I N E

EMPLOYMENT OF P ER SO N NE L .
TEXT THE BOARD MAY EMPLOY AND D ET ER M IN E  THE SALARY OF AN E X E C U T IV E

D I R E C T O R .  THE E X E C U T I V E  D I RECTOR  MAY,, WITH THE APPROVAL OF THE 
BOARD,  S E L EC T  AND EMPLOY A D D I T IO N A L  S TA FF  AS NE C ESS A RY .  THE 
E X E C U T I V E  D I RE CTO R  AND ALL  EMPLOYEES  OF THE BOARD ARE I N  THE 
EXEMPT S E R V I C E  UNDER AS 3 9 . 2 5 .

H I STORY  4S E C .  3 CH 179 SLA 1978)
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C I T A T I O N  S E C .  3 7 . 1 2 . 0 7 0 .
CATCH L I N E

POWERS .
I N  CARRY ING OUT THE CORPORATE POWERS OF THE CORPORAT ION ,  THE 
BOARD MAY

( I )  ADOPT ,  A LT ER ,  AND USE A CORPORATE S E A L ;
< 2) P R E S C R I B E ,  ADOPT ,  AMEND,  AND REPEAL  BYLAWS;
(3 )  SUE AND BE SUED I N  THE NAME OF THE CORPORAT ION;  
iA)  ENTER  I NTO  ANY AGREEMENTS NECESSARY  TO THE E X E R C I S E

OF I T S  POWERS AND F U N CT IO NS ;
(5 )  ACCEPT GRANTS FROM AND CONTRACT WITH THE FEDERAL  

GOVERNMENT AND THE STATE  OR I T S  P O L I T I C A L  S U B D I V I S I O N S  AND TO 
THAT END COMPLY WITH THE P R O V I S I O N S  OF F E D E R A L ,  S T A T E ,  OP 
LOCAL PROGRAMS WHERE N E C E S S A R Y , EXCEPT  THAT I T  MAY NOT ENTER  
I NTO  ANY AGREEMENTS WHEREBY ANY PERMANENT STATE  OR LOCAL 
GOVERNMENT P O S I T I O N  I S  FUNDED OR PARTIALLY FUNDED I N  
CONNECT ION WITH A PR OJE CT ;

( 6 ) ACCEPT GRANTS AND LOANS FROM OTHER SOURCES THAN 
THOSE I N  (5 )  OF T H I S  S EC T I O N  TO BE HELD AND USED FOR THE 
PURPOSES  OF THE CORPORAT ION;

< 7) APPEAR I N  BEHALF OF THE CORPORAT ION BEFORE  BOARDS,  
C O M M I S S IO N S ,  DEPARTMENTS ,  OR OTHER A G E N C I E S  OF M U N I C I P A L ,  
S T A T E ,  OR F ED ERA L  GOVERNMENT;

( 8 ) A C Q U IR E ,  HOLD,  U S E ,  L E A S E ,  S E L L ,  OR OTHERW ISE  
D I S P O S E  OF PROPERTY OF ANY K I N D ,  R E A L ,  P E R S O N A L , OR M I X E D ,  OR 
ANY I N T E R E S T  I N  I T ;

<9)  HOLD,  AS A MEANS OF S ECUR ING  THE P R O V I D IN G  vJF 
F I N A N C I A L  A S S I T A N C E , P AT EN TS ,  CO PY R I G H TS ,  TRADEMARKS ,  
R O Y A L T I E S ,  OR ANY OTHER E V I D E N C E S  OF PR OTECT ION  OR 
E X C L U S I V I T Y  I S S U E D  UNDER THE LAWS OF THE U N I T ED  STATES  OR ANY 
STATE  OR NAT ION ;

(10)  P R E P A R E ,  P U B L I S H ,  AND D I S T R I B U T E  TECHN ICAL  
S T U D I E S ,  R EPO RTS ,  B U L L E T I N S  AND OTHER M A TE R IA LS  I T  CO NS I DE RS  
A P P R O P R IA T E ;

( I I )  I N V E S T ,  I N  SUCH FORM AS I T  CO NS I DE RS  A P P R O P R I A T E ,  
I N  PROJECTS  WHICH ARE ECONOMICALLY V I A B L E  AND



t “r r . U U U U X N l f ;

( 12)  P R O V ID E  GRANTS FOR P RO JEC TS  HAV ING BROAD P U B L I C
A P P L I C A T I O N  WHICH DO NOT HAVE D I R E C T  I NCOME-PRODUC ING 
POT EN T1 A L ;

(13)  ADOPT REGULAT IONS  GOVERN ING THE E X E R C I S E  OF I T S  
CORPORATE POWERS;

(14)  D E P O S I T  FUNDS ,  OR I N V E S T  SURPLUS FUNDS THROUGH THE 
TREASURY D I V I S I O N  OF THE DEPARTMENT OF REVENUE  WHICH MAY 
I N V E S T  I N  ANY I NVE ST ME N TS  AUTHOR I ZED  I N  AS 3 9 .3 5 . 1 1 0  SO LONG 
AS I T S  I N VESTMENT  P O L IC Y  I S  C O N S I S T E N T  WITH THE PRUDENT-MAN 
RULE ;

(15)  DO ALL  ACTS AND TH IN GS  NECESSARY  OR D E S I R A B L E  TO 
CARRY OUT THE PURPOSES  OF THE CORPORAT ION .

i TMTTFr> F F F F C ' T I V F  DATE
(16)  o T E R M I N A T E S  JUNE  30,  1984e  P RO V I D E  FUNDS TO THE 

ALASKA COUNC I L  ON S C I E N C E  AND TECHNOLOGY,  TO BE AWARDED AND 
A D M I N I S T E R E D  I N  THE MANNER P R E S C R I B E D  BY AS 44 .21 .241  - 
4 4 .2 1 . 2 5 5  WHEN THE FUNDS ARE TO BE EXPENDED TO ACCOMPL I SH A 
CORPORATE PURPOSE  UNDER AS 3 7 . 1 2 . 0 1 5 .

H I STORY  ( S E C .  3 CH.  179 SLA 1978; AM.  S E C .  2 CH 56 SLA 1979; AM E X E C U T I V E  
ORDER NO.  48,  S E C .  2 (1981 ) )
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CAICF I  L I N E

D U t I F  S.
7 EX I I N  CARRY ING  UIJ7 7 HE PURPOSES  OF T H I S  CHAPTER ,  THE BOARD SHALL

(1)  SEEK m  M A I N T A I N  THE P R O D U C T IV I T Y  OF HEALTHY 
RENEWABLE RESOURCES  AND EXPAND THE P R O D U C T I V I T Y  OF DEPLETED  
OR U N D E R U T I L I Z E D  RENEWABLE RESOURCES ;

(2 )  P R O V ID E  F I N A N C I A L  A S S I S T A N C E  FOR P RO JEC TS  WHICH THE 
BOARD F I N D S  W I L L  ACCOMPL I SH THE PURPOSES  OF T . i E  CORPORAT ION 
AS S E T  OUT I N  S E C .  15 OF T H I S  CH A PT E R ;

(3 )  PROMOTE THE U T I L I Z A T I O N  OF THE S T A T E ' S  RENEWABLE 
RESOURCES  I N  THE STATE  AND THE DEVELOPMENT OF IMPORT 
S U B S T I T U T I O N  AND EXPORT MARKETS ;

(4 )  ANNUALLY PREPARE  LONG-RANGE OPE RAT ING  AND F I N A N C I A L  
PLANS AND THE BUDGET FOR THE FORTHCOMING YEAR ;

(5 )  MONITOR APPROVED PROJEC TS  FOR COMPL IANCE WITH T H I S  
CHAPTER AND P R O V ID E  OPERAT IONAL  AND PERFORMANCE EVALUAT IONS  
( P O S T - A U D I T S )  OF P RO JEC TS  R E C E I V I N G  F I N A N C I A L  A S S I S T A N C E  AND 
AN OVERALL  A SS ES SM EN T ,  EXl  R ESSED  I N  Q U A L I T A T I V E  AND 
Q U A N T I T A T I V E  TERMS ,  OF THE DEGREE  TO WHICH THE PURPOSES  OF 
THE CORPORAT ION ,  AS S ET  OUT I N  S E C .  15 OF T H I S  CHAPTER ,  HAVE 
BEEN A C H I E V E D ;  AND

( 6 ) ATTEMPT TO FUND A C T I V I T I E S  WHICH W I L L  TEND TO 
M A X I M I Z E  RETURNS TO THE STATE  AND LOCAL GOVERNMENTS AND I T S  
C I T I Z E N S  I N  SUCH FORMS AS TAX REVENUES  AND R E S I D E N T  
EMPLOYMENT AND I NCOME .

H I STORY  ( S E C .  3 CFI 179 SLA 1978)
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C I T A T I O N  S E C .  3 7 . 1 2 . 0 8 0 .
CATCH L I N E

F I N A N C I A L  A S S I S T A N C E .
TEXT  (A )  I N  P R O V I D I N G  F I N A N C I A L  A S S I S T A N C E , THE BOARD SHALL

(1 )  C O NS I DER  THE PROPOSALS  OF Q U A L I F I E D  A P P L I C A N T S  ONLY 
AFTE R  THE A P P L IC A N T  HAS SU BM I TTED  A D E T A I L E D  PROPOSAL I N  THE 
FORM P R E S C R I B E D  BY THE BOARD;  NO A S S I S T A N C E  MAY BE APPROVED 
BY THE BOARD UNLESS  I T  F I N D S ,  I N  W R I T I N G ,  THAT

(A)  THE PROPOSED P R O JE C T ,  I F  S U C C E S S F U L , W I L L  
FURTHER THE PURPOSES  OF THE CORPORAT ION AS S ET  OUT I N  
S E C .  15 OF T H I S  CHAPTER;

( B )  THE A P P L I C A T I O N  CONTA INS  AN ADEQUATE PLAN FOR 
PROJECT  IM P L E M E N T A T IO N ,  I N C L U D I N G ,  WHEN A P P L I C A B L E ,  A 
COMPLETE  J U S T N E S S ,  F I N A N C I A L  AND MARKET ING  PLAN FOR 
COMMERCIAL  A C T I V I T I E S ;

<C)  S U F F I C I E N T  C A P I T A L  I S  NOl  A V A I L A B L E  FROM OTHER 
SOURCES  UN REASONABLE  TERMS;

<D> THE APPL ICANT  HAS AGREED THAT I F  NEW RENEWABLE 
RESOURCE I N D U S T R I A L  A C T I V I T Y  RESULTS  FROM THE PROPOSED 
P R O J E C T ,  H I S  BEST E F FO R TS  W I L L  BE EMPLOYED 70 KEEP  THAT
A C T I V I T Y  I N  THE STATE  FOR A  M IN IMUM P E R IO D  OF T I M E
S P E C I F I E D  BY THE BOARD;

( E )  THE A P P L IC A N T  DEMONSTRATES THAT S U F F I C I E N T  
TECHN ICAL  AND B U S I N E S S  E X P E R T I S E  TO ACCOMPL I SH THE 
O B J E C T I V E S  OF THE PROPOSED PROJECT  I S  A V A I L A B L E ;

( F )  ALL CO STS ,  I N CL U D I N G  A D D I T I O N A L  GOVERNMENTAL 
COST ,  A SS O C IA TE D  WITH AND ANC I L LARY  TO THE P R O J E C "  ND 
FUTURE O B L I G A T I O N S  GENERATED BY THE PROJECT  HAVE s  
I D E N T I F I E D ,  I N C L U D I N G  ANY NECESSARY O P E R A T IN G ,
MA INTENANCE ,  OR OTHER SUPPORT COSTS FOR THE L I F E  I, I E
P RO JE C T ;

(G)  P O T E N T IA L  RESOURCE USE C O N F L IC T S  THAT MAY
RESULT  FROM THE PROPOSED PROJECT  ARE I D E N T I F I E D  AND
EVALUATED ,  AND WHEN NEC ESSARY ,  PLANS  TO M I T I G A T E  OR 
RESOLVE  THOSE C O N F L IC T S  AND TO P RE SER VE  FOR THE FUTURE 
O PT IO NS  FOR THE USE OF THE S T A T E ' S  RENEWABLE RESOURCES  
ARE I NCLUDED  I N  THE A P P L I C A T I O N ;
(2 )  USE  THE F I N A N C I A L  MECHANISM MOST A P P R O P R IA T E  TO THE 

C O N D I T IO N S  OF THE A P P L IC A N T  AND THE PROPOSED PROJECT  AND 
WHICH W I L L  MUST E F F E C T I V E L Y  U T I L I Z E  THE FUNDS A V A I L A B L E ;  
GRANTS MAY BE  MADE BY THE BOARD OF UP TO 90 PER CENT OF THE
I CJ I A L  PROJECT COSTS FOR I FIE FOLLOWING P U R P O S E S :

( A )  PROJECTS  FOR THE A P P L I E D  RESEARCH AND 
DEVELOPMENT OF PRODUCTS ,  T ECHNOLOG I ES ,  OR I NNO VAT IONS  
FOR THE R E H A B I L I T A T I O N ,  ENHANCEMENT,  OR DEVELOPMENT OF 
7 HE S I A T E ' S RENEWABLE RE S O U R C E S ;

( B )  PROJ EC TS  FUR THE DEMONSTRAT ION ,  ON A O NE -T IM E  
B A S I S ,  OF THE ECONOMIC OR TECHN ICAL  F E A S I B I L I T Y  OF A NEW 
PRODUCT ,  MARKET ,  OR TECHNOLOGY I N V O L V I N G  A RENEWABLE 
R E S O U R CE ; OR

(C> PROJE CTS  FOR THE R E H A B I L I T A T I O N ,  ENHANCEMENT,  
OR DEVELOPMENT OF A COMMON-PROPERTY RESOURCE WHERE THE 
B E N E F I T S  FROM THE PROJECT  CANNOT BE CAPTURED BY ANY 
S I N G L E  ECONOMIC U N I T ;



( 3 )  I N  EV ALUAT ING  PROJECTS ’ , CONS IDER  THE P R E F E R E N C E S  
AND P R I O R I T I E S  OF THE R E S I D E N T S  OF THf- REG ION  I N  WHICH THE 
PROJECT  I S  TO BE LOCATED;

(4 )  R E Q U I R E  I N VES TM EN TS  MADE BY THE CORPORAT ION TO BE 
SECURED BY MEANS DE TERM INED  TO BE A PP R O P R IA TE  BY THE BOARD.
( B )  THE BOARD MAY NOT

(1 )  I N V E S T  UR OTHERW I SE  P R O V ID E  A S S I S T A N C E  OF MORE THAN 
F I V E  P ER  CENT OF THE RESOURCES  OF THE CORPORAT ION OR 
$ 1 ,5 0 0 ,0 0 0 ,  WHICHEVER I S  L E S S ,  I N  A S I N G L E  PROJECT  OR 
A P P L IC A N T  UNLESS  THE L E G I S L A T U R E  HAS APPROVED THE I NVES TM EN T  
BY CONCURRENT R ES O L U T I O N ;

(2 )  I N V E S T  I N  MORE THAN 49 PER CENT OF THE OUTSTANDING 
CORPORATE STOCK OR OTHER CORPORATE O B L IG A T IO N S  I S S U E D  BY AN 
A P P L IC A N T  UNLESS  THE L E G I S L A T U R E  HAS APPROVED THE I NVESTMENT  
BY CONCURRENT RE S OL U T I O N ;

(3 )  MAKE A LOAN FOR A P E R IO D  I N  EXCESS  OF 30 YEARS 
UNLESS  THE L E G I S L A T U R E  HAS APPROVED THE LOAN BY CONCURRENT 
R ES O L U T I O N ;

(4 )  ASSUME THE R E S P O N S I B I L I T Y  FOR MANAGEMENT OF ANY 
PROJECT  I N  WHICH I T  HAS I N V E S T E D  AND MAY NOT E X E R C I S E  VOT ING  
R IG H T S  FOR THAT PURPOSE  OR FOR ANY OTHER PURPOSE  WHICH I S  
W I T H I N  THE SCOPE OF MANAGER IAL  CONTROL;  OR

(5 )  F R O V ID E  FUNDS TO ANY STATE  AGENCY UNLESS  THAT 
EX P E N D I T U R E  I S  I NCLUDED I N  THE CO RP OR A T I O N ' S  ANNUAL BUDGET;

(6 )  ALLOCATE  TO GRANTS MORE THAN 10 PER  CENT OF THE 
ANNUAL A P P R O P R IA T IO N  OF THE CORPORAT ION .
<C> NOTHING I N  T H I S  S E C T IO N  PREVENTS  THE BOARD FROM TAK ING  

SUCH ACT ION AND E X E R C I S I N G  SUCH R I G H T S  AS I T  C O NS ID ER S  NECESSARY  
FOR THE PROTECT ION  OF I T S  F I N A N C I A L  I N T E R E S T S  I N  THE EVENT  OF

( 1 ;  ACTUAL OR THREATENED DEFAULT ON ANY OF THE BOARD ' S
I N V E S T M E N T S ;

(2 )  ACTUAL OR 
WHICH I HE BOARD HAS

(3 )  ANY OTHER 
WHICH J E O P A R D I Z E S  AN

THREATENED INSOLVENCY OF A PROJECT  I N  
MADE AN I N VE ST ME N T ;  OR
IM M E D IA T E  UR ACTUAL C IRCUMSTANCE  OR EVENT 

I NVESTMENT  MADE BY THE BOARD.

H I STORY

(D)  P RO JEC TS  FOR WHICH F I N A N C I A L  A S S I S T A N C E  I S  GRANTED SHALL 
COMPLY WITH ALL A P P L I C A B L E  P R O V I S I O N S  OF LAW.
( S E C .  3 CH 179 SLA 1978)

R0601 *  END OF DOCUMENTS I N  L I S T  - ENTER  RETURN OR ANOTHER COMMAND.



ALASKA RENEWABLE RESOURCES CORPORATION

Balance Sheets and Schedules 

December 31 and June 30, 1981

(Unaudited - See Accompanying Compilaticn 
Report of Peat, Marwick, Mitchell & Co.)
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I  Peat, I

Certified Public Accountants

Peat, Marwick,Mitchell&Co.
Alaska Mutual Bank Building 
601 West 5th Avenue, Suite 700 
Anchorage, Alaska 99501

Board of Trustees
Alaska Renewable Resources Corporation:

We have compiled the accompanying balance sheet and supplementary data includ­
ed in Schedules 1 and 2 of the Development Fund of Alaska Renewable Resources 
Corporation as of December 31, 1981.

A compilation is limited to presenting in the form of financial statements in­
formation that is the representation of management. We have not audited or 
reviewed the accompanying balance sheet and supplementary data and, according­
ly, we do not express an opinion or any other form of assurance on them.

We examined the balance sheet as of the year ended June 30, 1901 and, in our 
report dated August 29, 1981, we expressed a qualified opinion on it subject 
to the valuation of loans and investments. Such valuation involved subjective 
judgment, which is not susceptible to substantiation by auditing procedures.
We have not performed any audit procedures after the date of our report on the 
June 30, 1981 balance sheet.

January 21, 1982



Balance Sheets

December 31 and June 30, 1981

(Unaudited - See Accompanying Compilation 
Report of Peat, Marwick, Mitchell & Co.)

ALASKA RENEWABLE RESOURCES CORPORATION

Assets

Cash
Interest bearing deposits
Certificates of deposit, pledged (note 3)
Other assets

Accrued interest receivable, loans (note 2)
Less reserve for poss .ble uncollectible interest 

Accrued interest receivable, loans, net

Loans receivable (note 2):
Agriculture
Commercial Fish Processors Assistance Fund
Fisheries
Forest assistance
Forest products

Total loans receivable

Less reserve for possible uncollectible loans 
Loans receivable, net

Investments in capital stock (notes 2 and 5)

Liabilities and Fund Balance

Accounts payable 
Payable to Operating Fund
Excess interest earned, payable to "'.ate of Alaska 
Fund balance 
Commitments (note 4)

December 31 June 30

397,381 1,782,509
14,767,677 17,770,880

525,000 525,000
58,401 72,376

2,158,349 1,175,909
384,528 384,528

1,773,821 791,381

488,240 273,910
10,950,210 10,748,823
7,109,281 5,964,990

792,309 164,276
560.667 531,667

19,900,707 17,683,666

261,147 261,147
19,639,560 17,422,519

7,646,460 5,679,067

44,808,300 44,043,732

1,225 2,558
- 57,466

1,097,226 589,374
43,709,849 43,394,324

44,808,300 44,043,732

See accompanying notes to financial statements.



ALASKA RENEWABLE RESOURCES CORPORATION

Notes to Balance Sheets

December 31, 1981

(Unaudited - See Accompanying Compile .ion 
Report of Peat, Marwick, Mitchell & Co.)

(1) Summary of Significant Accounting Policies
Alaska Renewable Resources Corporation (ARRC) is a public corporation created by 

the Alaska Legislature in 1978 vo promote the development and sustained use 
of Alaska’s renewable resources. Funds for ARRC have been appropriated by 
the Legislature from proceeds received by the State from mineral leases, 
rentals, bonuses and royalties on minerals produced on State lands. The 
significant accounting policies applied in accounting for these funds are as 
follows:

State Appropriations - Funds appropriated by the State for operating pur­
poses are accounted for as revenues in the Operating Fund. Funds appro­
priated for loan', investments, technical assistance and grants are 
accounted for in the Development Fund.

I; terest Income - Interest on loans is recognized as income only to the 
extent that management considers it collectible.

Loan Principal - Principal repayments on loans are available to ARRC for 
additional loans.

Non-accrual Loans - The accrual of interest on loans is discontinued when 
payment of principal or interest is considered to be doubtful of collec­
tion. Interest income or. non-accrual loans is recognized only to the 
extent payments are receivou.

Equity Investments - Investments in capital stock are carried at net 
realizable value as determined by management.

Income Taxes - ARRC is a political subdivision of the State of Alaska and, 
therefore, by statute, is exempt from state and federal income taxes.

Retirement Plan - All employees of ARRC participate in the State of Alaska 
Public Employees Retirement System (PERS). All pension costs are funded by 
the State as they accrue.

(Continued)
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ALASKA RENEWABLE RESOURCES CORPORATION

Notes to Balauce Sheets

(Unaudited - See Accompanying Compilation 
Report of Peat, Marwick, Mitchell & Co.)

(2) Valuation of Loans and Investments
Loans are made at interest rates of 10J to prime plus 3% and for terms of 

several months to several years. Most loans are secured by property or 
equipment. A valuation allowance is provided for loans and accrued interest 
receivable when management and the Board of Trustees determine that a loan or 
accrued interest receivable may not be collectible and that the collateral 
securing the loan or accrued interest receivable may be insufficient to 
recover the recorded balance. At December 31, 1981, management has estab­
lished a $261,147 provision for possible uncollectible loans, and a $384,528 
provision for possible uncollectible accrued accrued interest receivable.

In determining the necessity for a valuation reserve, management relies on
financial data of investees and estimates the effects of future developments 
on the investee companies. All equity investments were valued at cost since, 
in management's opinion, insufficient time had elapsed since initial invest­
ment to determine any appreciation or depreciation in the investments, 
although management has determined that underlying collateral would be suffi­
cient to liquidate its investments without loss.

(3) Pledged As3et3
Rather than loaning funds directly to investees, ARRC may assist them in obtain­

ing loans from banks by depositing funds at a bank as security for a loan.
At December 31, 1981, $5fr ,000 was deposited with banks as security for loans 
made by the banks.

(4) Commitments
In the normal course of business, there are outstanding various commitments, 

such as guarantees and commitments to extend credit, which are not included 
in the accompanying financial statements, including loan guarantees of 
$180,000, undisbursed loan funds of approximately $3,595,000 and $6,538,000 
of tentative loan commitments to investees. No material losses are antici­
pated as a result of these transactions.

ARRC has agreed to participate with a bank in a loan to Margin Clark. ARRC's 
committed participation of approximately $395,000 was not disbursed as of 
December 31, 1981, pending the bank's request for such funds.

(5) Equity Investment
ARRC has recorded its equity investment of $1,800,000 in the Schnabel Lumber 

Company and placrd an amount equal to its investment in a restricted bank 
account. Funds may be disbursed only for construction related activities 
with ARRC retaining final approval authority for all disbursements. At 
December 31, 1981, no funds had been disbursed from the account.



ALASKA RENEWABLE RESOURCES CORPORATION

Loans Receivable

December 31 and June 30, 1981

(Unaudited - See Accompanying Compilation 
Report of Peat, Marwick, Mitchell & Co.)

Company December 31 June 30

Agriculture:
Alyeska Candy Kitchen * 33,918 34,785
Anchor Renewable Farms 119,468 119,125
Greatland Farms 272,754 120,000

Rice Fur Farm 62,100
488,240 273,910

Commercial Fish Processors Assistance Fund:
Ball Brothers, Inc. 3,35C,000 3,000,000
Salamatof Seafoods, Inc. 2,495,210 2,575,491
Martin Clark - 373,332
American Eagle 50,000 50,000

Alaska Food Co. 3,440,000 3,000,000
Icicle Seafoods, Inc. 400,000 400,000
New Seward, Inc. 1,215,000

10,950,210
1,350,000

10,748,823

Fisheries:
Kokechik 278,588 293,778

Pacific Barge 132,059 121,980
Sea Fisher 150,000 200,000
TEPA 335,000 348,489
SeaWard Shipyard 480,000 480,000

American Eagle 150,000 e.50 ,000
Martin's Seafood 458,259 450,000
Trinity Resources - 296,048
Alaska Fish 103,703 125,000
Alaska Bait Producers <100,000 292,129
Sterling Seafoods 125,000 1,125,000

Alaska Food Co. 1,860,000 1,232,566
Ball Brothers, Inc. 300,000 750,000
Salamatof Seafoods, Inc. 67.,331 -
Robert and Jean Wyman 987,341 -
Kachemak Seafoods 250,000 -
Seafoods of Alaska 428,000

7,109,281 5,964,990

(Continued)



2 Schedule 1, Cont.

ALASKA RENEWABLE RESOURCES CORPORATION

Loans Receivable, Continued

...,udited - See Accompanying Compilation 
. ■ ,.ort of Peat, Marwick, Mitchell & Co.)

Company December 31

Forest Assistance:
Alaska Timber Corporation 
Schnabel Lumber Company

$ 469,896
322,413
792,309

Forest Products: 
Woodyard 
Steik
SeaWard Shipyard 
Pine's Sawmill 
Mastercraft 
Chugach Natives, Inc.

39,167
55.000 
100,000
16,500

315,000
35.000 

56o76'67

Total loans $ 1 9 ,900, 707

June 30

164.276

164.276

39,1*7
55,ocn

100.000 
22 , 500

315 .000

531,667

17,683,666



Schedule 2

ALASKA RENEWABLE RESOURCES CORPORATION

Ii.vestments in Capital Stock

December 31 and June 30, 1981

(Unaudited - See Accompanyi.^ compilation 
Report of Peat, Marwick, rtitchall & Co.)

/

Company December 31 June 30 Industry

TEPA $ 234,912 200,000 Fish

SeaWard Shipyard 150,000 150,000 Forest Products

Trinity Resources 206,100 255,000 Fish

Kokechik 490 490 Fish
Ball Brothers, Inc. 500,000 500,000 Fish

Alaska Bait Producers 85,000 85,000 Fish

Alaska Food Co. 500,000 500,000 Fish
Alaska Woods, Inc. 100,000 100,000 Forest Products

Greatland Farms 50,000 50,000 Agriculture

Mastercraft 100,000 100,000 Forest Products

Salamatof Seafoods, Inc. 316,111 316,111 Fish

Alaska Fish 125,000 125,000 Fish
Sterling Seafoods 100,000 100,000 Fish

New Seward, Inc. 150,000 150,000 Fish
Icicle Seafoods, Inc. 3,082,622 3,047,466 Fish

Seafoods of Alaska 120,000 - Fish
Sterling Seafoods 1,225 - Fish
Schnabel Lumber Company 1,800,000 - Forest Products

Martin Clark 25,000 — Fish

$ 7,646,M60 5,679,067

Six*

■



'-----------  ---------   SB697

L E G I S L A T I O N  S U M M A R Y

SB 697: "An Act r e l a t i n g  to the A l a s k a  R e n e w a b l e  R e s o u r c e s  C o r p o r a t i o n . "

GENERAL: The b i l l  e x p a n d s  "the A R R C  b o a r d  of t r u s t e e s  f r o m  3 to 5
m e m b e r s ,  a lters their c o n p e n s a t i o n  from a n n u a l  s a l a r y  to ' 
a per d i e m  a r r a n g e m e n t ,  and e l i m i n a t e s  their a u t h o r i z a t i o n  
to m a k e  grants.

Sec. 1: C h a n g e s  the n u m b e r  of m e m b e r s  on the AR R C b o a r d  of t r u s t e e s
f r o m  3 to 5.

Sec. 2: R e p l a c e s  l a n g u a g e  e s t a b l i s h i n g  the m e m b e r s  i n i t i a l  terms
at 2, 3, and 4 y ea r s w i t h  s t a g g e r e d  terms of 4 y e a rs  e a c h

Sec. 3: C h a n g e s  the q u o r u m  r e q u i r e m e n t  from 2 to 3 m e m b e r s .

Sec. 4: E l i m i n a t e s  the a n n u a l  s a l a r y  for bo a rd  m e m b e r s ,  r e p l a c i n g  it
w i t h  ironrpHnsation for b o a r d  m e e t i n g  a t t e n d a n c e  d e t e r m i n e d  
by the board , not to e x c e e d  $ 2 0 0  per day. M e m b e r s  are 
also e n t i t l e d  to per d i e m  and t ra ve l  for m e m b e r s  of 
b o a r d s  and c o m m i s s i o n s  u n d e r  e x i s t i n g  law.

Sec. 5: R e q u i r e s  the b o ar d  to. h i r e ; a n  e x e c u t i v e  d i r e c t o r  ;to • serve
at the p l e a s u r e  of the boar d, at a s a l a r y  d e t e r m i n e d  by 
the boar d. The d i r e c t o r  m ay  not be a m e m b e r  of the board. 
Th e e x e c u t i v e  d i r e c t o r  may hi r e o t h e r  staff w i t h  the b o a r d  
ap pr o va l . The d i r e c t o r  and st af f p o s i t i o n s  are in the 
e xe m pt  s e r v i c e  c l a s s i f i c a t i o n .

Sec. 6: A m e n d s  e x i s t i n g  p r o v i s i o n  for f i n a n c i a l  a s s i s t a n c e  to
p r o h i b i t  grants.

Sec. 7: E l i m i n a t e s  l a n g u a g e  p e r t a i n i n g  to gr ants fr o m p r o v i s i o n
for f i n a n c i a l  a s s i s t a n c e .

Sec. 8: Ad ds  l a n g u a g e  p r o h i b i t i n g  the A R R C  from m a k i n g  grants. 

Sec. 9: D e l e t e s  l a n g u a g e  a u t h o r i z i n g  the b oa r d to mak e grants.

Sec. 10: T r a n s i s t i o n a l  p r o v i s i o n s .  P r o v i d e s  for the c o m p l e t i o n
of terms of m e m b e r s  s e r v i n g  on the e f f e c t i v e  dat e of 
the bill. E s t a b l i s h e s  the i n i t i a l  terms of the new 
m e m b e r  p o s i t i o n s  at 2 and 3 years.

NOTE: The bill has no e f f e c t i v e  date#

PR IM E  SPON SO R:  K e r t t u l a  (by req ue st )

C O - S P O N S O R ( S ): None



LEGISLATIVE SUMMARY

Work Draft
SB 697 "An Act establishing the Alaska Resources C o g i t a t i o n  in

place of the Alaska Renewable Resources C o n f l a t i o n  (AS 37-12)

Sec. 1 Changes the name by deleting the wor'd renewable. Moves the
Corporation from the Department of Revenue to Commerce and 
Economic Development.

Sec. 2 Purposes are to facilitate the rehabilitation, enhancement
and development of the state's resources to strengthen the 
state's economy.

Sec. 3 Changes from a board of trustees to a board of directors.

Sec. 4 Board of directors will consist of 4 members appointed by
the governor as well as the Commissioner of Commerce and 
Economic Development. The Chairman can not serve successive 
t e r m s .

Sec. 5 Terms of the board members shall be for 4 years with the
cerms staggered. Adds language that the governor shall 
appoint a member to fill unexpired terms. Deletes the 
language of one member serves 2 years, one member serves 
3 years, and one member serves 4 years.

Sec. 6 Changes the quorum from 2 members to 3.

Sec. 7 Members receive no salary but they are entitled to per diem
and travel expenses.

Sec. 8 Deletes the words "of trustees"

Sec. 9 Duties: f inane if. i assistance for projects that will
accomplish the purposes of the Corporation; promote the 
use of state's resources in the state and development 
of mport substitution and export markets; prepare long 
r a n be operating and financial plans and a budget; monitor 
projects and provide operational and performance evaluations; 
fund activities that will maximize returns to the state, 
and local governments and the citizens in the form of tax 
revenues and resident: employment and income.

Sec. 10 Deletes the words "renewable resource". Deletes the words 
"for a minimum period of time specified by the board" which 
is to keep the activity in the state.

Sec. 11 Deletes the provisions that: grants may be made for up to 
907o of e projects costs for the purposes of: 1.) applied 
research and development of products, technologies, for the 
rehabilitation, enhancement, or development cf renewable 
resources; 2.) demonstration, one-time basis, economic 
or technical feasibility of new products, market, cr 
technology involving renewable resources; or 3.) rehabilita-
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tion, enhancement, or development of a common-property 
resource where the benefit from the project can not be 
captured by any single economic unit.

12 Adds a new section requiring equity investments not exceed 
the term of the loan or 10 years, whichever uccurs first

13 Changes one of the things the board may not do. The Board 
may not make grants. Present statute states they may not 
make grants for more than 10% of the annual appropriation 
to the Corporation.

14 Changes the definition of Board by deleting the word 
"trustees" and replacing it with "directors."

15 Changes the definition of Corporation by deleting the word
"renewable."

16 Changes the definition of project by deleting the word
"renewable."

17 Changes the definition of renewable resource by deleting
the word "renewable." With a new definition of resource as: 
a natural component of the environment including but rot 
limited to fisheries, agriculture, forest products - viewable 
energy, tour is-i and mining.

18 Deletes the provision that the Legislative Budget anu Audit
Committee hold confirmation hearings on the members.

19 Deletes the provision that the Legislative Budget and Audit
Committee make r r commendations regarding the confirmation of 
the appointees co the Board.

20 Deletes the word "renewable" from the name of the Corporation.

21 Initial terms of the board shall be one member serving 1 year
one member serving 2 ''ears, one member serving 3 years and
one member serving 4 y e a r s .

22 Terminates the present Board of Trustees of the Alaska Renewable
Resources on the effective date of this Act.

23 Transfers all records, appropriations, equipment and other 
assets or* liabilities to the Alaska Resources Corporation.

24 Repeals 37.12.040 Removal and vacancies. The governor
may remove a member with the consent of a majority of 
the legislature in joint session. Provisions of time 
and when the legislature is not in session. A vacancy 
does not impair a quorum.



Repeals 37.12.070 (12): Powers of the board: provide grants 
for projects having broad public application which do not 
have direct income-producing potential.

Repeals 37.12.125(5): Definitions: (5) "rehabilitation, enhancement 
and development" means any activity or program which improves the 
health and well-being of a renewable resource or renewable 
resource population leading to an increase in the quality 
or productivity of the resource and to an increase in the 
benefits derived from the resource to the citizens of the state.

in
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THE LEGISLATURE
B U D G E T  A N D  A U D I T  C O M M I T T E E

A U D I T  D I V I S I O N

P O U C H  W — A L A S K A  O F F I C E  B U I L D I N G

J U N E A U ,  A L A S K A  9 9 8 1 1

January 5 , 1982

T l : 

FROM:

Members of the Legislative 
Budget and Audit Committee

Gerald L. Wilkerson, CPA 
Legislative Auditor 
Division of Legislative Audit

SUBJECT: Audit of the Alaska Renewable
Resources Corporation

Please find enclosed four Attorney General's opinions relat­
ing to ARRC and the Renewable Resources Development and 
Investment Funds.

The opinions are provided for your information and review 
and will also be included as appendixes in our final report 
on ARRC.

As discussed in our report, these opinions have a signifi­
cant impact on the current operation of ARRC, and several of 
our recommendations are based on these opinions.
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AIK £  HAMMOND, G OYER HO R

DEPARTMENT OF LAW

OFFICE OF THE ATTORNEY GENERAL

D e c e m b e r  1 7 ,  1 9 8 1

P O U C H  K - S T A T E  C A P I T O L  
J U N E A U .  A L A S K A  9 9 8 1 1  
P H O N E :  ( 9 0 ? )  4 6 5 - 3 6 0 0

G e r a l d  W i l k e r s o n ,  C P A  

L e g i s l a t i v e  A u d i t o r  

D i v i s i o n  o f  L e g i s l a t i v e  A u d i t  

P o u c h  W

A l a s k a  O f f i c e  B u i l d i n g  

J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  M r .  W i l k e r s o n :

Y o u  h a v e  r e q u e s t e d  t h i s  d e p a r t m e n t ' s  a d v i c e  r e g a r d i n g  

w h e t h e r  a n  A l a s k a  R e n e w a b l e  R e s o u r c e s  C o r p o r a t i o n  ( A R R C )  T r u s ­

t e e  o r  e m p l o y e e  m a y  s e r v e  a s  a v o t i n g  d i r e c t o r  o n  t h e  b o a r d  o f  

a n  A R R C  i n v e s t e e .  W e  t h i n k  t h a t  A S  3 7 . 1 2 . 0 8 0 ( b ) ( A )  c l e a r l y  

p r o h i b i t s  A R R C  f r o m  p l a c i n g  a n  e m p l o y e e  o r  t r u s t e e  o n  a n  i n ­

v e s t e e ' s  b o a r d  f o r  t h e  p u r p o s e  o f  e x e r c i s i n g  v o t i n g  r i g h t s  o n  
m a t t e r s  r e l a t i n g  t o  t h e  m a n a g e m e n t  o f  t h e  i n v e s t e e .

A S  3 7 . 1 2 . 0 8 0 ( b )  (A) p r o v i d e s  t h a t  A R R C  m a y  n o t  " a s s u m e  

r e s p o n s i b i l i t y  f o r  m a n a g e m e n t  o f  a n y  p r o j e c t  i n  w h i c h  it h a s  

i n v e s t e d  a n d  m a y  n o t  e x e r c i s e  v o t i n g  r i g h t s  f o r  t h a t  p u r p o s e  or 

f o r  a n y  o t h e r  p u r p o s e  w h i c h  i s  w i t h i n  t h e  s c o p e  o f  m a n a g e r i a l  

c o n t r o l . "  T h i s  s e c t i o n  a b s o l u t e l y  p r o h i b i t s  e x e r c i s i n g  v o t i n g  
r i g h t s  f o r  a n y  p u r p o s e  " w h i c h  is w i t h i n  t h e  s c o p e  o f  m a n a g e r i a l  

c o n t r o l . "  U n d e r  A S  1 0 . 0 5 . 1 7 4 ,  t h e  p o s i t i o n  o f  a d i r e c t o r  o f  a 

c o r p o r a t i o n  is f u n c t i o n a l l y  d e f i n e d  t o  i n c l u d e  m a n a g e m e n t  o f  

t h e  b u s i n e s s  a n d  a f f a i r s  o f  t h e  c o r p o r a t i o n .  T h e r e f o r e ,  a n y  

e x e r c i s e  o f  v o t i n g  r i g h t s  b y  a n  A R R C  T r u s t e e  o r  e m p l o y e e  w o u l d  
n e c e s s a r i l y  b e  f o r  a p u r p o s e  w h i c h  is w i t h i n  t h e  s c o p e  of 

m a n a g e r i a l  c o n t r o l .

T h e  o n l y  e x c e p t i o n s  t o  t h i s  p r o h i b i t i o n  a g a i n s t  v o t i n g  

a s  a m e m b e r  o f  t h e  b o a r d  o f  a n  A R R C  i n v e s t e e  a r e  p r o v i d e d  in 

A S  3 7 . 1 2 . 0 8 0 ( c ) .  T h i s  s e c t i o n  a l l o w s  t h e  A R R C  b o a r d  t o  t a k e  

a n y  a c t i o n  w h i c h  it d e e m s  n e c e s s a r y  t o  p r o t e c t  i t s  i n v e s t m e n t .  

H o w e v e r ,  b e f o r e  t h e  A R R C  b o a r d  m a y  a c t  u n d e r  A S  3 7 . 1 2 . 0 8 5 ( c ) ,  

it m u s t  f i n d  t h a t  a c t u a l  c i r c u m s t a n c e s  o r  e v e n t s  t h r e a t e n  t h e



Gerald Wilkerson, CPA 
Legislative Auditor

December 17, 1981 
Fage 2

investment. In the situation you have described in your o p i n­
ion request, no circumstances exist which warrant extraordinary 
action under AS 37.12.085(c). We, therefore, conclude that if 
an ARPX trustee or employee is a director of an ARRC investee, 
that trustee or employee may not vote as a director of the ARRC 
i n v e s t e e .

S i n c e r e l y ,

WILSON L. CONDON 
ATTORNEY GENERAL

B y : ._______
:e

Ass General



JAY S. HAHUOHD, EOVERNOR

D EPA RTM EN T  OIF LAW

July 29, 1980

P O U C H  K - S T A T E  CAPITOL 
OFFICE OF THE ATTORNEY GENERAL JUNEAU. A L A S K A  99811

465-3600

received
Mr. Gerald R. Wilkerson, CPA 
Division of Legislative Audit
Pouch W  . - . y .

Juneau, Alaska 99811 ftUCrf!

Re: ARRC spending and investment
practices
Our file: J-66-792-80

Dear Mr. Wilkerson:

Y o u  have asked whether (1) the statutory limitation 

on the Alas k a  Renewable Resources Corporation's (ARRC's) i n­

vestments in a company includes outright loans, (2) whether 

technical assistance funding can come from ARRC's capital 

budget, (3) whether applicants for that assistance must meet 

the same requirements as those imposed for financial assist­

ance, (4) whether ARRC muse receive a return on expenditures 

for technical assistance, and (5) whether APRC or the Depart­

ment of Revenue has ultimate authority and control over the 

investment of ARRC's surplus funds. We will answer each 

question in turn.

1. The statutory limitation on ARRC's investments 

relates to equity investments and does not include lo a n s .

AS 37.12.080(b) provides in relevant part that the 

ARRC board may not



invest in more than 49 percent of the outstand­
ing corporate stock or other corporate obliga­
tions issued by an applicant . . . .

Given their plain meaning, the words "corporate obligations" 

would certainly xnclude promissory notes, bonds, and any o t h­

er liabilities of the applicant. However, "[t]he notion that 

because the words of a statute are plain, its meaning is also 

plain is merely pernicious oversimplification." United States 

v. M o n i a , 317 U.S. 424, 431 (1943)(Frankfurter, J., dissent­

ing). This is especially true where, as here, we are d e a l­

ing w i t h  a statute which is the apotheosis of imprecision.

If we look at the statute as a whole, it seems r a­

ther obvious that ARRC will routinely be holding all or a l­

most all of the promissory notes issued by applicants. The 

very reason for ARRC's participation is the unavailability 

of regular financing. Ch. 179, § 2, SLA 1978, set out as a 

note preceeding AS 37.12.010. Hence, giving the words "other 

corporate obligations" their plain meaning would confound 

the very purpose for the legislature's passing the statute 

in the first place. Accordingly, we concur in the interpre­

tation placed on this prohibition by the ARRC board, i . e . , 

as being applicable only to equity interests in applicant 

c o r p o r a t i o n s .

2 . Funding of technical assistance can come from 

ARRC'.. so-called capital budget.

We do not doubt that, as an accounting rule, tech­

nical assistance expenses should be considered as operating 

expenses as opposed to capital expenses. The probl- m here,

Gerald R. Wilkerson -2- July 29, 1900



Gerald R. Wilkerson July 29, 1980

however, is that the legislature appropriates to the capital 

budget w i t h o u t  regard for the niceties of that distinction.

That is f  ue n o t  only of ARRC's budget but of the entire b u d­

get generally. Accordingly, the mere fact that m o n e y  has 

b e e n  appropriated to ARRC  in that part of the budget d e n o m i­

na t e d  as b e i n g  for “capital projects" does not, in and of 

itself, make it unav a i l a b l e  for expenditure for w h a t  are u s u­

ally categorized as o p e rating expenses.

Given the h i g h l y  generalized nature of the a p p r o­

priat i o n  to ARRC for capital projects and the absence of any 

legal significance in the denomination in the budget of a p p r o­

priations for "capital p r o jects," there are no legal restraints 

on ARRC's expending the latter for technical assistance. As 

a statutory rule, ARRC's own administrative expenses are to 

be budgeted as its operating expenses. AS 37.12.095(b) p r o­

vides: "The total amount of the corporation's operating b u d­

get shall be specified separately in its budget and a p p r o­

priat e d  from the general fund." The ARRC projects, which -- 

by force of this statutory exclusion -- n e c essarily include 

technical assistance, are then to be budgeted separately, 

p r esumably as capital projects. This is precisely w h a t  a p­

pears to have been done here. In the 1979 appropriations 

b i l ., ch. 80, SLA 1379, at page 115 of the 1979 Temporary and 

Special Acts, $638,000 is appropriated to ARRC from the g e n­

eral fund under the general denomination of "operating e x p e n­

ditures." Id., at 69. On page 164, some $32 million, broken 

down into resource categories, is appropriated from "other



funds" to ARRC under the general denomination of "capital 

projects." Accordingly, this use of the funds has to be v a­

lid valid under both AS 37.12.095 and chapter 80, SLA 1979.

3. Technical assistance must be limited to entities 

which are qualified applicants for financial a s s i s t a n c e .

As ARRC counsel points out, the statute does not 

generally lend itself to certainty. On this matter, it is 

as follows:

The corporation may provide funding for tech­
nical and management advice and assistance to 
qualified applicants as it considers necessary 
in the circumstances.

AS 3 7 . 1 2 . 1 1 5 (b)(emphasis added). The statute defines "appli­

cant" as follows:

'applicant' means a person making application 
to the corporation for financial assistance 
• • • •

AS 3 7 . 1 2 . 1 2 5 ( 1 ) (emphasis added). The term "qualified appli­

cant" is not included within the definitions section of the 

statute, but in effect, is defined by those provisions of 

the statute which describe the requirements for financial 

assistance in AS 37.12.085, which states that "[a]n applicant 

is qualified if," he has submitted a proposal under AS 37.- 

12.080(a)(1), is a three-year resident, and has not been a 

failure on previous projects with the corporation.

Counsel for ARRC suggests that it may be necessary 

for some applicants to receive technical assistance before 

they can qualify in that they are not capable of submitting 

a proposal under AS 37.12.080(a)(1) without that assistance.

Gerald R. Wilkerson -4- July 29, 1980
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But the requirements of AS 37.12.080(a)(1) are not that tech­

nically difficult, and there can be little question that, as 

a practical matter, an unsophisticated applicant with a great 

idea would have no problem meeting the loose requirements of 

section 80(a)(1). After that has been done, the board can 

"provide funding for technical and management advice and a s­

sistance to qualified applicants as it considers necessary 

in the circumstances." AS 37.12.115>'b) .

4. There is no requirement that the board real­

ize a return on money provided for technical assi s t a n c e .

We concur with ARRC's counsel that the statute does 

not require ARRC to realize a return cn money provided for 

technical assistance. We think that it is left to the sound 

discretion of ARRC's board to determine whether money so used 

must be repaid. The House Finance Committee stated that the 

money would be repaid. 1978 H. Jour. 832. But the discre­

tionary language of the statute to the effect that the money 

so used "may form a part of a later investment," must be 

deemed to control.

5. The Department of Revenue ha: trol over the

Investment of ARRC f u n d s .

We have concluded that the estabx ,.ient of the 

Alaska Renewable Resources Development Fund, AS 37.11.010 - 

040, the Alaska Renewable Resources Investment (nee Perman­

ent) Fund, AS 37.11.050 - 090, and the Alaska Economic D i s­

aster Impact Fund, AS 37.11.100, is in conflict with the 

constitutional prohibition against dedicated funds and is,



therefore, a nullity. */

The 1974 legislation establishing these funds and 

the introduction in 1975 of bills to establish still other 

special purpose funds led to an opinion from this office in 

which we concluded that mineral revenues are within the con­

stitutional prohibition against dedicate! funds. 1975 Op. 

Atty. Gen. No. 2; Alaska Const.., art. IX, § 7. The opinion, 

in turn, . _.d to the adoption of a constitutional amendment 

to provide for a single exception to allow the dedication of 

certain mineral revenues to the Alaska Pe -nent Fund. Under 

the maxim expressio unius est exclusio a l t e r i u s , all other 

dedications are excluded from the exception. 2A SUTHERLAND 

STATUTES AND STATUTORY CONSTRUCTION § 47.23 (4th Sands ed.

1973). In other words, the constitutional amendment provid­

ing for the Alaska Permanent Fund precludes the establish­

ment of these funds.

The "allocation" of these same mineral receipts to 

ARRC under AS 37.12.020, which was adopted in 1978, is simi­

larly a proscribed dedication which is equally unconstitution 

al. and, therefore, likewise a nullity. Aside from the excep­

tions made by the constitution itself for dedicated funds, 

the only way that public money can be made available for ex-

*/ We had previously- opined that, taken as an accounting 
cfevice rather than as a dedication, the original 1974 enact­
ment might be valid. Informal Op. Atty. Gen. Oct. 12, 1977. 
The 1978 legislation and ARRC's interpretation of its in­
tended effect compels us to come n o w  to a contrary conclusion
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penditure is by an appropriation. Alaska C o n s t . , art. IX, 

§ 13. Appropriations can be made solely in appropriation 

bills. Alaska Const., art. II, § 13.

appropriated to ARRC by the legislature in appropriation 

bills, nothing more, and nothing less, the provisions of AS 

37.12.020 to the contrary notwithstanding. As with all other 

instrumentalities of the state government, ARRC's a propria- 

tions remain in the treasury under the control of the D e p a r t­

ment of Revenue until they are to be used, except to the ex­

tent that the legislature has provided to the contrary. There 

is nothing in AS 37.12.010 - 125 wh i c h  provides to the con­

trary and which also conforms to the constitution.

Accordingly, ARRC funds consist solely of the money

Sincerely y o u r s ,

WILSON L. CONPON

Rodg^s-W. Peguesv_J 
Assistant Attorney General

RWP/pjg



MEMORANDUM State of Alaska
t o  Gerald L. Wilkersor. 

Legislative Auditor
d a t e - April 1, 1981

F ILE  NO: J-66-412-81
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. • u b j e c t :  Constitutionality
of the Renewable Re- ■ 
sources Investmentr-j If 
Fund

You have asked us for our views on the constitution­
ality of the Renewable Resources Investment Fund. In our view, 
it is unconstitutional.

The Legislative Coursel has opined to the contrary, 
relying in part on a plain-language interpretation of the c o n­
stitution's provisions on dedicated funds. The Alaska Supreme 
Court has occasionally ustd a plain-language interpretation to 
determine the meaning of a statute. E . g ., Alaska Mines and 
Minerals, I n c . v. Alaska Industrial B d ., 354 P . 2d 376, 379 
(Alaska 1960). But a literal interpretation of the words of a 
statute or constitution should not be applied if it will f r u s­
trate the framers' obvious intent and if the words car. r e a s o n­
ably be given a different construction. 2 A. Sutherland, S T A­
TUTES AND STATUTORY CONSTRUCTION, § 46.07 (4th Sands ed. 1973). 
And even where the court states that, when the law is plain, 
there is nothing left for interpretation, Alaska Public E m p l o y­
ees ' Ass'r v. S t a t e , 525 P . 2d 12, 14, n. 14 (Alaska 1974), the 
court does, in fact, interpret it. There simply is no rule 
that forbids the use of aids in construing the meaning of a 
statute however clear the words may appear on superficial e x­
amination. Train v. Colorado Public Interest Research G r o u p , 
I n c . , 426 U.S"! 17 9-11 (1'076’) . For that reason, resort should 
be had to the records of the Constitutional Convention where, 
as here, they provide substantial aid in ascertaining the m e a n­
ing and purpose of the prohibition against dedicated funds. */

When resort is had to the record, there can be no

*/ As a practical matter, the Alaska Supreme Court has con s i s­
tently resorted to the Minutes of the Constitutional Conveiition 
The only question is how much weight it will give to the r e­
marks of delegates.

FROM: WILSON L. CONDON 
ATTORNEY GENERAL

By:
Rodger W. Pe 

Assistant Attorney
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question that the convention intended to bar the dedication of 
oil and gas revenues. 1975 Op. Atty. Gen. No. 9. We will not 
repeat that opinion here. The Alaska Supreme Court has yet to 
rule whether that intent will be given its e f f e c t . It may or 
m a y  not. But until it does rule, it is our view that the words 
"tax or license" in article IX, section 7, of the constitution 
are flexible enough, in context, to include all revenues, and 
that therefore, the f r a m e r s’ intent must be given effect.

Giving the language of section 7 that meaning not 
only accords w i t h  the undisputable intent of the framers but 
also with the obvious conclusion of the voters that an excep­
tion from the prohibition against dedicated funds should be 
made w i t h  respect to at least 25 percent of certain mineral 
revenues. By expressly making this exception, the amendment 
includes all remaining mineral revenues within the bounds of 
the prohibition. That is, by necessary implication, all other 
dedications of mineral revenues are prohibited. 2 A. Suther­
land, STATUTES AND STATUTORY CONSTRUCTION § 47.23 (4th Sands 
ed. 1973).

Accordingly, under article IX, section 7, of the A l a s­
ka Constitution, the dedication of five percent of mineral r e v­
enues for a special purpose prescribed by AS 37.11.020 is u n c o n­
stitutional and invalid on its face. The additional dedications 
of interest and of amounts remaining in the fund, AS 37.12.060, 
are equally unconstitutional and invalid.

The Legislative Counsel also opines that an amendment 
made to article IX, section 7 by the same amendment which e s­
tablished the Alaska Permanent Fund grandfathered in dedica­
tions made prior to that amendment. Thus, in his view, even 
if the dedication for renewable resources had been unconstitu­
tional, it was validated by this amendment. However, the L e g­
islative Counsel's view here is directly contradicted by the 
rules established for amending the constitution.

The applicable constitutional provision reads as fol­
lows :

The lieutenant governor shall prepare a ballot 
title and proposition summarizing each proposed 
amendment, and shall place them on the ballot 
for the next general election. If a majority 
of the votes cast on the proposition favor the 
amendment, it shall be adopted.
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Alaska Const., art. XIII, § 1 (emphasis added). */ The appli­
cable statute adds: "Each amendment shall be confined to one
subject." AS 15.50.010. Arguably, the constitution itself 
might not impose a single-subject requirement, but it probably 
does, and the statute clearly does. Moreover, both require 
that the subject not merely be disclosed but, in the language 
of the statute, be identified by "a true and impartial summary. 
Here, neither the single-subject nor the disclosure requirement 
was met. Each is discussed in turn..

Generally, the rules applicable to statutory construe 
tion apply as well to the provisions of a constitution. 16 
C.J.S. Constitutional Law § 15 (1956). The rule with respect 
to subjects is that where a statute contains two or more sub­
jects but only one is disclosed by the title, the subject which 
is disclosed will be given its effect and the undisclosed s u b­
jects contained in the statute are invalid and of no effect.
1A A. Sutherland, STATUTES AND STATUTORY CONSTRUCTION § 18.08 
(4th Sands ed. 1972). C f ., Port of Longview v. Taxpayers of 
Port of L o n g v i e w , 533 P72d l2~3 (Wash. 1975) (summary of consti- 
tutional a m e n d m e n t ) .

In the instant case, the title of the resolution 
which proposed the amendment disclosed that it would establish 
"an Alaska Permanent Fund for certain proceeds derived from 
non-renewable resources." The clear implication is that a sin­
gle fund is to be established. It says nothing about establish 
ing additional dedicated funds, by validation of unconstitution 
al dedications. The title remained unchanged in the legisla­
ture, notwithstanding two significant but little noticed amend­
ments to the proposed amendment.

One of these amendments changed the word "constitu­
tion" to the word "section" in the last line of section 7 of 
article IX of the constitution to provide - in what can only 
be characterized as by stealth and deception - for the contin­
uation of dedications existing not when the constitution was 
ratified back in 1056 but when the amended section was r a t i­
fied, i . e ., to grandfather in all the unconstitutional dedica­
tions established by law between 1956 and 1976.

*/ Constitutional provisions providing for the legislature to 
propose amendments are strictly construed. Moore v, Shanahan. 
486 P . 2d 506, 511 (Pan. 1971). Here, the use of the singular 
militates against a conjunction of amendments which are not by 
their nature Interconnected.
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W e  have taken the position that this amendment was 
without any effect */ because (1) to be effective, it had to 
(but did not) make reference to the invalid legislation it 
sought to validate, Matthews v. Q u i n i t o n , 362 P. 2d 932, 938-939 
(Alaska 1961); Annot. 171 A.Ll’R. 1072 (1947); (2) its subject 
(object or purpose) was not disclosed by the title or ballot 
summary as required under the constitution, art. XIII, § 1, 
the 1™. AS 15.50.020, and recognised legal principles, 16 AM. 
JUR.'id Constitutional Law § 45 (1979); and (3) its subject, 
retrospective validation of diverse, invalid dedicated funds, 
was separate from and in addition to the purpose or object of 
establishing a new, singular dedicated fund, and therefore, r e­
quired separate treatment. Alaska Const., art. XIII, § 1; AS 
15.50.010. See Kerby v. L u h r s , 36 P.2d 549, 554 (Ariz. 1934);
94 A.L.R. 1502 a 9 3 5 )  . **7

The Legislative Counsel assumes without discussion 
that, with the slight guidance provided by the voters' pamphlet 
and ballot summary, the average voter would notice the change 
in words and would be able to comprehend that the change from 
"constitution" to "section" means that the amendment n e c e s s a r­
ily ratified or validated theretofore unconstitutional dedi­
cated funds. No basis is given for this assumption. None e x­
ists .

In reviewing HJx 39 for the governor, this office 
missed the change in words altogether, and the reviewer made 
no mention of it. The review letter was signed by Attorney G e n­
eral Gross after further review by Assistant Attorney General 
Peterson. Neither of them noticed the change of words either.

*/ We took the position in the spring of 1979 when, nearly 
three years after its adoption, this amendment was first brought 
to our attention by Douglas Pope, its likely author. Until 
then, we -- like thousands of others -- had never noticed it!

* * / The second of the significant but litfled noted a m e n d­
ments to HJR 39 added the phrase "unless otherwise provided by 
law" to the proposed section 15 of article IT. to provide that 
income from the pe /manent fund would go into the general fund 
unless otherwise provided by l a w . The effect or purpose of 
this latter change was not disclosed by the title or body of 
the proposition or by the committee report on the resolution. 
1976 H. Jour. 685.
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In writing supporting and opposing statements on the 
constitutional amendment for publication in the voters' p a m p h­
let, neither the officers of the State Chamber of Commerce -- 
who must be credited with at least as m u c h  percipience as the 
average voter -- nor former Speaker of the House Tom Fiidc (like­
wise) indicated any awareness of the change of words and its 
purpose or effect. One would think that the latter, who o p­
posed the amendment, would certainly have mentioned the all .en­
compassing validation of unconstitutional dedications as an a d­
ditional reason for voting no on the question. The only r e a s o n­
able inference is that the change was not discerned.

The Cordova Times editorialized in fr.vor of the p r o p­
osition. Friday, Oct. 29, 1976. It understood that "[o]nly 
the interest on the fund could be used to run the government," 
but it showed no awareness of the p o s s i b i l i " * of the amendment's 
grandfathering in other dedicated funds, or .-t any rate, it 
ma d e  no mention of it. The Fairbanks Daily News-Miner lauded 
the establishment of the permanent fund"! Wednesday, Nov. 3, 
1976. It cautioned about possible "multi-billion dollar pit 
of political shenanigans to rival the worst union pension fund 
scandals," but made no mention of additional multi-million 
dollar dedicated funds for special purposes. Earlier, Friday, 
October 29, 1976, the News-Miner had editorialized for the 
fund's establishment in a lengthy, detailed examination of I he 
proposed constitutional amendment. Not one mention was made 
of the change in words which w o u l d  validate the theretofore u n­
constitutional dedications.

While the H e w s - M i n e r 's editors had obviously given 
the proposition on the permanent fund a lot of thought, there 
is not the least indication that they discerned the possibility 
that the amendment grandfathered in other dedicated funds.

The Anchorage Times editorial for Sunday, October 24, 
1976, described the pluses and minuses •• mainly the latter - of 
the proposed permanent fund at length. The editorial's tone is 
so obviously unfavorable that it is unreasonable to assume that, 
even though they understood that replacing the word "constitu­
tion" with "section" would result in validating theretofore u n­
constitutional dedicated funds, the Times editors ignored it.
One can only infer that they (too) missed it altogether. Mo 
other reason explains their omitting it from their list of d r a w­
backs in the proposed constitutional amendment.

Following the election, Anchorage lawyer and former 
legislator Joe Josephson wrote about the permanent fund in his 
weekly newspaper column. A n c horage T i m e s , Tuesday, Nov. 9,
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1976. While he indicated concern for the effect that the e x i s­
tence of the new dedicated fund might have on Alaska's govern­
mental finance policies, and thereby, on its economy, nothing 
in the column indicated any understanding that the amendment 
validated dozens of theretofore unconstitutional dedicated 
funds for special purposes. In sum, none of the state's k e e n­
est observers appears to have even noticed the amendment to 
section 7 of article IX.

In Short v. S t a t e , 600 P . 2d 20, 22 n. 4 (Alaska 1979), 
the court stated that due process is denied if the ballot p r o p­
osition fails to adequately notify the voters of the p r o p o s i­
t i o n’. subject matter. A n d  there is no question that the c o n­
stitution requires a summary of each amendment to be placed on 
the ballot. Alaska Const. , _rt. XIII, § 1. It: seems pretty 
obvious here, that the summary and other information on the 
proposition did not in any way indicate to persons w h o  were 
interested and concerned that the effect of replacing "consti­
tution" with "section” was to grandfather in unspecified, n u­
merous dedicated funds for special purposes which had thereto­
fore been unconstitutional.

The courts agree that adequate notice of the subject 
matter is mandatory. The summary of a ballot proposition must 
inform the voters of as many of its features as word limitations 
allow. E . g ., Redden v. M e y e r s , 513 P .2d 767 (Ore. 1973); Eazett 
v. M y e r s , 508 P . 2d 19^ (Ore. 1973). It should have been simple 
enough 'for the draftsman of the ballot title and summary here 
to state the principal features of the proposition, i . e ., that 
among other things it validated hitherto invalid dedications.
One can only infer that the summary's draftsman omitted to do 
so because he did not k n o w  that this was a feature of the p r o p­
osition. */ This omission was by no means minor. It simply is 
not enough to leave it to the voters to infer certain effects 
or conseq u e n c e s . The duty to summarize requires that adequate 
notice be made. Sundleaf v. M y e r s , 520 P . 2d 438, 441-442 (Ore.
1974); Short v. S t a t e , 600 P . 2d 20, 22, n. 4, 25, n. 15 (Alaska 
1979) (dicta). The failure to include the purpose or object of 
the amendment in the summary e.:r1udes it from the scope of the 
amendment. Port of Longv i e w  v. taxpayers of Port of Longview, 
533 P . 2d 128 (Wash. 1975).

*/ In this instance, this office drafted the summary. The pro 
posed summary was reviewed by the lieutenant governor's a s s i s­
tants and the director of elections. None caught the omission,
i.e. , no one noticed the change in words.
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As regards separate subjects, the rule in this j u r i s­
diction is liberal w i t h  respect to their inclusion in single 
measures. Short v. S t a t e , s u p r a ; Gellert v. S t a t e , 522 P.2d 
1120 (Alaska 1 9 7 4 J ; Suber v. Alaska State Bond C o m m i t t e e , 4i4 
P . 2d 546 (Alaska 1966). It will be rare, indeed for our court 
to overturn any measure on the single-subject rule. */ Never­
theless, this might well be the one.

While both amendments are obviously parts of a broad­
er single subject, i.e., dedicated funds, and therefore related, 
each is also separate "with respect to its object and purpose. 
Joining the two*in a single proposition deprives "the voter of 
his or her liberty of choice, forcing acceptance of an objec­
tionable proposition by coupling it w i t h  an unrelated m e r itor­
ious objective whi c h  the voter earnestly wants to support." 
Short v. S t a t e , 600 P . 2d 20, 25 (Alaska 1979). In S h o r t , the 
court held that coupling correctional facilities with public 
safety facilities in a single bond proposition was valid. Here, 
it would have to find that coupling the establishment of the 
uniquely popular permanent fund with validation of the previ­
ously established and unknown number of unconstitutional dedi­
cated funds is valid. The comprehensive construction programs 
w h i c h  urderlay the decision in Gellert and Short and the "inex­
tricably intertwined" taxation which underlay the decision in 
North Slope Borough Sohio Petroleum C o r p ., 585 P.2d 534, 545 
"(Alaska 3 9/8;. are missing here. There is neither a comprehen­
sive plan nor an inextricable interrelation here. There is a 
rider, the very evil the rule described in Short is designed to 
preclude. 1A A. Sutherland, STATUTES AND STATUTORY CONSTRUC­
TION § 17.01 (4th Sands ed. 1972). Accordingly, the additional 
amendment violates the single-subject rule.

Accordingly, because the replacement of "constitu­
tion" with "section" in article IX, section 7, of the Alaska 
Constitution was not mentioned in the title of the resolution 
which proposed the amendment and was not made known to tne 
voters and because conjoining it in the same ballot proposition 
as the establishment of the Alaska Permanent Fund violated the

*/ The single-subject rule is applied to propositions for c o n­
stitutional airiendments by AS 15.50.010. Had this office per­
ceived that the amendment contained two subjects, it would have 
placed each on the ballot separately in accordance with AS 15.-
50.010 and the precise language of article XIII, section 1, of 
the constitution.



single-subject rule, it is a nullity and of no force or effect. 
The dedication of revenues for renewable resources was and is 
invalid.

RWP/pjg

cc: Honorable Thomas K. Williams
Jommissioner 
Department of Revenue

.onald D. Lehr, Director 
Division of Budget & Management 
Office of the Governor

C
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S U B J E C T :  Aud i t of ARRC

Leslie J. Ludtke 
Assistant Attorney General

Ludtke

You have asked this department's advice concerning
four issues which have arisen in your audit of the Alaska 
Renewable Resources Corporation (ARRC). The questions raised 
by your audit are:

1. Did ARRC have authority to expend repaid
principal from previous loans made?

2. Did ARRC have authority to expend funds
appropriated by Chapter 33, SLA 1980 after
January 31, 1981?

3. Did ARRC have authority to expend funds for
post-investment technical assistance?

4. Ma” an ARRC Trustet serve ot. the Board of
Directors oi an ARRC investee?

We wxll answer each question in turn.

1. ARRC may not expend funds except as appropriated
by the l e g islature.

AS 37.12.095 provides that the corporation (ARRC) may
expend money only as approorinted by the legislature. This 
provision is constitutionally mandated by Article IX, § 13 of 
the Alaska Constitution which allots money to be withdrawn from 
f.he treasury only by legislative appropriation. We have 
already advised your office unat ARRC funds consist solely of 
the money appropriated to ARRC by the legislature in 
appropriation bills. (Formal opinion of the Attorney General, 
7/29/80). No legislative appropriation has been made to ARRC 
which would allow the expenditure of the repaid principal from 
previous loans. Any expenditure of those funds therefore 
violates AS 37.12.095.

o ;> 'C -c ; A ( i ) o v . : o  •:<;
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2. ARRC m ay not expend funds appropriated by 
C h a p t e ~ 3 3 ,  SLA 1980 after January 31, 198IT

Section 1 of FCCSSB 140 created the commercial fish 
purchasers assistance fund and provided for the administration 
of this fund' by the board of trustees of ARRC. However, 
Section 4 of the same bill repealed the commercial fish 
purchasers assistance fund on January 31, 1981. Section 1 of
FCCSSB 22, the appropriation bill which accompanied FCCSSB 140, 
appropriated the sum of $15,000,000 to this fund. The lapse 
date of this appropriation was June 30, 1981. It is clear that 
the difference in lapse dates betweei. the act creating the fund 
and the appropriation bill creates a problem as to where the 
appropriation can be deposited after the fund is repealed.

In previous opinions, we have advised that if no fund 
is in existence to receive the specific appropriation from the 
general fund, (Informal opinion of the Attorney General 6/8/77) 
the funds must remain in the general fund. Similarly in order 
to expend an appropriation, the agency must have both the power 
to expend the money and must have the money itself. In this 
instance, ARRC has the money but it does not have the power to 
expend it. Therefore, because the legislature has not 
conferred the power upon ARRC to expend funds after January 31, 
1981 to assist comercial fish purchasers, no funds appropriated 
for that purpose may be expended for that purpose after that 
date. Therefore, the unencumbered balance of the appropriation 
must lapse.

3. ARRC may expand funds for post-investment 
technical assistance.

AS 37.12.115(b) provides that ARRC may provide funding 
for "technical. and management advice and assistance to 
qualified applicants as it considers necessary in the 
circumstances." The fact that the "qualified applicant" must 
have submitted a marketing plan under AS 37.12.085(1), does not 
preclude further funding for marketing studies or technical 
advice if ARRC considers that fu.iding "necessary in the 
circumstances." In our formal opinion to your office on 
July 29, 1980 we advised you that the ARRC board may provide
this type of assistance to qualified applicants where it 
considers the assistance necessary.
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Gerald L, Wilkerson, CPA 
Legislative Auditor 
Division of Legislative Audit

November 2, 1981 
Page 3

A . An ARRC trustee who also serves on the Board of 
Directors of an ARRC investee may not vote on or 
participate in discussions concerning matters in 
which ARRC has a financial interest.

AS 37.12.065 specifically addresses the question you
have raised in your request for advice. Apparently, an ARRC 
trustee was at the time of investment and is now a member of 
the board of trustees of an ARRC investee. AS 37.12.065 does 
not prohibit an ARRC trustee from maintaining such an interest, 
provided that that interest was acquired before the investment 
was made. In relevant part, 37.12.065 provides

If a member or employee owns or controls 
such an interest, he shall immediately 
disclose the interest in writing to the 
board and refrain from participating in any 
nanner in any activity relating to that 
in t erest.

This statute prohibits the board member from
participating in activities affecting this interest either in 
the capacity of an ARRC trustee or as a board member of the
corporation in which ARRC has an interest. In several previous 
opinions we have concluded that public officials r,:ay not
participate in any manner in matters in which they have a
financial interest. (Informal opinions of the Attorney 
General, 7/12/63, 3/5/81.) This same rule should be strictly 
applied to members of the ARRC board. Because of the peculiar 
quasi-govecnmental nature of their position, ARRC board members 
should be particularly cautious with respect to even an
appearance of a conflict. In this instance, the ARRC board 
member should refrain from all discussions of the investment 
and any vote related to the investment.

LJ L : vt'L



§ 37.11.100 A la s k a  S t a t u t e s  § :’7.11.100
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consultation with the Department of Fish and Game, shall determine 
which communities are economically impacted fishing communities.

(b) If the economic disaster is due to a fisheries failure based on 
consideration of need, the legislature may appropriate to the Alaska 
economic disaster impact fund from the renewable resource fund (ch. 
130, SLA 1974). If there is an insufficient balance in the renewable 
resource fund to meet emergency needs that may be determined under 
the provisions of A? 4.33.285, the legislature may appropriate from the 
general fund r“- .Jaska economic disaster impact fund balance may 
not exceed $5,00'',000. The commissioner of revenue, after determining 
that there is in me Alaska economic disaster impact fund a surplus above 
an amount sufficient to meet anticipated demands, may invest the 
surplus as provided in ch. 10 of this title. Interest derived from 
investment of these surplus funds shall be deposited to the renewable 
resource fund. If •she economic disaster is due to other than a fisheries 
failure, the legislature may appropriate from the general fund to the 
Alaska economic disaster fund to meet emergency needs.

(c) U nappropria ted or o th e rw ise  unencum bered ba lances rem ain ing 
In the A lac . o —M mu: d isa s te r im pact fu n d  a t the close o f each fisca l 
ye a r sh a ll no t lapse as p rovided in AS 37.25.010 b u t a l l  be a va ila b le  
in p e rp e tu ity  fo r fu n d  purposes.

(d) Within the first 10 days of each legislative sess. the 
commissioner of commeme and economic development shall submic to 
the legislature a detailed report of all expenditures from the fund and 
all actions taken under AS 44.33.285. (§ 9 ch 277 SLA 1976)

Chapter 12. Alaska Renewable Resources Corporation.
Section
10. Alaska renewable resources corpora­

tion created 
15. Purposes 
20. Allocation 
2R. Board of trustees 
30. Composition of th-* board of rrustees 
35. Term of office 
40. Removal and vacancies 
45. Qualifications of board members 
50. Quorum
55. Compensation of board members 
60. Employment of personnel 
65. Conflicts of interest

Section 
70. Powers 
75. Duties
80. Financial assistance 
85. E ligibili^ ror financial assistance 
90. Heports and publications 
95. Budget and appropriations 
100. Annual audit
105. Cooperation with other agencies 
110. Tax exemption 
115. Technical assistance 
120. Public access to information 
125. D»#initions

Cross jeferences. — As to the Alaska E d ito r’s note. — Section 1. ch. 179. SLA 
Renews.Dle Resources Investm ent Fund. 1978, provides: DECLARATION OF
9ee AS 37.11.050 e t seq. As to tcrm inatior POLICY. It is the policy of the i>tate to
of the Alaska Renewable Resources 
Corporation, see AS 44.66.010,



§ 37.12.010 P u b l ic  F in a n c e § 37.12.015

"(1) rehabilitate, e n h » '''; ,  and develop 
its renewable r e s o i i^ s  and, insofar as 
is consistent with sound resource manage­
m ent policies, develop its hum an re­
sources by providing maximum opportuni­
ties for employment and a higher standard 
of living fur its citizens; and 

"(2) utilize the funds se t aside under ch. 
11 of this title to fu rth e r  the (A) 
development of renewable resources that 
will contribute to a stable self-sustaining 
sta te  economy, employment opportunities, 
and lifestyle alternatives for its citizens, 
and (B) commercial, traditional, and 
common uses of the s ta te 's  renewable 
resources."

Section 2, ch. 179, SLA 1978, provides: 
FINDINGS, (a) The legislature finds that 
Alaska has renewable resources tha t are 
not being utilized to their full potential. 
Many problems which confront the state, 
including high unemployment and unstable 
economy, could be mitigated by the 
expanded use and development of its 
renewable resources.

"(b) I t  is fu rth er found th a t Alaska’s 
economy has historically depended upon 
sporadic and non-stable developm ent

"(c) I t  is fu rth e r  found th a t several key 
factors have contributed to the slow 
development of renewable resource 
industries, including,

"(1) insufficiency of research w d  
development financing and venture capital 
financing;

"(2) a lack of knowledge within the 
business and financial communities about 
conditions affecting renewable resource 
industrial development in the state and a 
lack of scientific information concerning 
many resources; and 

"(3) a lack of technology appropriate to 
Alaska.

“(d) I t  is fu rth er found tha t the state's 
policy of assisting the development of 
viable industries is best accomplished by 
providing assistance to the private sector to 
identify and dem onstrate new produce, 
m arkets, and technologies."

Legislative history rep o rt. — For repoi t 
on ch. 179, SLA 1978 (HB 682), see 197il 
House Journal, p. 830.

Sec. 37.12.010. Alaska Renewable Resources Corporation created. 
There is created the Alaska Renewable Resources Corporation to carry 
out the purposes of this chapter. The corporation is a public corporation 
of the state and an instrumentality of the state within the Department 
of Revenue, but has a legal existence independent of and separate from 
the state. The exercise by the corporation of the powers conferred by 
this chapter is considered an essential function of the state. (§ 3 ch 179 
"LA It 78)

Sec. 37.12.015. Purposes. The purposes of the corporation are to
(1) facilitate the rehabilitation, enhancement, and development of the 

state’s renewable resources so as to strengthen the self-sustaining 
sectors of the t tate economy;

(2) sponsor re search and development of technologies and innovations 
for the rehabilitation and enhancement of the state’s renewable 
resources to achieve an appropriate use of the resources;

(3) identify new products, markets, and technologies for renewable 
resource industries in the state- which will constitute an appropriate use 
of the resources; stimulate the research and development of these 
products, markets, and technologies; assist in the demonstration of their 
technical and economic feasibility; and assist in ihcir introduction into 
commercial markets. (§ 3 ch 179 SLA 197S)

39



§ C7.12.010 P u b l ic  F in a n c e § 37.12.015

“(1) rehabilitate, enhance, and develop 
its renewable resources and, insofar as 
is consistent with sound resource manage­
m ent policies, develop its hum an re­
sources by providing maximum opportuni­
ties for employment and a higher standard 
of living for its citizens; and 

"(2) utilize the funds se t aside under ch. 
11 of this title to fu rth er the (A) 
development of renewable resources th a t 
will contribute to a stable self-sustaining 
s ta te  economy, employment opportunities, 
and lifestyle alternatives for its citizens, 
and (B) commercial, traditional, and 
common uses of the s ta te ’s renewable 
resources."

Section 2, ch. 179, SLa  1978, provides: 
FINDINGS, (a) The legislature finds th a t 
Alaska has renewable reso'.ircpi chat are 
n e t being utilized to their full potential. 
Ma»;y problems which confront the sta te, 
including high unemployment and unstable 
economy, could be m itigated by the 
expanded use and development of its 
renewable resources,

"(b) It is fu rther found th a t Alaska’s 
economy has historically depe>" ’ j  upon 
sporadic and non-stal 'e developm ent

"(c) I t  is fu rther found tha t several key 
factors have contributed to the slow 
development of renewable resource 
industries, including,

"(1) insufficiency of research and 
development financing and venture capital 
financing;

"(2) a  lack of knowledge within the 
business and financial communities about 
conditions affecting renewable resource 
industrial development in the sta te  and a 
lack of scientific information concerning 
many resources; and 

"(3) a lack of technology appropriate to 
Alaska.

"(d) It is fu rther found that the s ta te 's  
policy of assisting the development of 
viable industries is bes* accomplished by 
providing assistance to ths private sector to 
identify and demonstrate new products, 
markets, and technologies.

Legiiintlve history report. — For report 
on ch. 179, SLA 1978 (HB 682), see 1978 
House Journal, p. 830.

Sec. 37.12.010. Alaska Renewable Resources Corporation created. 
There is created the Alaska Renewable Resources Corporation to carry 
out the purposes of this chapter. The corporation is a public corporation 
of the state and an instrumentality of the state within the Department 
of Revenue, but has a legal existence independent of and separate from 
the state. The exercise by the corporation of the powers conferred by 
this chapter is considered an essential function of the state. (§ 3 ch 179 
SLA 1978)

Sec. 37,12.015. Pur )oses. The purposes of the cori oration are to
(1) facilitate the rr  nabilitation, enhancement, and development of the 

state’s renewable resources so as to strengthen the self-sustaining 
sectors of the state economy;

(2) sponsor research and development of technologies and innovations 
for the rehabilitation and enhancement of the state’F renewable 
resources to achieve an appropriate use of the resources;

(3) identify new products, markets, and technologies for renewable 
resource industries in the state which will constitute an appropriate use 
of the resources; stimulate the research and developme.it of these 
products, markets, and technologies; assist in the demonstration of their 
technical and economic feasibility; and assist in their introduction into 
commercial markets. (§ 3 ch 179 SLA 1978)



§ 37.12.020 A la ska  Statutes § 37.12.040

Sec. 37.12.020. Allocation, (a) There shall be allocated to the 
corporation from the receipts described in AS 37.11.020 five per cent of 
the total receipts paid the state from mineral lease bonuses and rentals 
for state land and royalties derived from minerals produced on state 
land. Payments of the amount allocated by this section shall be made 
to the corporation by the Department of Revenue on a monthly basis.

(b) Fifty per cent of all actual receipts of the corporation, from 
whatever source except receipts from the corporation's investments, 
shall be deposited into the renewable resources investment'fund (AS 
37.11.050). (§ 3 ch 179 SLA 1978)

Sec. 37.12.025. Board of trustees. A board of trustees of the 
t rporation is established as its governing body. (§ S ch 179 SLA 1978)

Sec. 37.12.030. Composition of the board of trustees. The board of 
trustees consists of three members appointed by the governor and 
confirmed by a majority of the members of the legislature in joint 
session. The board shall annually elect a chairman from among its 
members. A chairman may not succeed himself. (§ 3 ch 179 SLA 1978)

Sec. 37.12.035. Term of office. The members of the board of trustees 
shall be appointed for terms of four years, and they may be reappointed. 
Terms shall be staggered. The initial terms shall be one member serving 
for two years, one member serving for three years, and one member 
serving for four years. (§ 3 ch 179 SLA 1978)

Sec. 37.12.040. Removal and vacancies, (a) The governor may 
remove a board member from office by and with the consent of a 
majority of the members of the legislature in joint session. A remove 1 
by the governor shall be in writing and state the reason for removal. 
If the legislature is not in session, the governor may suspend a member 
of the board. Upon suspension, a board member may not participate in 
board business and may not be counted for the purpose o- establishing 
a quorum. A suspended member shall continue to receive his salary as 
a board member until the legislature in joint session consents to his 
removal. The joint session shall be held within 30 days from the date of 
removal if the removal occurs while the legislature is in session or within 
30 days of convening of the legislature if the legislature is not in session. 
If the legislature refuses to consent to his removal, the board member 
shall be reinstated to his position.

(b) A vacancy on the board shall be promptly filled by appointment 
by the governor and confirmation by a majority of members of the 
legislature in joint session. An appointee to fill a vacancy snr 11 hold 
office for the balance of the term for which his predecessor on the board 
was appointed. If a vacancy arises on the board "hue the legislature is 
no: in session, the governor may appoint an interim board member until 
such time as the legislature in joint session fails to confirm the interim 
member s appointment.



§ 37.12.045 P u b l ic  F in a n c e § 37.12.070

(c) A vacancy on the board does not impair the authority of a quorum 
of the board to exercise all the powers and perform all the duties of the 
board. (§ 3 ch 179 SLA 1978)

Sec. 37.12.045. Qualifications of board members, (a) No person may 
be appointed to the board who has not been a resident of the state for 
at least three years.

(b) No member of the board may hold any other state or federal office, 
position, or employment, whether- elective or appointive, except as a 
member of the armed forces of the United States or the state. (§ 3 ch 
179 SLA 1978)

Sec. 37.12.050. Quorum. Two members of the board constitute a 
quorum for the transaction of business and the exercise of the powers 
and dudes of the board. (§ 3 ch 179 SLA 1978)

Sec. 37.12.055. Compensation of board members. Board members 
are in the exempt service under AS 39.25 and receive an annual salary 
within Range 30 of the salary schedule for state employees established 
by AS 39.27.011. (§ 3 ch 179 SLA 1978)

Sec. 37.12.060. Employment of personnel. The board may employ 
and determine the salary of an executive director. The executive director 
may, with the approval of the board, select and employ additional staff 
as necessary. The executive director and all employees of the board are 
in the exempt service under AS 39.25. (§ 3 ch 179 SLA 1978)

Sec. 37.12.065. Conflicts of interest, (a) Members of the board of 
trustees are subject to the provisions of AS 39.50.

(b) No member or employee of the board may acquire an interest, 
direct or indirect, in a corporation, company, association, or project 
owned, controlled, or invested in by the corporation. If a member or 
tmplovee owns or controls such an interest, he shall immediately 
disclose the interest in writing to the board and refrain from 
participating in any manner in any activity relating to that interest. (§ 3 
ch 179 SLA 1978)'

»c. 37.12.070. Powers. In carrying «ut ^corporatejapw ersA f the
corporation,
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§ 37.12.010 A l a s k a  S t a '^ - '- e s  S u p p l e m e n t § 37.12.070

Chapter 12. Alaska Renewable Resources 
Corporation.

S ec tio n  
70. Powers

Sec. 37.12.010. Alaska Renewable Resources Corporation cre­
ated.

E d ito r ’s n o te s . — For approval of th e  ’ 
A laska R enew able Resources Corporation 
investm ent in B all Brothers, Inc., see § 3, 
ch. 32, SLA 1980 in the 1980 Tem porary 
and Special A cts and Resolves.

As to Forest Products Producers Assis­
tance Fund, see § 1, ch. 92, SLA 1980 in 
the 1980 Temporary and  Special Acts and 
Resolves.

Sec. 37.12.070. Powers. In carrying out the corporate powers of the 
corporation, the board may

(1) adopt, alter, and use a corporate seal;
(2) prescribe, adopt, amend, and repeal bylaws;
(3) sue and be sued in the name of the corporation;
(4) enter into any agreements necessary to the exercise of its powers 

and functions;
(5) accept grants from and contract with the federal government and 

the state or i t '  political subdivisions and to that end comply with the 
provisions of federal, state, or local programs where necessary, except 
that it may not enter into any agreements w herry  any permanent 
state or local government position is funded partially funded in 
connection with a project;

(6) accept grants and loans from other sources than those in (5) of 
this section to be held and used for the purposes of the corporation;

(7) appear in behalf of the corporation before boards, commissions, 
departments, or other agencies of municipal, state, or federal govern­
ment;

(8) acquire, hold, use, lease, sell, or otherwise dispose of property of 
any kind, real, personal, or mixed, or any interest in it;

(9) hold, as a means of securing the providing of financial assitance, 
patents, .opyrights, trademarks, royalties, or any other evidences of 
protection or exclusivity issued under the laws of the United States or 
any state or nation;

(10) prepare, publish, and distribute technical studies, reports, bul­
letins and other materials it considers appropriate;

(11) invest, in such form as it considers appropriate, in projects 
which are economically viable and income-producing;

(12) provide grants for projects having broad public application 
which do not have direct income-producing potential;

(13) adopt regulations governing the exercise of its corporate 
powers:
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@ 1 o § 37.12.080 P u b l ic  F in a n c e § 37.12.080

(14'' deposit funds, or invest surplus funds,through '.he treasury divi­
sion of the .Oepartment of Revenue which may invest in any invest­
ments authorized in AS 39.35.110 so long as its investment policy is 
consistent with the prudent-man rule;

(15) do all acts and things necessary or desirable to carry out the 
purposes of the corporation.

(16) [Terminates June  30,1984] provide funds to the Alaska Coun­
cil on Science and Technology, to be awarded and administered in the 
manner prescribed by AS 44.21.241 — 44.21.255 when the funds are to 
be expended to accomplish a corporate purpose under AS 37.12.015. 
(§ 3 ch. 179 SLA 1978; am. § 2 ch 56 SLA 1S79; am Executive Order 
No. 48, § 2 (1981))

E ffec t o f  a m en d m e n ts . — The 1979 
am endm ent added paragraph (16).

The 1981 am endm ent, effective Ju ly  1, 
1981, substitu ted "AS 44.21.241 — 
44.21-255" for "AS 44.19.181 — 44.19.189” 
in paragraph (16).

E d ito r’s n o te . — Section 1. ch. 56, SLA 
1979, prev.dcs: "FINDINGS. The legisla­
ture finds th a t t h e u  is a need for 
development of sm all-scale and low-cost 
alternatives for A laskans in regard to 
building design, food production, 
recycling, transpo rta tion , energy gener-

generation, waste disposal, and 
small-scale residential and industrial en ­
terprise. Therefore, the legislature finds 
th a t the development and wider use of 
low-cost and small-scale technologies 
appropriate to Alaska should be encour­
aged.”

Section 8, ch. 56, SLA 1979, provides for 
the term ination of the act relating to 
northern technology on Jun e  30, 1984. As 
p a rt of th a t act AS 37.12.070(16) will 
term inate on tha t date.

Sec. 37.12.080. Financial assistance.

E d ito r 's  n o te s . — Section 1, ch. 32, SLA 
1980 provides: "COMMERCIAL FISH 
PURCHASERS ASSISTANCE FUND, (a) 
There is created in the Alaska Renewable 
Resources Corporation (AS 37.12.010) the 
commercial fish purchasers assistance 
fund. The commercial fish purchasers 
assistance fund shall be adm inistered by 
the board of trustees of the Alaska 
Renewable Resources Corporation and 
may be financed only by appropriations by 
the legislature. (b» The board of trustees of 
the Alaska Renewable Resources Corpora­
tion may use money in the commercial fish 
purchasers assistance fund to provide 
financial assistance to commercial pur- • 
chasers of the 1980 salmon harvest. F inan­
cial assistance under th is subsection shall 
be provided in accordance with A ?  
37.12.080. except th a t in providing finan­
cial assistance under tm s subsection the 
board of trustees of the Alaska Renewable 
Resources Corporation 

(bi is not required to comply with the 
provisions of AS 3T.12.0?0ibilli: -nd 

(2i is required to comply with the provi­
sions of AS 37.12 OMi’a !• oniy to the

ex ten t the board of trustees determ ines is 
possible considenng the limited tim e 
available to provide financial assistance to 
commercial purchasers of the 1980 salmon 
harvest.

ic) The approval of the eom m isconer of 
commerce and economic development is 
required before approval of any applica­
tion for financial assistance from the com­
mercial fish purchasers assistance fund.

idi The Alaska Renewable Resources 
Corporation and the commissioner of com­
merce and economic development shall 
report quarterly to the legislature and the 
go veno r on all loans and other forms of 
financial assistance from the commercial 
fish purchasers assistance fund."

Section 2. ch. 32. SLA 1980 provides 
"LOAN GUARANTEES FOR COMMER- 
CIAL FISH PURCHASERS ia> The Com­
mercial Fishing and Agriculture Bank 
mayil rnak.* loans to pro.ide financial assistance to commercial purchase , of the 1960 salmon harvest;2 purchase loans made oy commercial oana.- '.<• provide financta, assistance :c
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§ 37.12.075 A la sk a  Statutes § 37.12.075

or local government position is funded or partially funded in connection 
with a project;

(6) accept grants and loans from other sources than those in (5) of this 
section to be held and used for the purposes of the corporation;

(7) appear in behalf of the corporation before boards, commissions, 
departments, or other agencies of municipa'., state, or federal 
government;

(8) acquire, hold, use, lease, sell, or otherwise dispose of property of 
any kind, real, personal, or mixed, or any interest in it;

(9) hold, as a means of securing the providing of financial assistance, 
patents, copyrights, trademarks, royalties, or any other evidences of 
protection or exclusivity issued under the laws of the United States or 
any state or nation;

(10) prepare, publish, and distribute technical studies, reports, 
bulletins and other materials it considers appropriate;

(11) invest, in such form as it considers appropriate, in projects which 
are economically viable a id income-producing;

(12) provide grants for \ rojects having broad public application which 
do not have direct income^ reducing potential;

(13) adopt regulations govt-ring the exercise of its corporate powers;
(14) deposit funds, or invest surplus funds through the treasury 

division of the Department of Revenue which may invest in any 
investments authorized in AS 39.35.110 so long as its investment policy 
is consistent with the prudent-man rule;

(15) do all acts and things necessary or desirable to carry out the 
purposes of the corporation. (§ 3 ch 179 SLA 1978)

Sec. 37.12.075. Duties. In carrying out the purposes ox this chapter, 
the board shall

(1) se^k to maintain the productivity of healthy renewable resources 
and expand the productivity of depleted or underutilized renewable 
resources;

(2) provide financial assistance for projects which the board finds will 
accomplish the purposes of the corporation as set out in § 15 of this 
chapter;

(3) promote the utilization of the state’s renewable resources in the 
state and the development of import substitution and export markets;

(4) annually prepare long-range operating and financial plans and the 
budget for the forthcoming verv;

(5) monitor approved projects tor compliance with this chapter and 
provide operational and performance evaluations (post-audits) of 
projects receiving financial assistance and an overall assessment, 
expressed in qualitative and quantitative terms, of the degree to which 
the purposes of the corporation, as set out in ? 15 o: this chapter, have 
beer, achieved; and
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(6) a t te m p t to  fu n d  a c t iv i t ie s  w h ich  w i l l  te n d  to  m a x im ize  r e tu r n s  to  
th e  s t a t e  a n d  lo c a l g o v e rn m e n ts  an d  i t s  c i t iz e n s  in  su c h  fo rm s  a s  t a x  
r e v e n u e s  a n d  r e s id e n t  em p lo ym en t a n d  in com e . (§ 3 ch  179 S L A  1978)

S e c . 37.12.080. F in a n c i a l  a s s is ta n c e , (a) In  p ro v id in g  f in a n c ia l 
a s s is ta n c e , th e  b o a rd  s h a l l

(1) c o n s id e r  th e  p ro p o sa ls  o f q u a li f ie d  a p p lic a n ts  o n ly  a f t e r  th e  
a p p lic a n t h a s  s u b m it te d  a  d e ta i le d  p ro p o sa l in  th e  fo rm  p re s c r ib e d  b.y 
th e  b o a rd ; no a s s is ta n c e  m a y  b e  app ro ved  b y  th e  b o a rd  u n le s s  i t  f in d s , 
in  w r i t in g ,  th a t

(A) th e  p ropo sed  p ro je c t , i f  s u c c e s s fu l,  w i l l  f u r th e r  th e  p u rp o se s  o f 
th e  co rp o ra tio n  a s  s e t  o u t  in § 15 o f th is  ch ap te r;

(B) th e  app lic a tio n  c o n ta in s  an  a d e q u a te  p la n  fo r  p ro je c t 
im p lem en ta tio n , in c lu d in g , w hen  a p p lic a b le , a com p le te  b u s in e s s , 
f in a n c ia l a n d  m a rk e t in g  p la n  to r  com m e rc ia l a c t iv it ie s ;

(C) s u f f i c ie n t  c a p ita l is  n o t a v a i la b le  f r o m  o th e r  so u rc e s  on re a so n a b le  
te rm s ;

(D) th e  a p p lic a n t h a s  a g re e d  th a t i f  n ew  re n ew a b le  re so u rc e  in d v  ' t r i a l  
a c t iv i t y  r e s u l t s  fro m  th e  p ropo sed  p rc .ie c t, h is  b e s t  e f fo r t s  w i l l  be  
em p lo y ed  to  keep  th a t  a c t iv i t y  in  th e  s t a t e  fo r  a  m in im um  p e r io d  o f  t im e  
sp e c if ie d  b y  th e  b o a rd ;

(E) th e  a p p lic a n t d em o n s tra te s  th a t  s u f f i c ie n t  te ch n ic a l a n d  b u s in e s s  
e x p e r t is e  to  a ccom p lish  th e  o b je c t iv e s  o f  the p ropo sed  p ro je c t  is  
a v a i la b le ;

i?) a l l c o s ts , in c lu d in g  a d d it io n a l g o v e rn m e n ta l co s t, a s s o c ia te d  w ith  
a n d  a n c i l la r y  to th e  p ro je c t  and  fu t u r e  o b lig a t io n s  g e n e ra te d  b y  th e  
p ro je c t h a v e  been  id e n t if ie d , in c lu d in g  a n y  n e c e s s a ry  o p e ra t in g , 
m a in te n a n ce , o r o th e r  s u p p o r t c o s ts  fo r  th e  l i f e  o f th e  p ro je c t;

(G) p o te n t ia l r e so u rc e  u se  c o n f lic ts  th a t  m a y  r e s u lt  f ro m  th e  p ropo sed  
p ro je c t a re  id e n t if ie d  a n d  e v a lu a te d , a n d  w hen  n e c e s sa ry , p la n s  to 
m it ig a te  o r  re so lv e  th o se  c o n f lic ts  and  to  p re s e rv e  fo r  th e  f u t u r e  op tio n s 
fo r  th e  u se  o f th e  s t a t e ’s  re n ew a b le  re so u rc e s  a re  in c lu d e d  in  the  
ap p lic a tio n ;

(2) u se  th e  f in a n c ia l m e ch an ism  m o s t a p p ro p r ia te  to  th e  c o n d it io n s  o f 
th e  a p p lic a n t and  th e  p ropo sed  p ro je c t a n d  w h ich  w i l l  m o s t e f f e c t iv e ly  
u t i l i z e  th e  fu n d s  a v a i la b le ;  g r a n ts  m a y  be m ade  b y  th e  b o a rd  o f  u p  to 
90 p e r c e n t o f th e  to ta l p ro je c t c o s ts  fo r  th e  fo llo w in g  p u rp o se s :

(A) p ro je c ts  fo r  th e  app lie d  re se a rch  and  d e ve lo pm en t o f p ro d u c ts , 
te ch n o lo g ie s , o r in n o v a t io n s  fo r  th e  re h a b ili ta t io n , e n h an cem en t, o r 
d e v e lo p m en t o f th e  s t a t e ’s re n ew a b le  re so u rc e s ;

(B) p ro je c ts  fo r  th e  d em o n s tra t io n , on a one-time b a s is , o f  the  
econom ic o r  te ch n ic a l f e a s ib i l i t y  o f a new- p ro d u c t , m a rk e t , o r te ch n o lo g y  
in v o lv in g  a re n ew a b le  re so u rc e ; o r

(C) p ro je c ts  fo r  th e  r e h a b ili ta t io n , e n h an cem en t, o r d e v e lo p m en t o f a 
com m on-p ropertv re so u rc e  w h e re  the  b e n e f it s  from  th e  p ro je c t canno t 
be  c a p tu re d  b y  a n y  s in g ie  econom ic un it:

§ 37.12.080 P u b u o  F in a n c e  § 37.12.080
i
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§ 37.12.085 Ala ska  Statutes § 37.12.085

(3) in  e v a lu a t in g  p ro je c ts , co n s id e r th e  p re fe re n c e s  a n d  p r io r it ie s  o f 
the  re s id e n ts  o f  th e  re g io n  in w h ich  th e  p ro je c t is  to  be lo ca ted ;

(4) r e q u ir e  in v e s tm e n ts  m ade b y  th e  co rp o ra tio n  to  be  se c u re d  b y  
m ean s d e te rm in e d  to  be  app rop ria te  b y  th e  boa td .-

(b) T he  b o a rd  m a y  no t
(1) in v e s t  o r  o th e rw is e  p ro v id e  a s s is ta n c e  o f  m o re  th an  f iv e  p e r cen t 

o f  th e  re so u rc e s  o f  th e  co rp o ra tio n  o r $1,500,000, w h ic h e v e r  is  le s s , in 
a  s in g le  p ro je c t  o r  a p p lic a n t u n le s s  th e  le g is la tu r e  h as ap p ro ved  the  
in v e s tm e n t b y  c o n c u r r e n t re so lu t io n ;

(2) in v e s t  in  m o re  th a n  49 p er c e n t o f  th e  o u ts ta n d in g  co rp o ra te  sto ck  
o r o th e r  c o rp o ra te  o b lig a t io n s  is s u e d  b y  an  a p p lic a n t u n le s s  the  
le g is la tu r e  h a s  ap p ro ve d  th e  in v e s tm e n t b y  c o n c u r re n t re so lu t io n ;

<3) m ak e  a  lo a n  fo r  a  p e rio d  in e x ce ss o f  30 y e a r s  u n le s s  th e  le g is la tu r e  
h a s app ro ved  th e  lo an  b y  co n c u rre n t re so lu t io n ;

(4) a s sum e  th e  r e sp o n s ib i li ty  fo r  m a n a g em en t o f  a n y  p ro je c t in  w h ich 
i t  h a s  in v e s te d  a n d  m a y  n o t e xe rc ise  v o t in g  r ig h t s  fo r  th a t  p u rp o se  o r 
fo r  a n y  o th e r p u rp o se  w h ich  is  w ith in  th e  scope o f  m a n a g e r ia l con tro l; 
o r

(5) p ro v id e  f u n d s  to  a n y  s ta te  a g e n c y  u n le s s  th a t  e x p en d itu re  is 
in c lu d e d  5n th e  co rp o ra t io n ’s a n n u a l b u d g e t;

(6) a llo c a te  to  g r a n t s  m ore th an  10 p e r c e n t o f  th e  annua l 
ap p rop r ia tio n  o f  th e  co rp o ra tio n .

(c) N o th in g  in  th is  se c t io n  p re ve n ts  th e  b o a rd  fro m  ta k in g  su ch  action 
and e x e r c is in g  s u c h  r ig h t s  a s i t  co n s id e rs  n e c e s s a ry  fo r  th e  p ro te c tio n  
o f i t s  f in a n c ia l in te r e s t s  in  the  e v e n t o f

(1) a c tu a l o r  th re a te n e d  d e fa u lt  on a n y  o f  th e  b o a rd 's  in v e s tm en ts ;
(2) a c tu a l o r th r e a te n e d  in so lv e n cy  o f a  p ro je c t in  w h ich  th e  b o a rd  has 

m ade  an  in v e s tm e n t; o r
(3) a n y  o th e r  im m ed ia te  or a c tu a l c ir c u m s ta n c e  o r e v e n t w h ich  

je o p a rd iz e s  an  in v e s tm e n t m ade b y  th e  b o a rd .
(d) P ro je c ts  f o r  w h ich  fin a n c ia l a s s is ta n c e  is  g ra n te d  s h a l l com p ly 

w ith  a l l  a p p lic a b le  p ro v is io n s  o f law . (§ 3 ch 179 S LA  1978)

S ec . 37.12.085. E l i g ib i l i t y  fo r  f in a n c ia l a s s is ta n c e . T he  b o a rd  m ay 
p ro v id e  f in a n c ia l a s s is ta n c e  i f  i t  f in d s  th a t  an a p p lic a n t is  q u a li f ie d  to 
re c e iv e .a s s is ta n c e . An a p p lic a n t is q u a li f ie d  i f

(1) he has s u b m it te d  a p ropo sa l to th e  b o a rd  in a cco rd an ce  w ith  
§ 80(a)(1) o f th is  ch ap te r;

(2) he is  a r e s id e n t  o f th e  s ta te  fo r  th re e  y e a r s  o r, i f  the  ap p lic a n t is 
a p a r tn e rsh ip , co rp o ra tio n , o r o th e r a s so c ia t io n , th e  m a jo r ity  in te r e s t  is 
b e n e f ic ia lly  ow n ed  b y  re s id e n ts  o f th e  s ta te  and  a m a jo r ity  o f th e  ow ne rs 
a re  re s id e n ts  o f  th e  s ta te ; and

(3) h is  p ro je c ts  w h ich  h a ve  p re v io u s ly  re c e iv e d  f in a n c ia l a s s is ta n c e  
from  th e  co rp o ra tio n , i f  a n y , nave com p lied  w ith  a l l r e q u ir em e n ts  o f th a t 
a s s is ta n c e  and n a v e  p e r fo rm ed  w ith  s u f f ic ie n t  su c c e s s  o r p rom ise  to 
w a r ra n t f u r th e r  a id . (§ 3 ch '.79 SLA  1978)
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§ 37.12.090 Pu b l ic  F in a n ce §37 .12 .110

Sec . 37.12.090. R e p o r ts  a n d  p u b lic a t io n s , (a) T he  b o a rd  s h a l l p rep are  
and d is t r ib u t e  in  non- techn ica l la n g u a g e  m e te r ia ls  d e s c r ib in g  th e  
p u rp o se s  a n d  a c t iv i t ie s  o f  th e  co rp o ra tio n .

(b) T he  b o a rd  s h a l l p u b lis h  an a n n u a l re p o r t fo r  th e  g o ve rn o r , th e  
le g is la tu r e , an d  th e  p u b lic  a t  th e  t im e  o f s u b m it t in g  i t s  a n n u a l b u d g e t 
r e q u e s t . E a c h  a n n u a l r e p o r t s h a l l in c lu d e  f in a n c ia l s ta te m e n ts  an d  a u d it  
re p o r ts , a  s t a te m e n t d e ta i l in g  th e  so u rc e s  fro m  w h ich  th e  co rpo ra tion  
re ce iv e d  m oney , a  s ta te m e n t d e ta i lin g  th e  in v e s tm e n ts  m ade  b y  th e  
co rp o ra tio n , a  s u m m a ry  and  e v a lu a t io n  o f  th e  d a ta ' r e q u ir e a  b y  § 75(5) 
and (6) o f  th is  c h a p te r , a  l i s t  o f  p u b lic  fa c i l i t ie s  r e q u ir e d  b y  o r 
com p lem en ta ry  to  th e  co rp o ra tio n ’s  in v e s tm e n t a c t iv i t y , an d  a n y  o th e r 
in fo rm a tio n  th a t  th e  b o a rd  o f t r u s te e s  b e lie v e s  w o u ld  be o f  in te r e s t  to  
th e  re c ip ie n ts  o f th e  r e p o r t  (§ 3 ch 179 S LA  1978)

Sec . 37.12.095. B u d g e t  a n d  a p p ro p r ia t io n s , (a) T he  co rp o ra tio n  m ay  
expend m on ey  o n ly  a s  a p p ro p r ia te d  b y  the  le g is la tu r e . T h e  co rpo ra tion  
is  s u b je c t  to  th e  E x e c u t iv e  B u d g e t  A c t  (AS 37.07) e x cep t a s  p ro v id e d  in 
(b) and  (c) o f  th is  se c t io n .

(b) The b u d g e t  o f  th e  co rp o ra tio n  sh a ll in c lu d e  th e  c a te g o r ie s  and 
am oun ts o f  p rop o sed  f in a n c ia l a s s is ta n c e  b ro ken  dow n  b y  f in a n c in g  
m ech an ism  and  re so u rc e  se c to r  a f fe c te d  and  a ll fu n d s  dece ived  b y  the  
co rp o ra tio n  w h e th e r  th ro u g h  a llo c a t io n s m ade  b y  th is  ch ap te r, 
a p p rop r ia tio n , o r o th e rw is e . The to ta l am oun t o f  th e  co rp o ra tio n ’s 
o p e ra tin g  b u d g e t  s h a l l be  sp e c if ie d  s e p a ra te ly  in i t s  b u d g e t  and be 
ap p ro p r ia te d  fro m  th e  g e n e ra l fu n d .

(c) The u n e xp en d e d  an d  u n o b lig a te d  po rtion  o f  th e  app rop r ia tio n s , 
o th e r th an  a p p ro p r ia t io n s  fo r  o p e ra tin g  e xp en se s , does n o t la p se  in to  the 
g e n e ra l fu n d  a t th e  end o f  a f is c a l y e a r , b u t  rem a in s  a v a i la b le  fo r  
a p p ro p r ia tio n  a s  p ro v id e d  in th is  se c tio n  in s u b s e q u e n t f is c a l v e a r s . (§ 3 
ch 179 S L A  1978)

Sec. 37.12.100. A n n u a l a u d it .  T he  co rpo ra tion  s h a l l h a ve  it s  f in a n c ia l 
re co rd  a u d ite d  a n n u a l ly  b y  an in dep enden t o u ts id e  a u d ito r . The 
le g is la t iv e  a u d ito r  m a y  p re sc r ib e  th e  fo rm  and co n ten t o f  th e  f in a n c ia l 
re co rd  o f th e  co rp o ra tio n  and  sh a ll h ave  a cce ss to  th e se  re co rd s  a t any 
tim e . (§ 3 ch 179 S L A  1978)

Sec. 37.12.105. C o o p e ra t io n  w ith  o th e r  a g e n c ie s . A ll d ep a r tm en ts , 
a g en c ie s , an d  p u b lic  c o rp o ra tio n s  o f the  s ta te  s h a l l p ro v id e  in fo rm a tio n , 
s e rv ic e s  and  fa c i l i t ie s  to  th e  co rp o ra tio n  on its  r e q u e s t . T he  co rpo ra tion  
s h a l l r e im b u r s e  the  d ep a r tm en t , a g en cy , o r co rp o ra tio n  fo r  exp en se s 
re a so n a b ly  in c u r re d  on th e  co rp o ra tio n ’s b eh a lf . (§ 3 ch 179 SLA  1978)

Sec. 37.12.110. T a x  e x em p tio n . The co rpo ra tion  is e xem p t from  a ll 
ta x e s  and  a s s e s sm e n ts  in th e  s ta te . A ll s e c u r ity  in s t ru m e n ts  is s u e d  by 
the  co rp o ra tio n , th e ir  t r a n s fe r , and th e ir  incom e a re  e xem p t from  a ll 
ta x e s  and a s s e s sm e n ts  in the  s ta te . (§ 3 ch 179 SLA  1978)

it*
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§ 37.12 .115 A l a s k a  St a t u t e s § 37.12.125

S e c . 37.12.115. T e c h n ic a l a s s is ta n c e , (a) T he  co rp o ra tio n  m ay 
p ro v id e  f in a n c in g  fo r  p re- in ve stm en t a c t iv i t ie s  in c lu d in g  fe a s ib i l i t y  
s tu d ie s , w h en , in  i t s  op in ion , th e  p ropo sed  p ro je c t is  o f h ig h  p r io r i t y  and 
th e  f in a n c in g  is  n o t a v a i la b le  fro m  o th e r  so u rc e s  on re a so n a b le  te rm s 
an d  co n d itio n s . A m o un ts so  a d va n ce d  m a y  fo rm  a p a r t  o f  a  la te r  
in v e s tm e n t i f  th e  e n te rp r is e  o r  p ro je c t is  f in a n c e d  b y  th e  co rp o ra tio n .

(b) T he  co rp o ra tio n  m a y  p ro v id e  fu n d in g  fo r  te c h n ic a l and 
m a n a g em en t a d v ic e  an d  a s s is ta n c e  to q u a l i f ie d  a p p lic a n ts  a s  i t  co n s id e rs  
n e c e s s a ry  in  th e  c ir c u m s ta n c e s . (§ 3 ch  179 S L A  1978)

S ec . 37.12.120. P u b l i c  a c c e s s  to  in fo rm a t io n . In fo rm a t io n  in  the  - 
p o sse s s io n  o f  th e  co rp o ra tio n  is  a  p u b lic  re co rd , e x cep t th a t  in fo rm a tio n  
w h ich  d is c lo se s  th e  p a r t ic u la r s  o f  the  b u s in e s s  o r  a f f a i r s  o f  a  p r iv a te  
e n te rp r is e  o r in v e s to r  is  c o n f id e n tia l a n d  is  n o t a  p u b lic  re co rd . 
C o n f id e n tia l in fo rm a tio n  m a y  be  d is c lo se d  o n ly  fo r  the  p u rp o se s  o f an 
o f f i c ia l la w  e n fo rc em e n t in v e s t ig a t io n  o r  w h en  i t s  p ro d u c t io n  is  re q u ir e d  
in  a  c o u r t p ro cee d in g . T h e se  re s t r ic t io n s  do n o t p ro h ib it th e  p u b lic a t io n  
o f  s t a t i s t ic s  p re s e n te d  in  a  m an n e r th a t  p re v e n ts  the id e n t if ic a t io n  o f 
r e p o r ts , item s , p e rso n s , o r e n te rp r is e s . (§ 3 ch 179 S LA  1978)

S e c . 37.12.125. D e f in i t io n s .  In  th is  c h a p te r , u n le s s  th e  co n te x t 
o th e rw is e  r e q u ir e s ,

(1) “ a p p lic a n t” m e a n s a p erson  m a k in g  app lic a tio n  to  th e  co rp o ra tio n  
fo r  f in a n c ia l a s s is ta n c e ;

(2) " b o a rd "  m e an s th e  B oa rd  o f  T ru s te e s  o f  th e  A la s k a  R en ew ab le  
R e so u rc e s  C o rpo ra tion ;

(3) " c o rp o ra t io n "  m ean s th e  A la s k a  R en ew a b le  R e so u rce s  
C o rpo ra tion ;

(4) “p ro je c t” m ean s p ro d u c ts , m a rk e ts , in n o va tio n , or te ch n o lo g ic a l 
d e ve lo pm en ts  fo r  th e  re h a b ilita t io n , en h an cem en t, or d e v e lo p m en t o f 
r e n ew a b le  re so u rc e s  and  in c lu d e s  app lied  re se a rc h  fo r  th o se  p ro d u c ts , 
m a rk e t s , o r te c h n o lo g ic a l d e ve lo pm en ts ;

(5) “ re h a b ili ta t io n , enhan cem en t, a n d  d e ve lo pm en t” m ean s any 
a c t iv i t y  o r p ro g ram  w h ich  im p ro ve s th e  h e a lth  and w e ll- b e in g  o f a 
r e n ew a b le  re so u rc e  o r re n ew a b le  re so u rc e  p o p u la t ' jn  le a d in g  to an 
in c re a se  in th e  q u a l i t y  o r p ro d u c t iv ity  o f  th e  re so u rc r  and  to  an  in c re a se  
in  th e  b e n e f it s  d e r iv e d  fro m  the re so u rc e  to  th e  c it ize n s  o f  th e  s ta te ;

(6) “ re n ew a b le  r e so u rc e "  m ean s non-human l iv in g  o rg a n ism s ; n a tu ra l 
com ponen ts o f  th e  en v iro nm en t, in c lu d in g  th e  a ir , land , an d  w a te r ; and 
e n e rg y  s y s te m s  w h ich  a re  n a tu r a l ly  r e c u r r in g  o r  re p le n ish e d . (§ 3 ch 179 
S L A  1978)

Chapter 14. Trust Funds.
A r t i c le
1. Mental Health Fund (§§ 37.14.010 -  37.14.050)
2. University Fund (S§ 37.14.060 — 37.14.100i
3. Public School Fund (§§ 37.14.110 — 37.14.1501
4. Custody and Investment o f T rust Funds (§§ 37.14.160 —  37.14.170)
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BUDGET AND AUDIT COMMITTEE

ROOM 508 
CAPITOL BUILDING 
POUCH V
JUNEAU, ALASKA 99811
907-455-3818 
907-455-3810

M E M O R A N D U M

TO: All Members
Legislative Budget and Audit Committee

FROM: Senator Arliss Sturgulewski, ChairmanC^^
Legislative Budget and Audit Committee

RE: Revolving Loan Funds

March 4, 1982

The Legislative Budget and Audit Committee, the Finance Committees, and 
many of the members of the legislature, have made it clear that they are 
concerned with state agency expenditures that occur outside the normal 
budgeting process. The several revolving loan funds are a major source 
of such "off-budget" expenditures. In order to get some idea of the 
size of revolving loan fund receipts, I requested information from both 
the Legislative Audit Division and the Division of Loans and Veteran 
Affairs, Department of Commerce. The attached memoranda provide an 
overview of FY 81 returns of repaid principal and interest to revolving 
loan funds, as well as projections of annual returns and activity levels 
of funds administered by the Divison of Loans and Veteran Affairs.

It is interesting to note that the present volume of loans outstanding 
under these revolving funds is $2.1 billion, with an FY 81 return of 
principal and interest estimated at $146 million. This represents a 
significant amount of money for "new" loans to Alaskan firms and 
residents.
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A U D I T  D I V I S I O N

P O U C H  W — A L A S K A  O F F I C E  B U I L D I N G

J U N E A U .  A L A S K A  9 9 8 1 1

25, 1982

Senator Arliss Sturgulewski 
Chairman
Legislative Budget and 

Audit Committee

Gerald L. Wilkerson 
Legislative Auditor 
Division of Legislative Audit

SUBJECT: Revolving Loan Programs - Unappropriated
Funds

This memo constitutes the short report you requested on the 
State's revolving loan funds, and the amounts of money which 
are returned to each fund on an annual basis, unless otherwise 
specified.

Your expressed concern that millions of dollars may be 
outside or ignored by the legislative and budget processes 
is most dramatically reflected in funds received by the 
Alaska Housing Finance Corporation's Housing Development 
Fund on loans made with appropriated funds. It is estimated 
that for the 13-month period ending December 31, 1982 the 
fund has received principal and interest repayments in 
excess of $67 million on appropriated funds.

Another State agency receiving significant "cash" repayments 
is the Alaska Industrial DeveJopment Authority which has 
estimated that it has accumulated approximately $60 million 
in reserves on loans and funds appropriated to it since its 
inception.

The cash accumulated by other loan funds is relatively 
immaterial at the present because of historic "under" funding 
of loan programs. Loan funds administered by the Division 
of Business Loans such as Commercial Fishing, Small Business, 
Tourism, Child Care, Historical District, etc. have not 
received appropriations sufficient to meet loan demand or 
no appropriations have been made until recently. As a 
remedy, loans were sold to the Treasury Division to provide 
funds to meet loan demand. As a result the loan funds 
accumulate relatively little cash from their portfolio since 
most of the money received must be passed on to Treasury.



Senator A. Sturgulewski
Page 2
February 25, 1982

It is our understanding that the accumulated cash in these 
funds do not need to be reappropriated in order to be reloaned 
b y  the various agencies. This does not app]y to ARRC because 
of a unique statutory requirement which mandates that the 
corporation may expend money only as appropriated by the 
Legislature.

The attached schedule demonstrates the estimated accumulation 
of cash on appropriated funds for loans for currently 
active revolving-type tf funds. Strict comparability between 
funds is not possible since different administrative agencies 
use varying dates of measure. However, you should be able 
to gain an understanding of the approximate relative amounts 
r;:hat are of concern.

STATE  OF  ALASKA D IV IS ION O F  LEG IS LAT IVE  AUD IT
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Fund

C h i ld  Ca re  F a c i l i t y  
F i s h e r i e s  Enhancement 
H i s t o r i c a l  D i s t r i c t  
B u lk  Fue l
R e s i d e n t i a l  E ne rg y  Con­

s e r v a t i o n  
A l t e r n a t i v e  T echno log y  

and Energy 
T ou r ism
Commerc ia l F i s h e r i e s
Sm a l l  B u s in e ss
F is h e rm en 's  Mortgage 

and Note 
R e s i d e n t i a l  Care 

F a c i l i t i e s  
V e t e r a n ' s
M ed ic a l M a lp r a c t i c e  

L i a b i l i t y  
A la s k a  S t a t e  Housing 

A u t h o r i t y  (ASHA)
A la s k a  ower A u t h o r i t y  

Power h r o j e c t  
A la s k a  I n d u s t r i a l  D e v e lo p ­

ment A u th o r i t y  (AIDA) 
C a p i t a l  C i t y  
P u b l i c  Law 9 2 - 2 0 3  
AHFC Housing D e v e lo p -  

j—__ment
I A la s k a  Renewable 
I R esou rces  C o rp . (ARRC)

om m erc ia l F i s h  
Pu rchases  A s s i s t a n c e

A la s k a  Gas P i p e l i n e  
F in a n c in g  A u th o r i t y  

A la s k a  M un ic ip a l  Bond 
Bank A u th o r i t y  

Hous ing Deve lopment 
S e n i o r  C i t i z e n s  Housing 

Deve lopment 
Tempera te  S o c i a l  

A c t i v i t i e s  
N oncon fo rm ing Hous ing 
A g r i c u l t u r e

FY '81
U n le s r  O tne r -  
w ise  Noted 
(N o te  1)
$ 3 ,8 0 5

- 0 -  
- 0-  

8 , 5 8 7
3 , 3 7 5

4 2 , 2 4 9  
9 2 , 7 9 9

2 , 1 0 6 , 4 8 7
2 , 7 1 2 , 2 7 8

- 0 -

- 0-
1 , 9 9 5 , 9 5 0

- 0-

- 0 -

- 0 -

6 0 , 0 0 0 , 0 0 0
- 0 -
- 0 -

6 7 , 2 4 3 , 5 6 5
1 , 3 6 1 , 8 8 2

4 , 2 1 8 , 8 0 5

- 0-

- 0 -
- 0 -

- 0 -

- 0 -

- 0-
3 , 0 8 0 , 9 1 5

O u td o o r ,  R e c r e a t i o n a l ,  Open 
Space and H i s t o r i c a l  
P r o p e r t i e s  Deve lopment - 0 -

S c h o la r s h ip  2 , 7 8 0 , 2 7 9
M emoria l S c h o la r s h i p   4 , 2 0 0

REVOLVING LOAN FUNDS 
ESTIMATED ACCUMULATION OF

T o t a l .5.145, 655 ,1 7 6

NET "CASH FOR VARIOUS PERIODS

Amount Number
o f  Loans o f  Loans
O u ts ta n d in g O u ts ta nd in g
(N o te  2 ) (N o te  2 )
$ 8 5 , 7 1 0 7

1 1 , 0 4 2 , 6 2 2 31
1 6 6 ,7 4 0 3
4 9 , 9 5 0 1

2 5 9 , 5 6 8 74
1 , 6 8 2 , 4 7 1 379
5 , 9 0 1 , 4 3 4 21

8 0 , 9 8 0 , 2 9 8 / , 4 8 7  *
7 5 , 5 6 0 , 2 6 9 611 *

- 0 - - 0 -
. - 0 - - 0 -

2 4 4 , 1 0 1 , 8 3 6 5 , 1 1 9
3 , 0 0 0 , 0 0 0 1

- 0 - - 0 -  *

2 2 , 1 2 4 , 3 4 7 17 *
1 5 7 , 4 4 1 , 3 4 9 850

- 0 - - 0 -
- 0 - - 0 -  *

1 , 3 6 6 , 5 9 2 , 3 6 8 2 0 , 3 5 1  *
1 7 , 5 1 9 , 3 8 9 54  *

Hot A v a i l a b l e Not
A v a i l a b l e

- 0 - - 0 -
7 5 , 1 0 5 , 5 0 0 31 *

- 0 - - 0 -
- 0 - - 0 -
- 0 - - 0 -

6 , 2 6 5 , 3 0 0 99 *
2 2 , 1 9 3 , 8 9 6 411 *

- 0 - - 0 -  *
,  5 3 , 7 3 8 , 8 2 6 2 4 , 9 8 6  *

1 9 , 6 0 0 16 *

$ 2 , 1 4 3 , 8 3 1 , 4 7 3 5 * . 5 4 9 ..........

Comments

Net o f  t r a n s f e r s  t o  T re a s u r y .  
No rep iym en ts  as o f  0 6 / 3 0 / 8 1 .  
A l l  lo a n s  owned by T re a s u r y .

Net o f  t r a n s f e r s  to  T r e a s u r y ,  
AIDA.
Net o f  t r a n s f e r s  to  T r e a s u ry ,  
AIDA.
Net o f  t r a n s f e r s  to  T r e a s u r y ,  
AIDA.

No a c t i v i t y  in  r e v o l v i n g  
p o r t i o n  o f  fu n d s .

I n c e p t i o n  t o  d a t e .

13-months ended 1 2 / 3 1 / 8 1 .
I n c e p t i o n  to  0 9 / 3 1 / 8 1 .  Of the 
cash accumu la ted  $ 8 7 5 ,3 6 1  has 
been r e l o a n e d .
In c e p t i o n  to  0 9 / 1 1 / 8 1 .  O f the 
cash accumula ted $ 3 , 0 2 5 , 6 9 1  
has been r e l o a n e d .

Of the cash accumu la ted  
$ 3 , 0 1 6 , 0 0 0  has been r e l o a n e d .

Note 1
The amounts a re  com p r ised  o f  p r i n c i p a l  and i n t e r e s t  payments f rom  n o te s  
h e ld  o n ly  by rhe  fu n d s .
Note 2
Amount o f  lo a n s  o u t s t a n d in g  and number o f  lo a n s  o u t s t a n d in g  were o b ta in e d  
from  L e g i s l a t i v e  A ud i t  r e p o r t s  excep t  th o se  funds  a s t e r i s k e d  ( * ) ,  which 
were o b ta in e d  from  the House R e sea rch  Agency r e p o r t  " S t a t e  Loan P rog ram s : 
M on th ly  A c t i v i t y  R e p o r t ,  F o u r th  Q u a r t e r  FY 1981 d a ted  August 3 1 ,  1 9 8 1 . (7 )

•  T  A T *  o r  A L A  •  H  A d i v i s i o n  o r  u c a n c A T i v c  a u d i t
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ECONOM IC ’ D E V E LO PM E N T
DIVISION OF VETERANS' AFFAIRS

February 22, 1982

JA YS  HAMMOND. GOYBtHOH

POUCH DA
JUNEAU, ALASKA. 99811 
PHONE: 485-2555

\\\\ U *> 0
Honorable Arliss Sturgulewski U'* t c o
Alaska State Senate 
Pouch V
Juneau, Alaska 99811 

Dear Senator Sturgulewski:

Enclosed you will find cash flow projections on the loan funds which you 
requested of Dave Massey. These projections assume vhat all fund monies 
are investeo in loans. The following characteristics and assumptions 
should be taken into consideration when reviewing the projections.

The number of loans actually being serviced by the Division of Loans and 
Veterans' Affairs is much larger than the portfolio balance shown on the 
enclosed cash flow projection. Since you were more concerned with the 
"true revolving" cash flow, the figures for loans serviced by the division 
for the Department of Revenue and the Alaska Housing Finance Corporation 
were not included.

Dependii. j on the size of the portfolio, its age and consistency of its 
expansion over the last five years, the figures on the cash flow projection 
will vary from conservative (for the older portfolios such as the Veterans, 
Small Business, Conmercial Fishing and Tourism portfolios) to the ideal 
potential cash flow for those portfolios where very little history is 
available at the current funding level.

On the veterans' loan portfolio, only two types of loans are available 
with a large variance betwe' n loan amounts ($10,000 for personal loans 
and $125,000 for multiple dwellings). An estimate was made at the 
combination of personal and multiple dwelling loans which could be made 
on a continuing basis.

Sincerely,

D. A. Hostak 
Director

DH/krb 5/11 

Enclosure



Cash Flow on Loan Funds

Assuming All Fund Monies Were 
Invested In Loans

Estimated
Average
Balance

Yearly
Interest

Return of Total Principal 
Principal + Interest

Veterans' Loans 10,290,000- 893,900 443,200 1,337,100-

Small Business 

Child Care

75,000,000- 7,076,020 8,820,850- 15,896,870-

207,700 18,210- 14,250- 32,460

Commercial F'sh 22,177,349- 2,106,850 1,143,790 3,250,640

Historical District 200,000

Bulk Fuel

Tourism

Mining

* 1,000,000 
4,500,000

15,680

54,440-

384,900-

7,920

1,000,000
338,060-

24,600

1,054,440 

722,960

42,000,000- 4,401,600 10,380,550 U,782,150

Residential Energy 4,979,000- 501,650

Alternate Energy 6,410,210- 282,810-

248,790 750,440

775,450- 1,058,260-

Water Resources**

Fisheries Enhance­
ment***

910,000- 74.Q00

14,934,000-

-0- 74,900

* These loans are for one year only and the monies go back to the 
General Fund.

** There is only one loan left in this fund and the authority and
funding have been deleted (the one loan is interest only until
1987).

*** Payments on these loans are deferred for 6 years. Since the
current loans are only 1-4 years old no revenues are expected
until 1984.

# New Loans 
Possible Yearly

21 Personal 
9 Multiple 

Dwellings

No Authority

1 Loan Per 
Year

66 Loans Per 
Year

1 Loan Every 
21/2 Years

No Authority

18-19 Loans 
Per Year

200 Loans 
Per Year

211 Loans Per 
Year

No Authority



Alaska
Renewable
Resources
Corporation

Box 1647 
Juneau, Alaska 
99802
(907)465-4616

Suite One 
313 "E" Street 
Anchorage, Alaska 
99501
(907) 272-2500

February 3. 1982

Senator Bcttye Fahrenkamp 
Alaska State Legislature 
Pouch V
Juneau, Alaska 99811 

Dear Senator Fahrenkamp

Enclosed is an article which recently appeared 
in the Alaska Fisherman's Journal. It reports 
on the recent success of the Alaska Food 
Compa y iu establishing its whitefish lines.
In addition to being the only Alaskan shore based 
fish processor producing whitefish for domestic 
markets, we find it significant that it is 
the. pnljy processing plant of any kind presently 
operating in Kodiak. It is the establishment 
of such year round employment and economic 
diversity that encouraged the Board to invest 
in the development of this obviously risky 
and untried project.

It is far too early to determine whether this 
company will, convert these encouraging signs 
into long term profitability, or even survival. 
However, in light of the considerable controversy 
concerning ARRC aetlvities in its "sunset" 
year we think you shculiTknow that without 
ARRC financing, technical assistance and 
monitoring th?re is no realistic possibility 
that this Alaskan owned enterprise would have 
come into existence. While others studied 
and speculated about "bottomfish" development, 
ARRC, through its investees, was producing 
Alaskan fish for American tables.

We hope that this unique concept of enterprise 
development which produces demonstrable 
results and clearly identifiable benefits 
will not be lost during your consideration of 
economic development initiatives to be taken 
in Alaska.

w i J . i l am J i p e a r  
Trustee



Bottomfish lines; start 
producing at ■ 
Alaska Food

by Chris Blackburn

Frozen Fllels slide down a 
chute from the plate freezer 
ready for boxing.

A hand filleter cutting 
black co L

A la s k a  R e n e w a b le

A P r o je c t  o f

THE JOURNAL. FEBRUARY

Pumping fish from  the Linda 
Jeanne’s hold to start the first 
run through M u r  ha Food's 
l,_ Uomfisli plant.



Machine cut fillets 
receiving fina l 
shaping a t the trim- 
l,ling tables.

A- i S L l a s k a  Food Company’s four 
o o t t om f i s h  l i n e s  w e n t  i n to  
p ro d u c t i o n  J a n .  14 —r i g h t  on 
schedule.

A huge vacuum pump sucked f ish 
up from the L in d a  Jeanne's hold; 
:onveyor be l t s  ca r r ied the catch 
th r o u gh  h e a d i n g  and  g u t t i n g  
machines, pas t  mechanical  f i l l e t ing 
i n d  s k i n n i n g  m a ch in e s  to t h e  
. r im m in g  t a b l e s .  T h e r e ,  kni fe- 
f i e l d i n g  women made final cu ts  on 
the f i l l e ts  which then wen t to the 
p late f r e e z e r s  and  em e rg e d  45 
minutes la ter  as i n d i v i dua l l y  f rozen 
fi l lets.

Wi th in a few months A la ska  Food 
Company hopes to be process ing 
250,000 pounds of r aw  wh i te f i sh a 
day du r in g  two 10-hour shi f t s .  Six 
ve s se l s  a re  c u r r e n t l y  d e l i v e r i n g  
whi tef ish to the p lant  and rece iv ing 
payment for the i r  loads as soon as 
he fish t i cke ts  are made out .

Ju s t  la s t  October, A la ska  Food 
Company f i l e d  C h a p t e r  11 
oankruptcy in order to gain t ime in 
which to comple te the bot tomf ish 
ines. The year-old company had 
icen p lagued by start-up prob lems 
ind s t i  i g  by unprof i tab le salmon, 
■rub and shr imp seasons.

George Dickson, who took ove r as 
Alaska Food's chief execu t i v e  j u s t  
' e fo r c  the  compan y  f i l e d  
bankruptcy ,  sa id in October tha t  the 
b o t t om f i s h  l i n e s  w o u l d  be in 
product ion by mid-January of 1982.

" I t  works!" Dickson exc la imed 
Ian. 14 as he stood in the midd l e of 
the whi te f i sh plant  wa tch ing fish 
move through the l ines.

" J u s t  look a t  these f ish —th e y ’re 
firm; the g i l l s  are red; the eyes are 
dear, " sa id Malcolm Yarborough,  
dan l  genera l  manager.

"We 've  got  a boat coming in 
comorrow and another one due iii 
Saturday,"  sa id vice-president- Pete 
Harr is .

The  company  i s  p r o d u c i n g  
n d i v i d u a l l y  f r o zen  f i l l e t s  and 
ninccd f lesh. The minced f lesh is 
fold to companies in the cont inental 
il.S. for fish cake and fish bal l  
>roduc t i un ,  " W e ' r e  a l r e a d y  
mpplying b a s h  fish to marke ts  in 
he Anchorag'* area," Yarborough 
said. Negot ia t  ans are unde rway to 
•xpand the fvesh f ish bus iness  into 
.he lower 48.

"We ’re not compet ing wi th  the GO 
ni l l ion pounds of fish b locks coming 
nto the U.S. People tend to l ike 
nd iv idua l l y  frozen f i l l e t s  wi th  a 
la tura i  shape," Harr i s  expla ined .

"We've  got  v e r y  good ou t l e t s  for 
our f ish. We ge t  paid up f ront  when 
wo p u t  up a c o n t a i n e r  l o a d , "  
Yarbo rough  sa id .  "The re 's  v e r y  
good in t e re s t  in f rozen product  
th roughou t  the U.S.  R e cen t l y  I 
r e tu rned  to Eng land and spoko to 
contac ts there . . .  much in te re s t  was 
e xp re s s ed  in p rocu r in g  A la skan  
fish."

In  l a t e  O c to b e r  D ic k son  
commented tha t  the A la ska  Food 
Company p lant  'muld be "a whi te  
e lephant or a wh i t e  hope." Dur i ng  
the next three months the re were  
t imes when i t  looked l ike the "whi te  
elephant" wou ld emerge .

Fo r  s t ar to rs ,  the U.S. Depar tment  
of In-migrat ion was re lu c tan t  to 
g ran t  i  v i sa to p lant  de s igne r F inn 
Moo so ho c o u l d  r e t u r n  f r om 
D cnm a r ’c to  comp le te  w o r k  on 
se ve ra l  cr i t ica l pieces of equipment .

"Anci then wo ran ou t  of money," 
said Yarborough w i th  a wave  of his 
hands .  The  company r e q u e s t e d  
permiss ion from the bank rup t c y  
c o u r t  to b o r r ow  $1 m i l l i o n .  
Permiss ion was gran ted and the 
A l a s k a  R e n e w a b l e  R e s o u r c e s  
Corporat ion made the loan. ARRC 
had a l r eady  inves ted the  ma jo r i ty  
cap ita l in the company and holds 49
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percent  of the stock.
The plnnt then shu t  down for two

weeks  over the hol idays to f inish
w o r k  on the w h i t e f i s h  l i n e s .
"Monday  (Jan. 11) nothing seemed to 
work ,"  Dickson snid. "Bu t look a t  it 
now. I t's al l working!"

F inn Moe's new unload ing sy s t em 
is not ye t  completed, bu t  is expected 
to be on l ine sometime in March. 
When the new unload ing sy s tem
goes into operat ion fish wi l l  be 
pumped from n boat d i r ec t l y  to the 
holding room where they enn be 
gr aded by machine, conveye J to bins 
and mechanical ly layered wi th  ice.

“This  is a fish fac tory ," Harr i s  
commented.

" I t ' s  a technical plant that  re l i c s  
on more than a knife. I t  means we 
have to h a ’e t rained people to take 
care of the machines. We have one 
mechanic for each shi ft  to tend the 
machines and an ext ra person to fi l l 
in dur ing vacat ions and s ick t imes ," 
Dickson added.  " I f  wc take care of 
the machines, the machines wi l l  take

A.F.C. 's chief 
executive George 
Dickson (left) unci 
p lan t manager 
Malcolm  
Yarborough

enre of us."
The whi t e f i sh  p lant  has one l ine 

for cod, a l ine for smal l  pol lock nnd a 
l ine for la rge pol lock. The four th l ine 
i s  t h e  hand  f i l l e t  l ino for 
miscel laneous fi3h. Jan. 14 the hand 
f i l l c te rs  were  cu t t i ng  rockf i sh and 
b lack cod, whi le  pol lock poured 
t h r o u g h  the  m e ch an i z e d  l i n e s .  
Company off i cials expect  product ion 
to i n c r e a s e  s t e a d i l y  as the  
employees become t ra ined.

For  Kod iak ’s d r ag  boats , A laska 
Food Company is thei r only local 
ma rke t  and the response from the 
f l e e t  ' h a s  been e x c e l l e n t , "  
Yarborough said. The plant manager 
was a l i t t l e  d i sappointed he was not 
ge t t i ng  cod, bu t  fe l t  the boats wou ld 
s t a r t  de l i v e r in g  more when the bai t  
marke t ,  which was paying 30 cents a 
pound for fresh cod, stopped buy ing .  
As more and more boats de l i ver  
wh i t e f i s h ,  Ya rbo rough  p red i c te d ,  
cod de l i ver ie s  to the plant wi l l  be 
regu lar ,  s ince the fresh ba i t  marke t  
is l im i ted and can be f i l led by only a

few vesse l s .
Ex-vessel prices depend on the 

qua l i ty  and s ize of the product . 
F i she rmen are rec e i v ing  four to ten 
cents a pound for pol lock, depending 
on fish size and 19 cents  a pound and 
up for gut t ed ,  head on cod. Ex-vessel 
prices, company off ic ia ls hope, wi l l  
r ise as marke ts  are deve loped .

There is a month gap between the 
Jan. 15 Kod iak  k ing  crab c losure and 
the Feb .  10 tanne r crab season 
open ing —which  l e a v e s  many of 
K o d i a k ' s  p r o c e s s i n g  w o r k e r s  
unemployed . On Jan. 14 Alaska  Food 
Company's office was crowded wi th 
job seekers .  "W c  should be able to 
p rov ide  year-round emp loyment ,"  
H a r r i s  sa id .  A t  fu l l  p roduc t ion  
A la ska  Food Company expec ts  to 
employ about 100 people per 10-hour 
sh if t .

Incent ive  prog rams are planned 
so tha t  product ive worke r s  on the 
t r imm ing  and hand f i l l e t  tab les "can 
make more here than anywhe re  
e lse," Yarborough said.

Though on Jan. 14, ful l scale 
p roduc t ion  appeared to be j u s t  
around the corner, company off i cials 
know there are s t i l l  bugs to be 
wo rked  out  of the s y s t em  and 
ques t ions about the ava i la b i l i t y  of 
product  to be answered .

" J u s t  hand l ing one boat load of 
f i sh  do e sn ' t  make  a s u c c e s s , "  
Dickson said. “Pete (Harris) knows 
as much about the resources around 
Kodiak I s land as anybody in the 
w o r l d  —b u t  e v e n  a t  t h a t ,  
information is a l i t t l e  scarce. No one 
has f ished every  /here around here 
nil yea r round."

H a r r i s  ha s been  p r om o t i n g  
d e v e l o p m e n t  of an A l a s k a n  
wh i t e f i s h  i n d u s t r y  mos t  of hi s 
l i fe —f i r s t  as an employee of New 
Eng land F ish Company whose plans 
for wh i t e f i s h  p roduc t ion  a t  the 
Gibson Cove plant now owned by 
A la skn Food Company col lapsed 
when the f i rm folded in 1980.

P lant  genera l manager  Malcolm 
Yarborough has 32 yea r s  exper ience 
in wh i t e f i s h  p roduc t ion bo th  in 
Eng land  nnd {n the U.S. at plants on 
the Wes t  Coast.

I f  the cu r r en t  operat ion is a 
success , Harr is  said, in the future 
the plant may expand i t s f reezer 
space so that  i t  can do secondary 
process ing to keep busy be tween 
boat  de l i ver ies .  " I dea l l y  thi s plant  
should process volume year round."D
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T h e  o r i g i n a l , b a s i c  c o n c e p t i o n  o f  t h e  A l a s k a  R e n e w a b le  R e s o u r c e s  

C o r p o r a t i o n  ( t h e  ARRC) w as o n e  o f  t h e  m o s t  i n n o v a t i v e  a n d  c r e a t i v e  i d e a s  

i n  d e v e l o p m e n t  f i n a n c e  i n  t h e  W e s t e r n  h e m i s p h e r e .  U n f o r t u n a t e l y , a t  

t h e  t im e  t h e  A l a s k a  l e g i s l a t u r e  a p p r o v e d  t h e  c r e a t i o n  o f  t h e  ARRC , o n l y  

a  h a n d f u l  o f  l e g i s l a t o r s  c l e a r l y  u n d e r s t o o d  t h a t  c o n c e p t .  I t  i s  a l s o  

r e a s o n a b l e  t o  s a y  t h a t  f e w  m em be rs  o f  t h e  A d m i n i s t r a t i o n  f u l l y  g r a s p e d  

i t s  p o t e n t i a l .  N o r  w a s  i t  p r o p e r l y  u n d e r s t o o d  b y  t h e  f i n a n c i a l  c o m m u n i t y  

a n d  r e g i o n a l  c o r p o r a t i o n s  who c o u l d  h a v e  u s e d  i t s  r e s o u r c e s  m os t 

b e n e f i c i a l l y  o r  b y  p o t e n t i a l  u s e r - b o r r o w e r s  o r  i n v e s t o r s .  T h e  r e s u l t  h a s  

b e e n  a  s e r i e s  o f  m i s u n d e r s t a n d i n g s  a b o u t  t h e  ARRC w h ic h  h a v e  c o m p r o m i s e d  

t h e  i n s t i t u t i o n ' s  e f f e c t i v e n e s s  f r o m  i t s  i n c e p t i o n .

I n  a d d i t i o n ,  t h e r e  a r e  s i g n i f i c a n t ,  l e g i t i m a t e  c r i t i c i s m s  a n d  

s t r u c t u r a l  f l a w s  w h i c h  h a v e  u n d e rm in e d  t h e  Kr r c  i n  i t s  c u r r e n t  f o r m .

I f  o n e  w e r e  t o  s u m m a r i z e  t h e  c o n c e r n s  w h ic h  h a v e  b e e n  e x p r e s s e d ,  

t h e y  w o u ld  i n c l u d e :

•  T h e  n e e d s  o f  t h e  A l a s k a  e c o n om y  w h ic h  t h e  ARRC i s  i n t e n d e d  
t o  s e r v e  h a v e  n o t  b e e n  a s  c l e a r l y  d e f i n e d  a s  t h e y  s h o u l d .

•  I t s  p u r p o s e s  h i v e  a p p e a r e d  c o n f u s e d  a n d  c o n t r a d i c t o r y  t o  s om e .

•  I t s  t o o l s  a r e  n o t  f u l l y  a p p r o p r i a t e  t o  c a r r y  o u t  i t s  t a s k s
s u c c e s s f u l l y .

•  I t s  s o u r c e s  o f  f u r . d s  a r e  t o o  u n s t a b l e  t o  a l l o w  f o r  a  s o u n d ,  
l o n g - t e r m  f i n a n c i a l  m an ag em en t  a n d  b u s i n e s s  p l a n .

e I t s  l e g a l  s t r u c t u r e  i s  n o t  f u l l y  a p p r o p r i a t e .

•  I t s  m an a g em en t  s t r u c t u r e  i s  n o t  f u l l y  a p p r o p r i a t e .

•  I t  d o e s  n o t ’ a p p e a r  t o  h a v e  c l e a r  m e a s u r e s  o f  a c c o u n t a b i l i t y  t o  
t h e  l e g i s l a t u r e ,  t h e  e x e c u t i v e ,  t h e  f i n a n c i a l  c o m m u n i t y ,  i t s  
u s e r s ,  a n d  A l a s k a n s  i n  g e n e r a l .



R e s t r u c t u r i n g  t h e  A R R C F i n a l  R e p o r t

3/9/ 8 2

p a g e  2

F o r  a l l  t h e s e  r e a s o n s  t h e r e  h a s  b e e n  u n d e r s t a n d a b l e  c o n f u s i o n  among 

t h e  l e g i s l a t u r e ,  t h e  e x e c u t i v e ,  t h e  f i n a n c i a l  c o m m u n i t y ,  ARRC u s e r s  a n d  

A l a s k a  c i t i z e n s  a b o u t  t h i s  p o t e n t i a l l y  i m p o r t a n t  i n s t i t u t i o n .

B a s e d  o n  o u r  e x p e r i e n c e  i n  d e s i g n i n g ,  d e v e l o p i n g  a n d  m o n i t o r i n g  

d e v e l o p m e n t  f i n a n c e  i n s t i t u t i o n s  i n  t h e  U n i t e d  S t a t e s ,  N o r t h  A m e r i c a ,  

E u r o p e  a n d  o t h e r  c o u n t r i e s  we w o u l d  l i k e  t o  m ake  tw o  p o i n t s :

c I n  o u r  j u d g m e n t ,  t h e  A R R C 's  c u r r e n t  p u r p o s e s ,  t o o l s ,  s o u r c e s  o f  
f u n d s ,  l e g a l  s t r u c t u r e ,  m an ag em en t  s t r u c t u r e ,  a n d  s y s t e m  o f  
a c c o u n t a b i l i t y  c a n  b e  r e i ^ r m e d  t o  t a k e  a d v a n t a g e  o f  t h e  e x ­
p e r i e n c e  o f  p r o v e n  m o d e l s  f r o m  s i m i l a r  i n s t i t u t i o n s  i n
o t h e r  j u r i s d i c t i o n s .

•  M o r e o v e r ,  t h e r e  i s  :t i e e d  f o *  a  p r o p e r l y  s t r u c t u r e d ,  p r o p e r l y  
c a p i t a l i z e d  v e n t u r e  c a p i t a l  c om p an y  i n  A l a s k a  w h o s e  p u r p o s e s ,  
t o o l s ,  s o u r c e s  o f  f u n d s ,  l e g a l  a n d  m an a g em en t  s t r u c t u r e ,  a n d  
s y s t e m ' ,  o f  a c c o u n t a b i l i t y  c o u l d  b e  s o u n d  a n d  c o u l d  b e  s e e n  b y  
t h e  l e g i s l a t u r e ,  t h e  e x e c u t i v e ,  t h e  f i n a n c i a l  c o m m u i . i t y  a n d  
r e g i o n a l  c o r p o r a t i o n s  a s  c o n t r i b u t i n g  s u b s t a n t i a l l y  t o  b o t h  
t h e  s t r e n g t h  o f  t h e  A l a s k a  e c o n om y  a n d  t o  t h e  s t r e n g t h  o f  t h e  
A l a s k a  b a n k i n g  s y s t e m .

T he  b o d y  o f  k n o w le d g e  e x i s t s  f r o m  w h ic h  t o  b u i l d  a  s u c c e s s f u l ,

s o u n d ,  h i g h - r i s k  i n v e s t n e n t  v e h i c l e  i n  A l a s k a  w h i c h  c o u l d  c o l l a b o r a t e

w i t h  t h e  A l a s k a  f i n a n c i a l  c o m m u n i t y  a n d  r e g i o n a l  c o r p o r a t i o n s  i n  e x ­

p a n d i n g  a n d  d i v e r s i f y i n g  t h e  e c o n o m y .

I n  o r d e r  t o  r e s t r u c t u r e  t h e  ARRC s o  t h a t  i t  d e a l s  g e n u i n e l y  w i t h  

r e a l  n e e d s  i n  t h e  A l a s k a  e c o n om y  o n  t e r m s  a c c e p t a b l e  t o  t h e  f i n a n c i a l  

c o m m u n i t y ,  t h e  l e g i s l a t u r e ,  a n d  t h e  c i t i z e n r y ,  we p r e s e n t  a  s t e p - b y - s t e p  

r e v i e w  a n d  r e s t r u c t u r i n g  o f  t h e  n e e d s ,  p u r p o s e s ,  t o o l s ,  s o u r c e s  a n d  u s e s  

o '  f u n d s ,  l e g a l  a n d  m a n a g em en t  s t r u c t u r - , a n d  a c c o u n t a b i l i t y  o . :  t h e  

i n s t i t u t i o n  b a s e d  o n  p r o v e n  m o d e l s  i n  N o r t h  A m e r i c a  a n d  o v e r s e a s .
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| A t t a c h e d  i s '  a  s e p a r a t e  a p p e n d i x  o f  r e l e v a n t  N o r t h  A m e r i c a n  m o d e l s .

We n o t e  t h a t  a l l  o f  t h e  l o w e r - 4 8  i n s t i t u t i o n s  d i s c u s s e d  h a v e  b e e n  d e s i g n e d  

i n  c o l l a b o r a t i o n  w i t h  l e n d e r s  a n d  i n v e s t o r s  i n  t h e  p r i v a t e  m a r k e t  a n d  

s u c h  p o t e n t i a l  c o - i n v e s t o r s  a s  A l a s k a  R e g i o n a l  C o r p o r a t i o n s .  O n c e  

o p e r a t i n g ,  t h e  b o a r d s  o f  t h e  i n s t i t u t i o n s  a lw a y s  i n c l u d e  l e a d e r s  f r o m  

b o t h  t h e  p r i v a t e  a n d  p u b l i c  s e c t o r s ,  g e n e r a l l y  w i t h  a  c l e a r  m a j o r i t y  o f  

p r i v a t e  m a r k e t  l e a d e r s .

1 .  N eed

A r e  t h e r e  l e g i t i m a t e  e c o n o m ic  n e e d s  i n  A l a s k a  w h i c h  c a n  b e s t  b e  m e t  

b y  a  p u b l i c l y  c h a r t e r e d  v e n t u r e  c a p i t a l  i n v e s t i n g  m e c h a n i sm ?  How c a n  

t h o s e  n e e d s  b e  d e f i n e d ?  W h a t  a r e  t h e  c o n s t r a i n t s  o n  t h e  v i a b i l i t y  o f  

t h e  v e n t u r e s  i n  t e r m s  o f  m a r k e t s ,  s u p p l y  f a c t o r s ,  a n d  m a n a g e m e n t ?  I s  

si e i t h e r  t h e  c o s t  o r  a v a i l a b i l i t y  o f  c a p i t a l  a n  e s s e n t i a l  m i s s i n g  i n g r e d i e n t

f o r  c e r t a i n  k i n d s  o f  v e n t u r e s  f o r  w h i c h  t h e r e  i s  a  l e g i t i m a t e  e c o n o m ic  

n e e d ?  I s  t h e r e  a  l e g i t i m a t e  n e e d  f o r  v e n t u r e  c a p i t a l  n o t  now b e i n g  

s u f f i c i e n t l y  p r o v i d e d  b y  t h e  p r i v a t e  f i n a n c i a l  m a r k e t  i n  A l a s k a ?  I f  

ij t h e r e  i s  a  n e e d  f o r  s u c h  an  i n s t i t u t i o n ,  c a n  i t  b e  d e s i g n e d  i n  c o l l a b o r a ­

t i o n  w i t h  t h e  p r i v a t e  m a r k e t  i n  w a y s  w h ic h  c o m p le m e n t  a n d  e n h a n c e  t h e  

c a p a b i l i t y  o f  t h e  p r i v a t e  m a r k e t  t o  e x p a n d  a n d  d i v e r s i f y  t h e  A l a s k a  

e c o n o m y ?

We a r e  im p l e m e n t i n g  f o r  y o u  a  c o m p a n i o n  p r o j e c t  w h i c h  s e e k s  t o  

m e a s u r e  A l a s k a ' s  e x i s t i n g  f i n a n c i a l  m a r k e t s  i n  w a y s  w h i c h  s h o u l d  h e l p  

u s  q u a l i f y  t h e s e  n e e d s .  P r e l i m i n a r y  d a t a  i n d i c a t e s  t h a t  t h e  A l a s k a  

b a n k i n g  s y s t e m  i s  f u l l y  c a p a b l e  o f  m e e t i n g  a l l  s h o r t - t e r m  c a p i t a l  n e e d s  

o n  i t s  own a n d  a l l  l o n g - t e r m  d e b t  n e e d s  i n  c o l l a b o r a t i o n  w i t h  A IDA  a n d
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AHFC. L a r g e  " w o r l d  c l a s s ' ' '  p r o j e c t s  a r e  f u l l y  c a p a b l e  o f  a t t r a c t i n g  a l l  

t h e i r  c a p i t a l  n e e d s ,  i f  t h e y  a r e  s o u n d  v e n t u r e s .

I f  t h e r e  i o  a n y  c a p i t a l  n e e d  i n  A l a s k a ,  i t  w o u l d  a p p e a r  t o  b e  f o r  

h i g h e r - r i s k  e q u i t y  o r  s u b o r d i n a t e d  " j u n i o r "  d e b t  t h a t  w o u ld  f a c i l i t a t e  

p r i v a t e  m a r k e t  l e n d e r s  e x p a n d i n g  t h e i r  " s e n i o r "  d e b t  t o  s m a l l  b u s i n e s s e s .  

T h i s  i s  t h e  k i n d  o f  c a p i t a l  o r d i n a r i l y  p r o v i d e d  b y  v e n t u r e  c a p i t a l i s t s .

A c l e a r  n e e d  m u s t  b e  d e f i n e d  b e f o r e  we c a n  p r o c e e d  t o  d e f i n e  a n d  

s t r u c t u r e  a n  a p p r o p r i a t e  v e h i c l e  t o  f i l l  t h a t  n e e d .  We t h e r e f o r e  s e t  

o u t  t o  m e a s u r e  a s  s y s t e m a t i c a l l y  a s  we c o u l d  t h e  a v a i l a b i l i t y  o f  v e n t u r e  

c a p i t a l  i n  A l a s k a .

A l t h o u g h  o u r  e x p e r i e n c e  i n  A l a s k a  h a s  l e d  u s  t o  t h e  g e n e r a l  c o n c l u ­

s i o n  t h a t  v e n t u r e  c a p i t a l  o f  a n y  k i n d  i s  s c a r c e ,  we s o u g h t  t o  o b t a i n  m o re  

p r e c i s e  i n f o r m a t i o n  o n  t h e  o v e r a l l  l e v e l  o f  v e n t u r e  c a p i t a l  f i n a n c i n g  

i n  t h e  s t a t e  a n d  a  m o r e  p r e c i s e  u n d e r s t a n d i n g  o f  t h e  r e a s o n s  f o r  t h e  

s c a r c i t y  o f  v e n t u r e  c a p i t a l .  A l t h o u g h  we r e c o g n i z e d  t h a t  i t  w o u ld  b e  

i m p o s s i b l e  t o  m e a s u r e  t h e  i n f o r m a l  m a r k e t  i n  e q u i t y  c a p i t a l ,  we t r i e d  

t o  r e a c h  a  b r o a d e r  u n d e r s t a n d i n g  o f  t h e  a v a i l a b i l i t y  o f  f o r m a l  s o u r c e s  

o f  v e n t u r e  c a p i t a l .

O u r  f i r s t  s t e p  i n  t r y i n g  t o  g e t  a  m o r e  a c c u r a t e  m e a s u r e  o f  v e n t u r e  

c a p i t a l  a v a i l a b i l i t y  w as  t o  c o n t a c t  t h e  V e n t u r e  C a p i t a l  J o u r n a l . T h i s  

o r g a n i z a t i o n  m a i n t a i n s  a  s o p h i s t i c a t e d  d a t a  b a s e  ^ f  w h e r e  v e n t u r e  

c a p i t a l  i n  t h e  U n i t e d  S t a t e s  i s  b a s e d  a n d  w h e r e  t h a t  v e n t u r e  c a p i t a l  i s  

i n v e s t e d .  When a s k e d  a b o u t  A l a s k a ,  t h e y  r e s p o n d e d  t h a t  t h e r e  w a s  n o  

p o i n t  i n  d o i n g  a  s y s t e m a t i c  q u a n t i t a t i v e  d a t a  s e a r c h  b e c a u s e ,  b e s i d e s  

t h e  a c t i v i t i e s  o f  t h e  ARRC , t h e y  h a d  n o  r e c o r d  o f  v e n t u r e  c a p i t a l
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b a s e d  i n  t h e  s t a t e  o r  o u t - o f - s t a t e  v e n t u r e  c a p i t a l  b e i n g  i n v e s t e d  i n  

A l a s k a n  f i r m s .

S i n c e  t h e r e  w a s  n o  q u a n t i t a t i v e  d a t a  a v a i l a b l e  o n  f o r m a l  s o u r c e s  

o f  v e n t u r e  c a p i t a l  i n  A l a s k a ,  we d e s i g n e d  a  s u r v e y  o f  v e n t u r e  c a p i t a l i s t s  

b a s e d  p r i m a r i l y  i n  t h e  w e s t e r n  U n i t e d  S t a t e s .  ( S e e  A t t a c h m e n t  A f o r  

a  l i s t  o f  g r o u p s  s u r v e y e d . )  A p p r o x i m a t e l y  2 0  v e n t u r e  c a p i t a l  g r o u p s  w e r e  

c o n t a c t e d  b y  t e l e p h o n e  a n d  a s k e d  t h e  f o l l o w i n g  q u e s t i o n s :

•  D i d  t h e y  h a v e  a n y  d e a l s  i n  A l a s k a ?

•  H a v e  t h e y  e v e r  s o u g h t  d e a l s  i n  A l a s k a ?  Why o r  why n o t ?

•  H a v e  t h e y  e v e r  r e c e i v e d  p r o p o s a l s  f o r m  A l a s k a n  f i r m s ?

9  W h a t  d i d  t h e y  p e r c e i v e  t o  b e  t h e  g e n e r a l  i n v e s t m e n t  c l i m a t e  
i n  A l a s k a ?

O u r  p r i m a r y  c o n c l u s i o n  b a s e  o n  t h i s  i n f o r m a l  s u r v e y  i s  t h a t  

t h e r e  i s  v e r y  c u r r e n t  l i t t l e  i n t e r e s t  i n  i n v e s t m e n t  o p p o r t u n i t i e s  i n  

M a s k a  f o r  a  v a r i e t y  o f  r e a s o n s  w h ic h  h a v e  l i t t l e *  t o  d o  w i t h  t h e  r e a l i t y  

o f  v e n t u r e  c a p i t a l  dem and  i n  A l a s k a .  T h e s e  c a n  b e  c a t e g o r i z e d  a s  f o l l o w s :

1 .  C u r r e n t  l o c a l  d em and  (W e s t  C o a s t / L o w e r  4 8 )  i s  e x t r a o r d i n a r i l y  
h i g h .

2 .  L a c k  o f  k n o w le d g e  a n d  n e g a t i v e  p e r c e p t i o n s  o f  A l a s k a ,  t h e  
A l a s k a  e c o n om y  a n d  p o p u l a t i o n  l i m i t  t h e  i n t e r e s t  o f  v e n t u r e  
c a p i t a l i s t s .

3 .  T h e  g e n e r a l  b e h a v i o r  o f  v e n t u r e  c a p i t a l  c o m p a n i e s  w o r k  a g a i n s t  
i n v e s t m e n t s  i n  A l a s k a .

F i r s t , t h e  c u r r e n t  dem and  f o r  v e n t u r e  c a p i t a l  i n  t h e  W e s t  b y  

h i g h - g r o w t h  f i r m s  i s  v e r y  s u b s t a n t i a l .  V e n t u r e  c a p i t a l i s t s  h a v e  l i t t l e  

i n t e r e s t  i n  p u r s u i n g  i n v e s t m e n t  o p p o r t u n i t i e s  o u t s i d e  o f  t h e i r  l o c a l  

a r e a  a s  a  g e n e r a l  r u l e .  When dem and  f c r  t h e i r  f u n d s  b y  l o c a l  f i r m s  w h ic h  

m e e t  t h e i r  i n v e s t m e n t  c r i t e r i a  i s  h i g h ,  t h e  i n t e r e s t  i n  g o i n g  o u t s i d e

i
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i s  f u r t h e r  d i m i n i s h e d .  I n n o v a t i v e  t e c h n o l o g y - b a s e d  c o m p a n i e s  a r e  t h e  

m o s t  a p p e a l i n g  i n v e s t m e n t s  t o  m o s t  v e n t u r e  c a p i t a l i s t s .  T h e  v i t a l  h i g h -  

t e c h n o l o g y  i n d u s t r y  o n  t h e  W e s t  C o a s t  a t t r a c t s  m o s t  o f  t h e  a t t e n t i o n  o f  

W e s t  C o a s t  v e n t u r e  c a p i t a l  c o m p a n i e s .  M o s t  v e n t u r e  c a p i t a l i s t s  saw  

t h e m s e l v e s  i n  t h e  r o l e  o f  a s s i s t i n g  t h e  s m a l l ,  p r o m i s i n g  e n t r e p r e n e u r  t o  

a c h i e v e  a  c o m p e t i t i v e  s t a n c e  i n  t h i s  b u r g e o n i n g  m a r k e t .

S e c o n d , t h e  l a c k  o f  i n f o r m a t i o n  a n d  i n  some c a s e s  t h e  g e n e r a l  

p e r c e p t i o n  o f  A l a s k a  b y  t h o s e  s u r v e y e d  a l s o  lm i t e d  i n t e r e s t  i n  i n v e s t i n g  

i n  t h e  s t a t e .  A l a s k a  i s  s e e n  a s  b e i n g  i n  a n  i n i t i a l  o v e r a l l  d e v e l o p m e n t  

p h a s e ,  c h a r a c t e r i z e d  b y  a  l i m i t e d  p o p u l a t i o n  a n d  n a t u r a l - r e s o u r c e - b a s e d  

d e v e l o p m e n t  a c t i v i t i e s .  L a c k  o f  a  u n i v e r s i t y  s e t t i n g  a p p r o p r i a t e  t o  

e n t r e p r e n e u r i a l  d e v e l o p m e n t ,  a  t r a i n e d  l a b o r  p o o l ,  a n d  t h e  p e r c e i v e d  

d i f f i c u l t  q u a l i t y  o f  l i f e  c o n d i t i o n s  w e r e  a l s o  v i e w e d  a s  d e t e r r e n t s  t o  

a t t r a c t i n g  a n d  m a i n t a i n i n g  h i g h - g r o w t h ,  t e c h n i c a l l y  a d v a n c e d  i n d u s t r i e s .  

One v e n t u r e  c a p i t a l i s t  n o t e d  t h a t  e v e n  i f  A l a s k a  c o m p a n i e s  w e r e  i n  

t h e  p o s i t i o n  t o  c o m p e t e ,  h i g h  l a b o r  c o s t s  w o u l d ,  i n  h i s  v i e w ,  r e n d e r  

th em  r e l a t i v e l y  u n a t t r a c t i v e  t o  'm a i n l a n d '  v e n t u r e  c a p i t a l i s t  g r o u p s .

Many i n t e r v i e w e e s  s t a t e d  t h a t  ' n e c e s s a r y '  ( r e s o u r c e - r e l a t e d )  

d e v e l o p m e n t  a c t i v i t i e s  a r e  b e i n g  c a r r i e d  o u t  b y  m a j o r  e x p l o r a t i o n  

c o m p a n i e s ,  s t a t e ,  l o c a l  a n d  i n d i g e n o u s  d e v e l o p m e n t  c o r p o r a t i o n s  a n d  

f u n d i n g  s o u r c e s .

T h e r e  w as  a  g e n e r a l  p e r c e p t i o n  t h a t  A l a s k a  a l r e a d y  h a d  e n o rm o u s  

p o o l s  o f  c a p i t a l  a v a i l a b l e  f o r  v e n t u r e  d e v e l o p m e n t  a n d  t h e r e f o r e  n e e d e d  

n o  o u t s i d e  a s s i s t a n c e .

Some f i r m s  i n t e r v i e w e d  f e l t  t h a t  A l a s k a n  i n e x p e r i e n c e  w i t h  

c e r t a i n  m a n ag em en t  p r o c e d u r e s  o r  t o o l s  a n d  l a c k  o f  e x p e r i e n c e  w i t h
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" l o w e r  4 8 "  v e n t u r e  c a p i t a l i s t s  i n  g e n e r a l ,  o f t e n  r e s u l t e d  i n  s e c o n d - r a t e  

d e v e l o p m e n t  p l a n s .  O t h e r s  f o u n d  t h a t  b u s i n e s s  p l a n s  f r o m  A l a s k a  w e r e  

n o t  " u n i q u e "  a n d  p r o m i s i n g  e n o u g h  i n  n a t u r e  t o  b e  w o r t h y  o f  t h e  e x t r a  

e f f o r t  a n d  e x p e n s e  c a l l e d  f o r .  L a s t l y ,  a l l  t h o s e  s u r v e y e d  h a d  s i m p l y  

r e c e i v e d  a  m i n im a l  n u m b e r  o f  d e v e l o p m e n t  p r o p o s a l s  f r o m  A l a s k a .

T h i r d , t h e  g e n e r a !  n a t u r e  o f  v e n t u r e  c a p i t a l  g r o u p s  a n d  t h e i r  

b u s i n e s s  p r o c e s s e s  a c t  a s  f u r t h e r  c o n s t r a i n t s  o n  e x t e r n a l  v e n  ; u r e  c a p i t a l  

f i n a n c i n g  i n  A l a s k a .  Many f i r m s  r e c e i v e  a n d  p u r s u e  r e q u e s t s  r e f e r r e d  

t h r o u g h  i n f o r m a l  c o m m u n i c ' l i o n  n e t w o r k s .  T h e s e  ' c o n t a c t s '  a r e  c o m p r i s e d  

o f  p r e v i o u s  i n v e s t o r s — b a n k s ,  e n t r e p r e n e u r s ,  l a w y e r s — an d  o t h e r  v e n t u r e  

c a p i t a l  f i r m s .  A l a s k a n  d e v e l o p m e n t  g r o u p s  a n d  i n d i v i d u a l s  a r e  n o t  y e t  

p a r t  o f  a c t i v e  w e s t e r n  v e n t u r e  c a p i t a l  ' c i r c l e s . '

P e r s o n a l  i n t e r e s t s  a n d  r e l a t i o n s h i p s  a l s o  p l a y  a  k e y  r o l e :  f o r

i n s t a n c e ,  o n e  v e n t u r e  c a p i t a l  g r o u p s  o n l y  ' k e e p s  a n  e y e '  o n  A l a s k a n  

d e v e l o p m e n t  b e c a u s e  i t  h a s  a  g o l d  m in e  l o c a t e d  2 0 0  m i l e s  n o r t h  o f  J u n e a u .  

T h i s  i n v e s t m e n t  f a c i l i t a t e s  g o c d  r e l a t i o n s h i p s  w i t h  l o c a l  b a n k s  a n d  

o c c a s i o n a l  ' s c o u t i n g '  e f f o r t s .  T h e  o n l y  v e n t u r e  c a p i t a l  f i r m  w i t h  a n y  

s i g n i f i c a n t  i n t e r e s t  i n  A l a s k a  m ade  i t s  i n i t i a l  c o n t a c t s  b e c a u s e  o n e  o f  

t h e  p r i n c i p a l s  h a d  a  c o l l e g e  r o o m m a te  who m oved  t o  t h e  s t a t e .

T h e  a b i l i t y  t o  c a r r y  o u t  r a c o - t o - f a c e  n e g o t i a t i o n s  d u r i n g  i n v e s t m e n t  

p l a n n i n g  s t a g e s  w as  r e g a r d e d  a s  i m p e r a t i v e  b y  a  f e w  v e n t u r e  c a p i t a l  

g r o u p s .  T r a n s p o r t a t i o n  a n d  i n f o r m a t i o n  p r o c e s s i n g  c o s t s ,  e x a c e r b a t e d  

b y  A l a s k a ' s  l o c a t i o n ,  a r e  a  d e t e r r e n t  t o  i n v e s t m e n t s .

Some v e n t u r e  c a p i t a l i s t s  o f f e r e d  s u g g e s t i o n s  r e g a r d i n g  A l a s k a  

b u s i n e s s  a c t i v i t i e s  t o  e n c o u r a g e  v e n t u r e  c a p i t a l  i n v e s t m e n t  a n d  a t t r a c t
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m a i n l a n d  a t t e n t i o n :  F i r s t ,  " n a t u r a l "  a r e a  i n d u s t r i e s  s u c h  a s  r e a l  e s t a t e ,

f i s h  h a t c h e r i e s ,  a n d  f o o d  p r o c e s s i n g  c o u l d  b e  e x p a n d e d  b y  l o c a l  

d e v e l o p m e n t  g r o u p s .  F i n a l l y ,  a n d  m o s t  i m p o r t a n t l y , W e s t  C o a s t  v e n t u r e  

c a p i t a l i s t s  n o t e d  t h a t  a  l o c a l  v e n t u r e  c a p i t a l  f i r m  s h o u l d  b e  e s t a b l i s h e d  

t o  f a c i l i t a t e  i n v e s t m e n t ,  e n h a n c e  t h e  A l a s k a n  b u s i n e s s  c o m m u n i t y ' s  

r e p u t a t i o n ,  a n d  f o s t e r  i t s  i n v o l v e m e n t  w i t h  " l o w e r  4 8 "  n e t w o r k s  a n d  

v e n t u r e  c a p i t a l  c i r c l e s .

We s u g g e s t  t h a t  a  p r o p e r l y  r e s t r u c t u r e d  ARRC c o u l d  p e r f o r m  s u c h  

a n  i m p o r t a n t  " b r i d g i n g "  f u n c t i o n .

We s u g g e s t  t h a t  a  p r o p e r l y  r e s t r u c t u r e d  ARRC w o u ld  f o c u s  o n l y  o n  

t h e  f i n a n c i n g  n e e d s  o f  y o u n g ,  s m a l l ,  g r o w i n g ,  v i a b l e  f i r m r ,  w h i c h  a r e  

c a p a b l e  o f  p r o d u c t i v e  g r o w t h  a n d  s e l f - s u f f i c i e n c y ,  b u t

•  l a c k  s u f f i c i e n t  o r  t r a d i t i o n a l  c o l l a t e r a l i z a t i o n ;

•  h a v e  a n  im b a l a n c e d  c a p i t a l  s t r u c t u r e  w h i c h  r e q u i r e s  t h e  i n f u s i o n
o f  e q u i t y  o r  n e a r  e q u i t y  b e f o r e  p r i v a t e  l e n d e r s  c a n  p r u d e n t l y  
p i o v i d e  m o r e  s e n i o r  d e b t ;

•  a r e  g r o w i n g  s o  f a s t  t h a t  m o re  d e b t  i s  n e e d e d  t o  f u e l  t h e  g r o w t h ,  
b u t  c a n n o t  b e  s u s t a i n e d  w i t h o u t  r e s t r u c t u r i n g  t h e  c a p i t a l i z a t i o n ;

•  h a v e  a n  a p p a r e n t l y  s o u n d  p r o p o s a l  b u t  t h e  c o s t s  o f  e v a l u a t i n g  
t h e  d e a l  a n d  t h e n  f o l l o w i n g  i t  a r e  h i g h e r  t h a n  t h e  r e t u r n s  
w a r r a n t ;

•  h a v e  a n  a p p a r e n t l y  s o u n d  d e a l ,  b u t  t h e  r a t e  o f  r e t u r n  t o  t h e
l e n d e r  o r  i n v e s t o r  i s  i n s u f f i c i e n t  i n  t h e  s h o r t  r u n  t o  c o v e r
t h e  r i s k ;

9 a r e  p r o p o s i n g  a p r o d u c t ,  s e r v i c e  o r  p r o j e c t  w h i c h  i s  n o v e l  t o  
t h e  p r i v a t e  l e n d e r s ,  m a k in g  i t  d i f f i c u l t  t o  a s s e s s  r i s k .

A l a s k a n  R e g i o n a l  C o r p o r a t i o n s  a r e  c a p a b l e  c 1 m e e t i n g  some o f  t h i s  

h i g h - r i s k  n e e d .  Any new r i s k  c a p i t a ]  v e h i c l e  f o r  s m a l l  bu .T ’. n e s s e s  

s h o u l d  o n l y  b e  c r e a t e d  i f  t h e  r e g i o n a l  c o r p o r a t i o n s  p r o p e r l y  p e r c e i v e  

i t  t o  b e  c o m p le m e n t a r y  a n d  u s e f u l  t o  t h e i r  cwn p u r p o s e s  a n d  f o r  t h e i r
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own c u s t o m e r s  i n  e x p a n d i n g  a n d  s t r e n g t h e n i n g  t h e  A l a s k a n  e c o n o m y .

F i n a l l y , i t  s h o u l d  b e  n o t e d  t h a t  t h i s  s i n g l e  p u r p o s e  c o r p o r a t i o n  i s  

o n l y  i n t e n d e d  t o  a d d r e s s  o n e  c a p i t a l  n e e d — r i s k  c a p i t a l  f o r  s m a l l  e n t e r ­

p r i s e  i n  s u p p o r t  o f  t h e  p r i v a t e  m a r k e t .  I t  d o e s  n o t  a d d r e s s  n e e d s  f o r  

( 1 )  s o c i a l  o v e r h e a d  c a p i t a l ,  ( 2 )  i n f r a s t r u c t u r e  d e v e l o p m e n t ,  o r  ( 3 )  v e r y  

l a r g e - s c a l e  i n d u s t r i a l  p r o j e c t s .  O t h e r  i n s t i t u t i o n s  s u c h  a s  t h o s e  

p r o p o s e d  b y  C om m onw ea l th  N o r t h  a r e  n e c e s s a r y  t o  c a r r y  o u t  t h e s e  f u n c t i o n s .

2 .  S im p l e  P u r p o s e s

Whac a r e  t h e  l e g i t i m a t e  p u r p o s e s  o f  s u c h  a n  i n s t i t u t i o n  t o  c a r r y  

o u t  t h e s e  r a e d s ?  I s  t h e r e  c o n f u s i o n  o r  c o n f l i c t  am ong  t h e  A R R C 's  c u r r e n t  

g o a l s ?  How c a n  s u c h  c o n f u s i o n  a n d  c o n f l i c t  b e  e l i m i n a t e d  i n  a  s o u n d l y  

d e s i g n e d  i n v e s t m e n t  i n s t i t u t i o n  w h i c h  h a s  s i m p l e ,  s t r a i g h t f o r w a r d  

p u r p o s e s  w h i c h  a r e  c l e a r l y  u n d e r s t o o d  b y  t h e  f i n a n c i a l  c o m m u n i t y ,  p o t e n t i a l  

u s e r s ,  t h e  l e g i s l a t u r e ,  t h e  e x e c u t i v e ,  a n d  t h e  m a n a g e r s ?

We s u g g e s t  t h a t  a  p r o p e r l y  r e s t r u c t u r e d  AKRC :

•  w o u l d  b e  o r g a n i z e d  t o  p r o v i d e  r i s k  c a p i t a l  t o  s m a l l e r  e n t e r ­
p r i s e s  i n  p r i m a r y  i n d u s t r i e s  ( m a n u f a c t u r i n g ,  f i s h i n g ,  a g r i c u l t u r e ,  
e t c . )  i n  w a y s  t h a t  e n h a n c e  s e n i o r  l e n d i n g  o r  i n v e s t m e n t  f r o m
t h e  p r i v a t e  m a r k e t .

•  w o u ld  h a v e  o n l y  e c o n o m i c , n o t  s o c i a l , p u r p o s e s .

•  w o u l d  i n v e s t  o n l y  i n  f i r m s  w h i c h  h a v e  a  r e a s o n a b l e  p r o s p e c t  o f  
g r o w t h  a n d  p r o f i t a b i l i t y  i n  w a y s  t h a t  e n c o u r a g e  a n d  e n h a n c e  
a d d i t i o n a l  i n v e s t m e n t  f r o m  p r i v a t e  i n v e s t o r s .

•  w o u ld  b e  e x p e c t e d  t o  m ake  a  r e a s o n a b l e ,  b u t  n o t  h i g h ,  d i r e c t  
r e t u r n  o v e r  t i m e .  I t s  i n v e s t m e n t s  w o u l d  b e  " p a t i e n t  m o n e y . "

•  w o u ld  b e  l i m i t e d  t o  A l a s k a - s i t u s ,  n o t  r e s i d e n c y ,  i n  t h e  same 
m a n n e r  a s  i s  now t r u e  o f  AIDA a n d  AHFC.

•  w o u ld  b e  l i m i t e d  b y  s i z e  t o  a  p e r c e n t a g e  o f  t h e  c o r p o r a t i o n ' s  
c a p i t a l — w i t h  a c e i l i n g  b e tw e e n  $ 2 5 0 , 0 0 0  a n d  $ 5 0 0 , 0 0 0 .
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T h e s e  p u r p o s e s  f i t  t h e  t a r g e t e d  n e e d .

T h e s e  s i m p l e ,  s t r a i g h t f o r w a r d  p u r p o s e s  ( f o r  r i s k  c a p i t a l  f i n a n c i n g  

o f  t n e  e x p a n s i o n  o f  s m a l l  p r o d u c t i o n  e n t e r p r i s e s  i n  w a y s  t h a t  e n h a n c e  

p r i v a t e  c a p i t a l  i n v e s t m e n t )  w i l l  e l i m i n a t e  c o n f u s i o n  a n d  c o n f l i c t  i n  

t h e  m in d s  o f  t h e  b o a r d ,  m a n a g e m e n t ,  r e g i o n a l  c o r p o r a t i o n s ,  b a n k e r s  a n d  

l e g i s l a t o r s .  A l t h o u g h  some s e n i o r  b a n k e r s  i n  A l a s k a  h a v e  p r o p e r l y  

u t i l i z e d  t h e  ARRC t c  m ake  t h e  k i n d s  o f  e q u i t y  i n v e s t m e n t s  o r  j u n i o r  s u b ­

o r d i n a t e d  l o a n s  w h i c h  v r o u ld  l e g i t i m a t e l y  p e r m i t  a  p r u d e n t  b a n k e r  t o  

e x t e n d  o r  c o n s o l i d a t e  m o r e  s e n i o r  d e b t ,  m any b a n k e r s  h a v e  u n f o r t u n a t e l y  

n e v e r  h a d  t h e  o p p o r t u n i t y  t o  o v e r c o m e  t n e  m i s u n d e r s t a n d i n g s  w h ic h  

o r i g i n a t e d  w i t h  t h e  A R R C 's  b i r t h .

3 .  P r o p e r  T o o l s

F o r  b e t t e r  o r  w o r s e ,  t h e  A R R C 's  p o w e r s  a n d  t o o l s  w e r e  b o r r o w e d  f r o m  

o t h e r  p u b l i c  v e n t u r e  C a p i t a l  f i r m s  i n  t h e  l o w e r - 4 8 .  J u s t  a s  t h e  p u r p o s e s  

o f  a n y  A l a s k a  i n s t i t u t i o n  s h o u l d  b e  d e s i g n e d  t o  m e e t  A l a s k a ' s  n e e d s ,  

s o  t h e  i n s t r u m e n t s  c f  s u c h  a n  i n s t i t u t i o n  s h o u l d  b e  a p p r o .  r i a t e  t o  c a r r y  

o u t  i t s  p u r p o s e s .  D r a w in g  f r o m  o u r  e x p e r i e n c e  i n  d e s i g n i n g ,  i m p l e m e n t i n g ,  

a n d  o v e r s e e i n g  d e v e l o p m e n t  f i n a n c e  i n s t i t u t i o n s  i n  N o r t h  A m e r i c a  a n d  

o v e r s e a s ,  we w o u ld  s u g g e s t  a  s i m p l e ,  s t r a i g h t f o r w a r d  s e t  o f  t o o l s  

d e s i g n e d  t o  b e  h i g h l y  c o m p a t i b l e  w i t h  t h e  e x i s t i n g  A l a s k a  f i n a n c i a l  

s y s t e m .  T h e  A l a s k a  f i n a n c i a l  s y s t e m  s h o u l d  b e  a b l e  t o  l o o k  u p o n  a n y  

h i g h - r i s k  i n v e s tm e n t ,  m e c h a n i sm  a s  a  t o o l  t h a t  w o u ld  h e l p  i t  b e t t e r  

s e r v e  i t s  c u s t o m e r s  a n d  b e t t e r  s e r v e  t h e  e c o n om y  o f  A l a s k a .  T h e y  s h o u l d  

c o r r e c t l y  s e e  i t  a s  a  c o m p le m e n t a r y  r a t h a r  t h a n  a s  a  c o n t r a d i c t o r y  o r  

c o m p e t i t i v e  i n s t r u m e n t .
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We s u g g e s t  a  p r o p e r l y  r e s t r u c t u r e d  ARRC :

•  w o u l d  m ake  n o  g r a n t s , o n l y  r i s k  c a p i t a l  i n v e s t m e n t s  o r  l o a n s .

e R i s k  c a p i t a l  w o u ld  b e  p r o v i d e d  p r i m a r i l y  i n  t h e  f o r m  o f  e q u i t y  
o r  j u n i o r  d e b t .

•  D e b t  c o u l d  b e  s u b o r d i n a t e d  ->r u n s e c u r e d ,  i n t e r m e d i a t e  o r  l o n g  
t e r m ,  w i t h  o r  w i t h o u t  e q u i t j  k i c k e r s ,  a n d  c o u l d  b e  s t r u c t u r e d  
w i t h  g r a d u a t e d  p a y m e n t s  o r  I M l o o n s .

•  S h o r t - t e r m  w o r k i n g  c a p i t a l  w o u ld  n o t  b e  p r o v i d e d .

•  E q u i t y  c o u l d  n o t  e x c e e d  4 9% ,  e x c e p t  t o  p r o t e c t  a n  e n d a n g e r e d  
i n v e s t m e n t .

a T h e  i n s t i t u t i o n  c o u l d  n o t  p r o v i d e  1 00%  f i n a n c i n g .  A r e g i o n a l  
c o r p o r a t i o n ,  b a n k  o r  o t h e r  p r i v a t e  f i n a n c i a l  i n s t i t u t i o n  o r  
" l o w e r  4 8 "  v e n t u r e  c a p i t a l  f i r m  w o u l d  h a v e  t o  p a r t i c i p a t e ,  
a l t h o u g h  g e n e r a l l y  o n  m o r e  f a v o r a b l e  t e r m s .  S u c h  a  c o l l a b o r a t i o n  
m i g h t  o f t e n  i n v o l v e  c o - v e n t u r i n g  b e tw e e n  t h e  c o r p o r a t i o n ,  b a n k s  
a n d  s u c h  o t h e r  i n s t i t u t i o n s  a s  A ID A .

•  M l  o t h e r  e s s e n t i a l  t o o l s  s h o u l d  b e  em p ow e re d  , s u c h  a s  t h e  p o w e r  
t-< g u a r a n t e e  a  p r i v a t e  m a r k e t  l o a n .

T h e  - > h o r - r i s k ,  m o d e r a t e - r e t u r n ,  f r o n t - e n d  t o o ' . s  s h o u l d  b e

c o r r e c t l y  s e e n  • * ’ -j A l a s x a  f i n a n c i a l  c o m m u n i t y  a n d  t h e  R e g i o n a l  C o r p o r a ­

t i o n s  a s  c o m p l e m e n t a r y  r a t h e r  t h a n  c o m p e t i t i v e  t o  t h e i r  own a c t i v i t i e s  

a n d  e n h a n c i n g  t h e i r  p r o d u c t i v e ,  g r o w i n g ,  s m a l l  c u s t o m e r s .

4 .  A p p r o p r i a t e  S o u r c e s  o f  F u n d s

I f  a  d e v e l o p m e n t  f i n a n c e  i n s t i t u t i o n  i s  t o  b e  s o u n d l y  s t r u c t u r e d ,  

i t s  s o u r c e s  o f  f u n d s  m u s t  m a t c h  i t s  u s e s  o f  f u n d s .  An i n s t i t u t i o n  w h o s e  

s o u r c e s  o f  f u n d s  a r e  n o t  p i - p - r l y  c a p i t a l i z e d  o v e r  t h e  l o n g  t e rm  c a n n o t  

a f f o r d  t o  m ake  s o u n d  l o n g - t e r m  i n v e s t m e n t s .  An i n s t i t u t i o n  w h ic h  i s  

o v e r c a p i t a l i z e d  o v e r  t h e  s h o r t  t e r m  i s  m o r e  l i k e l y  t o  i n v e s t  i n  

u n s o u n d ,  u n c r e d i t w o r t h y  e n t e r p r i s e s  t h a n  a n  a p p r o p r i a t e l y  c a p i t a l i z e d  

l o n g - t e r m  i n s t i t u t i o n .  An i n s t i t u t i o n  w h ic h  r e q u i r e s  a n n u a l
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a u t h o r i z a t i o n  a n d  a p p r o p r i a t i o n s  b y  a  l e g i s l a t u r e  w i l l  n o t  b e  a b l e  t o  

d e v e l o p  t h e  l o n g - t e r m  t im e  f r a m e  t h a t  i s  t h e  h a l l m a r k  o f  t h e  s u c c e s s f u l  

d e v e l o p m e n t  f i n a n c e  i n s t i t u t i o n .

I t  i s  a l s o  n e c e s s a r y  t h a t  m e a s u r e s  o f  a c c o u n t a b i l i t y  b e  f o u n d  t o  

e n s u r e  t h a t  i t s  p u b l i c  p u r p o s e s  a r e  m a i n t a i n e d  cind i t s  r e s p o n s i b i l i t i e s  

t o  t h e  l e g i s l a t u r e  a n d  t o  t h e  e x e c u t i v e  a r e  m e t  a n d  a p p r o p r i a t e l y  

r e p o r t e d  o n  a n  a n n u a l  b a s i s .  P r o p e r  a c c o u n t a b i l i t y  i s  d e s c r i b e d  u n d e r  

s e c t i o n  7 ,  b e l o w .

We s u g g e s t :

•  No new  a p p r o p r i a t i o n s  a r e  r e q u i r e d  t o  c r e a t e  s u c h  a  c o r p o r a t i o n .  
T h e  e x i s t : n g  a p p r o p r i a t e d  c a p i t a l  t o  t h e  ARRC o f  a b o u t  $ 4 3  m i l l i o n  
i s  s u f f i c i e n t  t o  e n d ow  p e r m a n e n t l y  t h e  c a p i t a l  s t r u c t u r e  o f  s u c h  
a n  I n s t i t u t i o n .

o  A p p r o x i m a t e l y  $ 6  m i l l i o n  o f  t h i s  i s  c u r r e n t l y  i n  c a s h .  $ 2  M i l l i o n
m o r e  i s  a v a i l a b l e  f o r  d r a w  d ow n . P r o p e r l y  i n v e s t e d  b y  t h e
R e v e n u e  D e p a r t m e n t ,  t h i s  $ 8  m i l l i o n  i s  c a p a b l e  o f  c o v e r i n g  a l l  
r e a s o n a b l e  a d m i n i s t r a t i o n  c o s t s ,  c r e a t i n g  s u f f i c i e n t  l o s s  
r e s e r v e s ,  a n d  m a i n t a i n i n g  t h e  v a l u e  o f  t h e  c o r p u s .

•  A p p r o x i m a t e l y  $ 3 5  m i l l i o n  i s  i n  a  p o r t f o l i o  o f  v a r y i n g  r i s k ,
s i z e ,  q u a l i t y ,  a n d  t e r m s  o f  i n d i v i d u a l  i n v e s t m e n t  a n d  . l o a n s .
T h i s  p o r t f o l i o  n e e d s  t o  b e  i n d e p e n d e n t l y  e v a l u a t e d  i n  t e r m s  o f  
i t s  r e a s o n a b l e  p r e s e n t  v a l u e  a n d  r e c o v e r a b i l i t y .  R e a s o n a b l e  
e s t i m a t e s  s e em  t o  s u g g e s t  t h a t  60%  i s  r e c o v e r a b l e  f o r  e v e n t u a l  
r e t u r n  t o  *.he en d ow m en t  a n d  r e i n v e s t m e n t .

I n  o u r  j u d g m e n t ,  t h i s  t o t a l  n e t  c a p i t a l  e n d ow m en t  i s  s u f f i c i e n t  

i n  A l a s k a  a t  t h i s  t im e  t o  c o v e r  r e a s o n a b l e  a d m i n i s t r a t i o n ,  c r e a t e  

a p p r o p r i a t e  l o a n  r e s e r v e s ,  p r e s e r v e  t h e  p o r t f o l i o  a n d  u n d e r t a k e  a  

r e a s o n a b l e  i n v e s t m e n t  p r o c e s s  i n  c o l l a b o r a t i o n  w i t h  t h e  A l a s k a  f i n a n c i a l  

c o m m u n i t y .

5 .  An A p p r o p r i a t e  L e g a l  S t r u c t u r e

J u s t  a s  t h e  s o u r c e s  o f  f u n d s  m u s t  m a t c h  t h e i r  u s e s ,  s u c h  a  v e h i c l e  

r e q u i r e s  a n  a p p r o p r i a t e  l e g a l  a n d  m an a g em en t  s t r u c t u r e  w h i c h  c a n  u s e
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t h o s e  f u n d s  a n d  i n s t r u m e n t s .  F u r t h e r m o r e ,  i t  m u s t  h a v e  a  l e g a l  s t r u c t u r e  

w h i c h  a s s u r e s  i ' s  a c c o u n t a b i l i t y  t o  i t s  v a r i o u s  c o n s t i t u e n c i e s — t h e  

l e g i s l a t u r e ,  t h e  e x e c u t i v e ,  t h e  u s e r s ,  a n d  t h e  p r i v a t e  f i n a n c i a l  

c o m m u n i t y .

B a s e d  o n  p r o v e n  m o d e l s  i n  o t h e r  p a r t s  o f  t h e  w o r l d  w h ic h  i n ­

c o r p o r a t e  m i x e d  p r i v a t e - p u b l i c  b o a r d s  n o t  d i s s i m i l a r  f r o m  t h o s e  A l a s k a  

h a s  now e s t a b l i s h e d  f o r  b o t h  t h e  P e rm a n e n t  F u n d ,  we s u g g e s e :

•  A s m a l l ,  m i x e d  p u b l i c - p r i v a t e  b o a r d  s h o u l d  b e  l e g a l l y  r e s p o n s i b l e  
f o r  h i r i n g  t h e  P r e s i d e n t ,  s e t t i n g  p o l i c y ,  a p p r o v i n g  i n v e s t m e n t s  
a n d  o v e r s e e i n g  t h e  p e r f o r m a n c e  o f  t h e  c o r p o r a t i o n .

•  We r e c om m end  a  f i v e - p e r s o n  b o a r d :  t h r e e  h i g h l y  q u a l i f i e d  p e r s o n s  
d r a w n  f r o m  p r i v a t e  l e n d e r s ,  i n v e s t o r s  a n d  u s e r s ,  a n d  tw o  com ­
m i s s i o n e r s  (m o s t  r e a s o n b l y  R e v e n u e  a n d  C om m erce  & E c o n o m ic  
D e v e l o p m e n t ) .  T h i s  s t r u c t u r e  ( a n d  p r o p o s e d  q u a l i t i e s )  a r e ,  a s  
n o t e d ,  n o t  d i s s i m i l a r  t o  t h a t  o f  t h e  c u r r e n t  P e rm a n e n t  F u n d  
B o a r d .

•  T he  t h r e e  p r i v a t e  m a r k e t  p e r s o n s  w o u ld  b e  a p p o i n t e d  b y  t h e  
G o v e r n o r  f o r  s t a g g e r e d  t e r m s .

•  One o f  t h e  t h r e e  p r i v a t e  m a r ’ a t  b o a r d  m em be rs  w o u ld  b e  c h o s e n  
a s  C h a i r .

•  I d e a l l y ,  l e a d e r s  o f  t h e  b o a r  ; s h o u l d  h a v e  b e e n  a c t i v e l y  i n v o l v e d  
i n  t h e  d e s i g n  a n d  c r e a t i o n  o f  t h e  c o r p o r a t i o n ,  a s  w e l l  a s  i t s  
o v e r s i g h t  a n d  m a n a g e m e n t .

6 .  An A p p r o p r i a t e  M an agem en t S t r u c t u r e

I n  t h e  e n d ,  m an ag em en t  m a t t e r s  t h e  m o s t .  T h e  m an ag em en t  s t r u c t u r e  

m u s t  a t t r a c t  a n d  e n c o u r a g e  o u t s t a n d i n g  m a n a g e m e n t .  T y p i c a l l y ,  s u c c e s s f u l  

d e v e l o p m e n t  f i n a n c e  i n s t i t u t i o n s  a r e  m an ag ed  b y  c h i e f  e x e c u t i v e s  a n d  

s t a f f s  who a r e  n o t  s u b j e c t  t o  c i v i l  s e r v i c e ,  c a n  b e  h i r e d  a n d  f i r e d  b y  

t h e  b o a r d  a t  w i l l ,  a n d  a r e  r e w a r d e d  w i t h  i n c e n t i v e s  a t  l e a s t  c o m p a r a b l e  

t o  t h e i r  c o u n t e r p a r t s  i n  t h e  p r i v a t e  m a r k e t ,  e x c e p t  w i t h  a  l o n g e r - t e r m  

t im e  f r a m e .
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We s u g g e s t : -

•  M an ag em en t  s h o u l d  n o t  b e  s u b j e c t  t o  t h e  E x e c u t i v e  B u d g e t  A c t .

•  M an a g em en t  s h o u l d  b e  e l i g i b l e  f o r  s t a t e  p e n s i o n s  a s  A IDA  a n d  
AHFC a r e .

•  R e c r u i t i n g  s h o u l d  b e  n a t i o n a l .

•  R e w a r d s  a n d  i n c e n t i v e s  , ' h o u l d  b e  r o u g h l y  c o m p a r a b l e  t o  t h e  
p r i v a t e  m a r k e t ,  b u t  w i t h  a  l o n g e r  t i m e  h o r i z o n .

7 .  M e a s u r e s  f o r  P e r f o r m a n c e  a n d  A c c o u n t a b i l i t y

T o  d a t e ,  n o n e  o f  A l a s k a ' s  d e v e l o p m e n t  f i n a n c e  i n s t i t u t i o n s  a r e  

p r o p e r l y  a c c o u n t a b l e  t o  e i t h e r  t h e  l e g i s l a t u r e ,  t h e  e x e c u t i v e  o r  t h e  

c i t i z e n s  f o r  t h e i r  p e r f o r m a n c e .  We p r o o o s e  i n c o r p o r a t i n g  i n t o  t h e  

s t a t u t e  a  c l e a r  s e t  o f  a c c o u n t a b i l i t y  p r o c e d u r e s  i n  w h i c h  t h e  b o a r d  

a n d  s t a f f  m u s t  r e p o r t  a n n u a l l y  t o  t h e  l e g i s l a t u r e  t h e i r  f i n a n c i a l  r a t e  

o f  r e t u r n ,  a s  w e l l  a s  t h e i r  f i s c a l  r a t e  o f  r e t u r n  t o  t h e  s t a t e .  T h e s e  

m e a s u r e s  s h o u l d  b e  a s  s im p l e  a n d  e a s i l y  u n d e r s t a n d a b l e  a s  p o s s i b l e  a n d  

s h o u l d  r e l a t e  d i r e c t l y  b a c k  t o  s i m p l e ,  s t r a i g h t f o r w a r d  p u r p o s e s .

We s u g g e s t :

•  I n  a d d i t i o n  t o  i t s  own a n n u a l  r e p o r t  a n d  i n d e p e n d e n t  a c c o u n t s  
o f  a u d i t o r s ,  t h i s  c o r p o r a t i o n  s h o u l d  b e  a c c o u n t a b l e  t o  p e r i o d i c  
a u d i t  b y  t h e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e  a n d  s t a f f .

•  S t a n d a r d s ,  h o w e v e r ,  s h o u l d  b e  s e t  i n  t h e  l e g i s l a t i o n  w h ic h  
w o u ld  g o v e .  n b o t h  t h e  c o r p o r a t i o n ' s  own r e p o r t i n g  a n d  t h e  
d i r e c t i o n  o f  t h e  B u d g e t  a n d  A u d i t  C o m m i t t e e ' s  i n d e p e n d e n t  
e f f o r t s .  T h e s e  s t a n d a r d s  s h o u l d  b e  t h o s e  a p p o r p r i a t e  t o  a  
d e v e l o p m e n t  f i n a n c e  i n s t i t u t i o n  a n d  n o t  t h o s e  o f  a  s t a t e  l i n e  
a g e n c y .

•  A " H i g h  N o o n "  c o m m i s s i o n  s h o u l d  b e  e s t a b l i s h e d  f o r  f u n d a m e n t a l  
r e v i e w  o f  t h e  n e e d s ,  p u r p o s e s ,  t o o l s ,  s o u r c e s  o f  f u n d s ,  l e g a l  
a n d  m an ag em en t  s t r u c t u r e  a n d  a c c o u n t a b i l i t y  9 . 5  y e a r s  f r o m  
e s t a b l i s h m e n t .  T h i s  c o m m i s s i o n ,  j o i n t l y  a p p o i n t e d  b y  t h e  
e x e c u t i v e  a n d  t h e  l e g i s l a t u r e  w o u ld  i n c l u d e ;  r e p r e s e n t a t i v e s  o f  
b o t h  o f  t h o s e  b o d i e s  a s  w e l l  . i s  b a n k e r s  a n d  u s e r s .  I n  s i x  
m o n th s  t h e y  w o u ld  r e p o r t  t h e i r  r e v i e w .
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I n  c o n c l u s i o n ,  w i t h  t h e s e  c l e a r  d e f i n i t i o n s  o f  n e e d  a n d  p u r p o s e ,  

t o o l s ,  endowm en t o f  e x i s t i n g  f u n d s ,  r e v i s e d  l e g a l  a n d  m anagem en t s t r u c t u r e ,  

a n d  s y s t e m s  o f  a c c o u n t a b i l i t y ,  N o r t h  A m e r i c a n  a n d  i n t e r n a t i o n a l  p r a c t i c e  

s u g g e s t s  t h a t  ARRC c a n  p l a y  a  v a l u a b l e  f u n c t i o n  o n  b e h a l f  o f  t h e  A l a s k a  

e con om y  i n  c o l l a b o r a t i o n  w i t h  t h e  p r i v a t e  m a r k e t .
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ATTACHMENT A 

VENTURE CAPITAL F IRMS SURVEYED

C o n t i n e n t a l  C a p i t a l  V e n t u r e s ,  S an  F r a n c i s c o ,  CA
T h e  E a r l y  S t a g e s  C o ,  San  F r a n c i s c o ,  CA
G o ld e n  G a t e  I n v e s tm e n t s  I n c . ,  P a l o  A l t o ,  CA
C a b l e ,  Howse & C o g a d d ,  I n c . ,  B e l l e v u e ,  WA
S e c u r i t y  P a c i f i c  C a p i t a l  C o r p o r a t i o n ,  L o s  A n g e l e s ,  CA
T e c h n o l o g y  V e n t u r e  I n v e s t o r s ,  M en to  P a r k ,  CA
F i r s t  I n t e r s t a t e  V e n t u r e  C a p i t a l  C o . ,  L o s  A n g e l e s ,  CA
I n s t i t u t i o n a l  V e n t u r e  A s s o c . ,  M en lo  P a r k ,  CA
I n s t i t u t i o n a l  V e n t u r e  P a r t n e r s ,  M e n lo  P a r k ,  CA
I n t e r - W e s t  P a r t n e r s ,  San  F r a n c i s c o ,  CA
C a l i f o r n i a  N o r t h w e s t  F u nd ,  I n c . ,  M en lo  P a r k ,  CA
F i n a n c i a l  L and  I n v e s tm e n t  C o r p .  ( p r i v a t e  i n d i v i d u a l  w i t h  i n t e r e s t s  i n  

A l a s k a )  , L o s  A n g e l e s ,  CA
R a n i e r  N a t i o n a l  B an k  ( C o r p o r a t e  I n v e s tm e n t  G r o u p ) ,  S e a t t l e ,  WA
C a s c a d e  C a p i t a l  C o r p o r a t i o n ,  P o r t l a n d ,  O re g o n
C a b l e  & H ow se , I n c . ,  S e a t t l e ,  WA
W e s t -V e n ,  San  F r a n c i s c o ,  CA
B o s t o n  Hambro  C o r p . , B o s t o n  (New Y o r k ' a n d  l o c a l  o f f i c e )
BSC P r i v a t e  I n v e s t m e n t  P a r t n e r s ,  New Y o r k  
C h a r l e s  R i v e r  P a r t n e r s h i p ,  B o s t o n  
C i t i c o r p  V e n t u r e  C a p i t a l ,  L t d . ,  New Y o r k  
D r e x e l  B u rnh am  L a m b e r t ,  I n c . ,  New V ^ rk  
F a n e u i l  H a l l  A s s o c . ,  B o s t o n ,  MA 
W i n d c r e s t  P a r t n e r s ,  New Y o r k
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MASSACHUSETTS TECHNOLOGY DEVELOPMENT CORPORATION:

H ig h -T e c h  V e n t u r e  F i n a n c e

I n t r o d u c t i o n

The  M a s s a c h u s e t t s  T e c h n o l o g y  D e v e lo p m e n t  C o r p o r a t i o n  (MTDC) i s  a  

p u b l i c l y  f i n a n c e d  a n d  m anaged  v e n t u r e  c a p i t a l  f i r m  c h a r g e d  w i t h  m a k in g  

e q u i t y  i n v e s t m e n t s  i n  new t e c h n o l o g i c a l l y  o r i e n t e d  c o m p a n i e s .  I t  was 

e s t a b l i s h e d  i n  1 9 7 9  b y  t h e  s t a t e  l e g i s l a t u r e  t o  f i n a n c e  new t e c h n o l o g i c a l  

v e n t u r e s  t h a t ,  i f  s u c c e s s f u l  o v e r  t im e ,  w i l l  c o n t i n u e  t o  p r o v i d e  t h e  s t a t e  

e c on om y  w i t h  t h e  a b i l i t y  t o  p r o d u c e  new j o b s  a nd  w i t h s t a n d  f l u c t u a t i o n s  

i n  t h e  n a t i o n a l  e c o n om y .

P u r p o s e

The  M a s s a c h u s e t t s  e conom y h a s  e s t a b l i s h e d  a  s t r o n g  " h i g h  t e c h n o l o g y "  

b a s e  d u r i n g  t h e  l a s t  d e c a d e ,  p a r t i c u l a r l y  i n  t h e  B o s t o n  a r e a ,  a n d  t h e  

h e a l t h  o f  t h e  s t a t e  econom y d e p e n d s  t o  a  l a r g e  d e g r e e  o n  t h e  c o n t i n u i n g  

em e rg e n c e  o f  new f i r m s  p r o d u c i n g  t e c h n o l o g i c a l  p r o d u c t s .  I n  1 9 7 8 ,  t h e  

s t a t e  l e g i s l a t u r e  r e c o g n i z e d  t h a t  e n t r e p r e n e u r s  i n  t h e  t e c h n o l o g y  i n d u s t r i e s  

i n  M a s s a c h u s e t t s  o f t e n  f a c e d  s e r i o u s  o b s t a c l e s  i n  o b t a i n i n g  r i s k  c a p i t a l .

I t  e s t a b l i s h e d  t h e  MTDC t o  p r o v i d e  s t a r t - u p  c a p i t a l  t o  e n t r e p r e n e u r s  

who c o u l d  d e m o n s t r a t e  an  i n a b i l i t y  t o  f i n d  f i n a n c i n g  i n  t h e  p r i v a t e  

c a p i t a l  m a r k e t .

MTDC i s  r e q u i r e d  by  e n a b l i n g  l e g i s l a t i o n  t o  make 50% o f  i t s  i n v e s t ­

m e n t s  i n  d e s i g n a t e d  l o w - i n c o m e  a r e a s .  I t  i s  s p e c i f i c a l l y  r e q u i r e d  t o  

e v a l u a t e  p r o s p e c t i v e  v e , t u r c s  i n  t e rm s  o f  t h e  number o f  j o b s  t h a t  w i l l  

be c r e a t e d  b y  i n v e s tm e n t  o f  MTDC f u n d s .
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■he v e n t u r e  c a p i t a l  i n d u s t r y  h a s  e x p e r i e n c e d  m a j o r  c y c l i c a l  s w in g s  

o v e r  t im e ,  w i t h  m oney f l o w i n g  i n t o  a n d  o u t  o f  v e n t u r e  c a p i t a l  c o m p a n ie s  

d e p e n d in g  o n  r a t e s  o f  r e t u r n  b e i n g  a c h i e v e d .  E v e n  when v e n t u r e  c a p i t a l  

f u n d s  a r e  f u l l y  s u b s c r i b e d ,  t h e  s o r t s  o f  s t a r t - u p s  i n  w h ic h  MTDC i s  

r e q u i r e d  t o  i n v e s t  r a r e l y  r e c e i v e  f i n a n c i n g .  T h u s ,  MTDC f i l l s  a 

c r i t i c a l  c a p i t a l  g a p  f o r  t h a t  s e c t o r  o f  t h e  e c o n om y .

U se s

MTDC i s  r e s t r i c t e d  t o  m a k in g  e q u i t y  i n v e s t m e n t s  i n  t e c h n o l o g i c a l l y  

o r i e n t e d  new v e n t u r e s  a n d  c a n  i n v e s t  i t s  f u n d s  o n l y  i n  s t a r t - u p s .  The 

C o r p o r a t i o n  i s  c h a r g e d  w i t h  p r o v i d i n g  t e c h n i c a l  and  m a n a g e r i a l  c o u n s e l i n g  

t o  i t s -  c.' a n t s  and  i s  a b l e  t o  o f f e r  l o a n  g u a r a n t e e s  t o  p r i v a t e  l e n d e r s  

t o  i n d u c e  them  to l e n d  l o n g - t e r m  d e b t  t o  c l i e n t s .  MTDC h a s  c h o s e n  n o t  

t o  u s e  i t s  l o a n  g u a r a n t e e  a u t h o r i t y  b e c a u s e  i t  f e e l s  t h e  g u a r a n t e e  

r e s e r v e  f u n d  t h a t  w o u ld  h a v e  t o  b e  e s t a b l i s h e d  tr> f u n d  t h e  g u a r a n t e e s  

w o u ld  e f f e c t i v e l y  d i v e r t  n e e d ed  r e s o u r c e s  away f r o m  MTDC’ s  p r im a r y  

p u r p o s e :  s t a r t - u p s .

T he  C o r p o r a t i o n ' s  i n v e s t m e n t  s t r a t e g y ,  w h ic h  i s  d e s i g n e d  t o  s t r e t c h  

i t s  l i m i t e d  i n i t i a l  c a p i t a l i z a t i o n  a s  f a r  a s  p o s s i b l e ,  i s  t o  c o - v e n t u r e  

w i t h  p r i v a t e  v e n t u r e  c a p i t a l  f i r m s  and  t o  l e v e r a g e  l o n g - t e r r a  d e b t  f r o m  

c o m m e r c i a l  b a n k s .  MTDC p e r f o r m s  a  c o m p r e h e n s i v e  f i n a n c i a l ,  m an agem en t ,  

a n d  m a r k e t  a n a l y s i s  o f  e a c h  p r o p o s a l  i t  s e r i o u s l y  c o n s i d e r s  f o r  i n v e s t ­

m en t  ( tw o  o r  t h r e e  o f  e v e r y  25  a p p l i c a t i o n s )  a n d  do  e l o p s  a f i n a n c i a l  

p a c k a g e  t h a t  i t  p r e s e n t s  t o  p r i v a t e  v e n t u r e  c a p i t a l i s t s  f o r  p a r t i c i p a t i o n  

MTDC i n v e s t s  b e tw e e n  $ 1 0 0 , 0 0 0  and  $ 2 5 0 , 0 0 0  o f  i t s  own f u n d s  p e r  v e n t u r e ,  

u s u a l l y  a t t a c h i n g  w a r r a n t s  t o  buy  s t o c k  a t  some f u t u r e  d a t e .  I t  a im s  

t o  l e v e r a g e  l o n g - t e r m  d e b t  i n  a 3 : 1  r a t i o  t o  i t s  own i n v e s t m e n t .
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S o u r c e s

T he  C o r p o r a t i o n  was i n i t i a l l y  c a p i t a l i z e d  b y  a  $ 2  m i l l i o n  g r a n t  

f r o m  t h e  f e d e r a l  E c o n om ic  D e v e lo p m e n t  A d m i n i s t r a t i o n  a n d  h a s  made f i v e  

i n v e s t m e n t s  s i n c e  r e a c h i n g  f u l l  c a p i t a l i z a t i o n  l a s t  y e a r .  The  s t a t e  

i n i t i a l l y  p r o v i d e d  $ 1 5 0 , 0 0 0  ( i n c r e a s e d  t o  $ 1 9 0 , 0 0 0  i n  1 9 8 1 )  i n  o p e r a t i n g  

e x p e n s e s ,  and  t h e  EDA g r a n t  was u s e d  t o  e s t a b l i s h  a r e v o l v i n g  f u n d ,  

w h e r e b y  r e t u r n s  o n  i n i t i a l  i n v e s t m e n t s  w o u ld  b e  r e i n v e s t e d  i n  new s e t s  

o f  v e n t u r e s .

The  C o r p o r a t i o n  i s  e x p e c t e d  t o  f a c e  s e v e r e  p r e s s u r e s  d u r i n g  t h e  

n e x t  tw o  y e a r s .  I t  e x p e c t s  t o  i n v e s t  t h e  r e m a i n i n g  $1  m i l l i o n  i n  EDA 

g r a n t s  b y  t h e  e n d  o f  1 9 8 1 ,  b u t  an  a d d i t i o n a l  $ 1  m i l l i o n  i n  EDA m a t c h in g  

g r a n t s  p r o m i s e d  f o r  1 9 8 2  h a s  b e e n  r e s c i n d e d  by  t h e  R e ag an  A d m i n i s t r a t i o n .  

MTDC c a n n o t  t u r n  t o  t h e  s t a t e  f o r  i n c r e a s e d  f u n d i n g ,  s i n c e  a  M a s s a c h u s e t t s  

v o t e r  i n i t i a t i v e  p a s s e d  i n  N ovem be r 1 9 8 0  l i m i t s  l o c a l  p r o p e r t y  t a x e s  

a nd  l i a s  t h u s  p u t  g r e a t e r  s t r a i n s  o n  s t a t e  f y n d s .  MTDC m anagemen t h a s  

a  g o a l  o f  m a k in g  MTDC f u l l y  s e l f - s u f f i c i e n t  by  1 9 8 3 .  E v e n t s  o f  t h e  l a s t  

y e a r  h a v e  d e m o n s t r a t e d  i t s  v u l n e r a b i l i t y  t o  c h a n g e s  i n  t h e  e c o n o m ic  

and  p o l i t i c a l  e n v i r o n m e n t .

Structure

MTDC i s  g o v e r n e d  by an  e le v e n -m e m b e r  b o a r d  o f  d i r e c t o r s  com posed  

o f  b u s i n e s s  and  f i n a n c i a l  r e p r e s e n t a t i v e s .  T he  b o a r d  i n c l u d e s  t h e  

L i e u t e n a n t  G o v e r n o r  a n d  t h e  S t a t e  S e c r e t a r y  o f  E c o n om ic  D e v e lo p m e n t .

T he  p r o f e s s i o n a l  s t a f f  i n c l u d e s  t h r e e  i n v e s t m e n t  a n a l y s t s ,  e a c h  e x ­

p e r i e n c e d  i n  e v a l u a t i n g  t e c h n o l o g i c a l  p r o d u c t s  and  m a r k e t s  and  f a m i l i a r  

w i t h  t h e  o p e r a t i o n s  o f  p r i v a t e  v e n t u r e  c a p i t a l i s t s .  The  C o r p o r a t i o n  i s  

r e q u i r e d  t o  p u b l i s h  an  a n n u a l  a u d i t e d  f i n a n c i a l  r e p o r t .
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A n a l y s i s

MTDC h a s  i n v e s t e d  $ 9 5 0 , 0 0 0  o f  i t s  own f u n d s  i n  f i v e  v e n t u r e s  w i t h  

c o n c u r r e n t  p r i v a t e  s e c t o r  i n v e s t m e n t s  o f  $ 3 , 0 2 0 , 0 0 0 .  MTDC p r o j e c t s  t h e  

c r e a t i o n  o f  6 0 0  new j o b s  r e s u l t i n g  f r o m  i t s  i n v e s t m e n t s .  I t  h a s  a l s o  

i s s i s t e d  m o re  t h a n  a  d o z e n  e n t r e p r e n e u r s  a n d  new c o m p a n ie s  i n  s e c u r i n g  

s e v e r a l  m i l l i o n s  o f  d o l l a r s  i n  f i n a n c i n g  f r o m  v a r i o u s  c o n v e n t i o n a l  

s o u r c e s  w i t h o u t  i n v e s t i n g  i t s  own f u n d s .

MTDC r e p r e s e n t s  a  u s e f u l  m o d e l  o f  a  p u b l i c l y  m anaged  p r o v i d e r  o f  

e q u i t y  c a p i t a l  t o  e n t r e p r e n e u r s  a n d  new b u s i n e s s e s  who f i n d  i t  d i f f i c u l t ,  

f o r  r e a s o n s  o f  r i s k  a nd  s i z e ,  t o  a c q u i r e  f u n d s  f r o m  c o n v e n t i o n a l  i n v e s t o r s .  

MTDC d o e s  n ' t  f i n a n c e  s t a r t - u p s  w h i c h ,  a f t e r  e v a l u a t i o n  b y  MTDC a n a l y s t s ,  

a p p e a r  t o  h a v e  o n l y  a  s l i m  c h a n c e  f o r  s u c c e s s .  I t s  a b i l i t y  t o  a c c e p t  

s i g n i f i c a n t l y  l o w e r  r e t u r n s  o n  i n v e s t m e n t  th a n  p r i v a t e  v e n t u r e  c a p i t a l  

f i r m s  a nd  i t s  l o n g e r  t im e  h o r i z o n s  a l l o w  MTDC t o  f i n a n c e  v i a b l e  s t a r t - u p s  

t h a t  c o n v e n t i o n a l  l e n d e r s  w i l l  n o t  c o n s i d e r .  I t s  p r im a r y  p r o b l e m s  

r e s u l t  f r o m  a d e p e n d e n c y  on  a n n u a l  p u b l i c  ( f e d e r a l  g r a n t  and  s t a t e  

a p p r o p r i a t i o n s )  f u n d s  and  f r o m  a  s l o w  s t a r t  s tem m in g  f r o m  managem en t 

p r o b l e m s  d u r i n g  i t s  e a r l y  m o n th s .

T he  MTDC m o d e l  w o r k s  p a r t i c u l a r l y  w e l l  i n  M a s s a c h u s e t t s  b e c a u s e  o f  

t h e  e x i s t e n c e  o f  l a r g e  num be rs  o f  t e c h n o l o g i c a l l y  o r i e n t e d  f i r m s  i n  t h e  

a r e a  an d  b e c a u s e  o f  t h e  c o n t i n u i n g  a v a i l a b i l i t y  o f  e n t r e p r e n e u r s  w i t l i  

new i d e a s .  T he  m o d e l  i s  r c f l i c a b l e  w h e r e v e r  s t a t e s  a r e  w i l l i n g  t o  p r o v i d e  

i n i t i a l  o p e r a t i n g  e x p e n s e s ,  w h e r e  p o t e n t i a l  new v e n t u r e s  a r e  i n  l a r g e  

e n o u g h  s u p p l y  t o  make i n v e s tm e n t s  p o s s i b l e ,  and  w h e r e  s t a f f  e x p e r i e n c e d  

in  r i s k  c a p i t a l  a n a l y s i s  ‘ s  a v a i l a b l e .  T o  a v o i d  t h e  s o r t  o f  d e p e n d e n c y  

o n  c o n t i n u i n g  a p p r o p r i a t i o n  o f  p u b l i c  f u n d s  t h a t  MTDC now f a c e s ,  s t a t e s
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c o n s i d e r i n g  t h e  e s t a b l i s h m e n t  o f  a n  M TDC -typ e  o r g a n i z a t i o n  s h o u l d  c o n ­

t e m p l a t e  t h e  u s e  o f  b o n d i n g  a u t h o r i t y  t o  p r o v i d e  a  s e c u r e  a n d  l o n g - t e r m  

s u p p l y  o f  f u n d s  t o  t h e  o r g a n i z a t i o n .
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CONNECTICUT PRODUCT DEVELOPMENT CORPORATION: 

P r o d u c t  D e v e lo p m e n t  F i n a n c e

I n t r o d u c t i o n

The  C o n n e c t i c u t  P r o d u c t  D e v e lo p m e n t  C o r p o r a t i o n  (CPDC) i s  a  q u a s i ­

p u b l i c ,  n o n - p r o f i t  o r g a n i z a t i o n  a u t h o r i z e d  t o  p r o v i d e  r i s k  c a p i t a l  t o  

C o n n e c t i c u t  b u s i n e s s e s  d e v e l o p i n g  new p r o d u c t s ,  p r o c e d u r e s  o r  t e c h n i q u e s .  

M o d e le d  a f t e r  t n e  N a t i o n a l  R e s e a r c h  D e v e lo p m e n t  C o r p o r a t i o n  o f  

G r e a t  B r i t a i n ,  CPDC s e e k s  t o  b r i d g e  t h e  g a p  b e tw e e n  r e s e a r c h  a n d  i n n o v a ­

t i o n  o n  o n e  s i d e  a nd  p r o d u c t  m a n u f a c t u r e  an d  s a l e s  on  t h e  o t h e r .  I n  

r e t u r n  f o r  i t s  i n v e s t m e n t s ,  CPDC g e t s  r o y a l t y  p a y m e n t s .

P u r p o s e

C r e a t i o n  o f  CPDC i n  1 9 7 3  was i n  r e s p o n s e  t o  a  s h o r t a g e  o f  v e n t u r e  

c a p i t a l  t o  p r o m o t e  d e v e l o p m e n t  a nd  e x p l o i t a t i o n  o f  new p r o d u c t s  by  s m a l l  

f i r m s  i n  t h e  s t a t e .  S i n c e  new p r o d u c t s  d o  n o t  h a v e  t r a c k  r e c o r d s  and  

p r o v e n  m a r k e t  s h a r e s ,  s m a l l e r  f i r m s  h a v e  t r o u b l e  o b t a i n i n g  t h e  n e c e s s a r y  

f i n a n c i a l  a s s i s t a n c e  t o  d e v e l o p  new p r o d u c t s .  T he  C o n n e c t i c u t  l e g i s l a t u r e  

f e l t  t h a t  t h e  v e n t u r e  c a p i t a l  s h o r t a g e  c o n t r i b u t e d  t o  a s e r i o u s  d e c r e a s e  

i n  t h e  d e v e l o p m e n t  o f  new b u s i n e s s  e n t e r p r i s e  a n d  j o b  o p p o r t u n i t i e s  i n  

t h e  s t a t e .  By m a k in g  r i s k  c a p i t a l  a v a i l a b l e  f o r  new c o m m e r c i a l  p r o d u c t s ,  

t h e  s t a t e  s e e k s  t o  e n c o u r a g e  new em p lo ym en t  a n d  g e n e r a t e  p u b l i c  r e v e n u e s .

New p r o d u c t  d e v e l o p m e n t  i s  an  i m p o r t a n t  f o rm  o f  e x p a n s i o n  f o r  

e x i s t i n g  e n t e r p r i s e s  and t h e  c r e a t i o n  o f  new f i r m s .  I t  i s  a l s o  a  m a j o r  

v e h i c l e  f o r  t e c h n o l o g i c a l  c h a n g e  and  p r o d u c t i v i t y  g a i n s .  I n v e s t i n g  

i n  new p r o d u c t s  i s  i n h e r e n t l y  r i s k y  b e c a u s e  t h e r e  i s  s o  l i t t l e  i n f o r m a ­

t i o n  a b o u t  p r o d u c t i o n  c o s t s  o r  m a r k e t i n g  f a c t o r s .  W i t h  l i t t l e  p r i v a t e  

f i n a n c i n g  a v a i l a b l e  f o r  p r o d u c t  d e v e l o p m e n t  a n d  f e d e r a l  r e s e a r c h  and
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d e v e l o p m e n t  c o n t r a c t s  g e n e r a l l y  d r y i n g  u p ,  o n l y  t h e  l a r g e s t  e n t e r p r i s e s  

c a n  a f f o r d  t h e  t e c h n o l o g i c a l  r i s k s  o f  p r o d u c t  d e v e l o p m e n t .  T h e y  c a n  p u t  

R&D f u n d s  i n t o  s e v e r a l  a r e a s  a t  o n c e  i n  t h e  h o p e  t h a t  o n e  p r o d u c t  w i l l  

b e  a  w i n n e r .

D e b t  i s  a n  e x t r e m e l y  d i f f i c u l t  s o u r c e  o f  f u n d i n g  f o r  new p r o d u c t  

d e v e l o p e r s  t o  o b t a i n  b e c a u s e  l e n d e r s  a r e  s o  r i s k  a v e r s e .  I t  i s  a l s o  

i n a p p r o p r i a t e ,  s i n c e  i t  r e q u i r e s  p a ym en t s  b e f o r e  t h e  f i r m  h a s  e v e n  b egun  

t o  g e n e r a t e  p r o f i t s .  T r a d i t i o n a l  e q u i t y  w o u ld  b e  i d e a l ,  b u t  i t  i s  l a r g e l y  

u n a v a i l a b l e  f o r  s m a l l  f i r m s .  T he  f u n d s  CPDC c a n  p r o v i d e ,  d i r e c t  i n v e s tm e n t s  

i n  p r o d u c t s ,  o f f e r  a  w e lc om e  a l t e r n a t i v e  t o  d e b t  a n d  e q u i t y  f o r  f i r m s  

e n g a g e d  i n  p r o d u c t  d e v e l o p m e n t .  CPDC d o e s  n o t  u s e  i t s  f u n d s  t o  t a k e  an  

e q u i t y  p o s i t i o n  i n  t h e  f i r m  b u t ,  r a t h e r ,  h e l p s  t o  u n d e r w r i t e  a p o r t i o n  o f  

t h e  p r o d u c t  d e v e l o p m e n t  c o s t s .  I n  a n y  c a s e ,  C PD C 's  i n v e s t m e n t  i s  " p a t i e n t  

c a p i t a l . "  I t  p l a n s  t o  c o n c e n t r a t e  o n  m a r k e t a b l e  p r o d u c t s ,  n o t  c o m p a n i e s ,  

w h ic h  i t  deem s t o  h a v e  t h e  p o t e n t i a l  f o r  j o b  c r e a t i o r  i n  C o n n e c t i c u t .  

R e a l i s t i c a l l y ,  CPDC f i g u r e s  t h a t  o n l y  a b o u t  30% o f  i t s  i n v e s t m e n t s  w i l l  

p a y  o f f .

I n  t h e  y e a r  e n d in g  J u n e  3 0 ,  1 9 8 0 ,  CPDC a p p r o v e d  i n v e s t m e n t s  i n  s e v e n  

new d e v e l o p m e n t  p r o j e c t s  t o t a l i n g  $ 7 4 2 , 0 0 0 .  I n  i t s  s e v e n - y e a r  l i f e ,  

i t  h a s  i n v e s t e d  a t o t a l  o f  $ 2 . 1  m i l l i o n  i n  2 6  p r o j e c t s .  G e n e r a l l y ,  t h e  

i n v e s t m e n t s  a r e  f o r  j o i n t  v e n t u r e s .

A t  p r e s e n t  CPDC i s  n o t  r e q u i r e d  t o  r e im b u r s e  t h e  s t a t e  f o r  i n t e r e s t  

and  p r i n c i p a l  p a ym en t s  o n  t h e  b ond  t h e  s t a t e  s e l l s  t o  f i n a n c e  t h e  c o r p o r a ­

t i o n .  H ow e v e r ,  t h e  S t a t e  Bond C o m m is s io n  c o u l d  a s k  t h e  CPDC t o  make t h e s e  

p a y m e n t s .

U s e s
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S o u r c e s

T he  l e g i s l a t i o n  c r e a t i n g  CPDC a u t h o r i z e d  t h e  s a l e  o f  $ 1 0  m i l l i o n  i n  

g e n e r a l  o b l i g a t i o n  b o n d s  b y  t h e  C o n n e c t i c u t  B ond  C o m m is s i o n .  T h e  am oun t  

h a s  s i n c e  b e e n  r e d u c e d  t o  $ 6  m i l l i o n .  The  b o n d s  a r e  s o l d  i n  s e r i e s  a n d  

t h e  r e v e n u e s  a r e  f o r w a r d e d  t o  CPDC f o r  i n v e s t m e n t  and  o p e r a t i n g  p u r p o s e s .

I n  f i s c a l  1 9 8 0 ,  $ 6 8 , 0 0 0  was g e n e r a t e d  t h r o u g h  r o y a l t y  in c o m e .  R o y a l t y  

in c om e  i s  e x p e c t e d  t o  i n c r e a s e  i n  1 9 8 1  when s e v e r a l  new p r o d u c t s  a r e  

i n t r o d u c e d  i n t o  t h e  n u v r k e t .  E v e n t u a l l y ,  CPDC a im s  t o  become s e l f - s u f f i c i e n t  

o n  i t s  r o y a l t y  in c om e  f r o m  p r o d u c t s ,  w h ic h  g e n e r a l l y  am ou n ts  t o  5%.

One a d v a n t a g e  f o r  CPDC i s  t h a t ,  u n l i k e  n o rm a l  e q u i t y  i n v e s t m e n t s ,  i t  

r e c e i v e s  i t s  r o y a l t y  p a y m e n t s  o f f  t h e  t o p ,  b e f o r e  d e b t  s e r v i c e  p a y m e n t s  

a n d  e x p e n s e s  h a v e  b e e n  .n e t .

S t r u c t u r e

CPDC i s  s u p e r v i s e d  b y  a b o a r d  o f  d i r e c t o r s  com posed  o f  s i x  members  

who a r e  a p p o i n t e d  f o r  s i x - y e a r  t e rm s  b y  t h e  G o v e r n o r .  I t  s e e k s  t o  h a v e  

a t  l e a s t  f o u r  d i r e c t o r s  w i t h  s k i l l ,  k n o w le d g e ,  and  e x p e r i e n c e  i n  t h e  

d e v e l o p m e n t  o f  t e c h n i c a l  i n n o v a t i o n .  T he  b o a r d  m e e t s  m o n t h l y  a n d  i s  

a u t h o r i z e d  t o  h i r e  t h e  p r e s i d e n t  o f  t h e  CPDC, t o  s e t  g e n e r a l  p o l i c i e s ,  a n d  

t o  a p p r o v e  a l l  v e n t u r e  a g r e e m e n t s .  CPDC s t a f f  c o n s i s t s  o f  t h e  p r e s i d e n t ,  

tw o  s e n i o r  p r o j e c t  e x e c u t i v e s ,  a n d  an  e x e c u t i v e  s e c r e t a r y .  CPDC a l s o  u s e s  

o u t s i d e  p r o f e s s i o n a l  c o n s u l t a n t s .  I t  d o e s  n o t  h a v e  i t s  own RSD o r  

d e v e l o p m e n t  f a c i l i t i e s .



Alas k a  H i g h - R i s k

I n v e s t m e n t  V e h i c l e s
1 2 / 7 / 8 1  
p a g e  1 0

A n a l y s i s

D e s p i t e  t h e  many a d v a n t a g e s  o f  r o y a l t i e s ,  t h e  CPDC i s  s e v e r e l y  

l i m i t e d  i n  t h e  k i n d s  o f  f i n a n c i n g  i t  c a n  p r o v i d e  c o m p a n i e s  a t  d i f f e r e n t  

s t a g e s  o f  t h e i r  p r o d u c t  d e v e l o p m e n t  c y c l e s .  F o r  e x a m p le ,  CPDC b e l i e v e s  

t h a t ,  f o l l o w i n g  t h e  d e v e l o p m e n t  o f  t h e  p r o d u c t ,  c o n v e n t i o n a l  f i n a n c i n g  

w i l l  b e  a v a i l a b l e  f o r  t h e  l a t t e r  s t a g e s  o f  t h e  p r o d u c t  c y c l e .  F o r  many 

p r o d u c t s  t h e  d e v e l o p m e n t ,  t o o l i n g ,  a n d  i n i t i a l  m a r k e t i n g  s t a g e s  t e n d  t o  

be  i n t e r m i x e d .  A s a  r e s u l t ,  c o n v e n t i o n a l  f i n a n c i n g  w i l l  b e  d i f f i c u l t ,

i f  n o t  i m p o s s i b l e ,  t o  o b t a i n .

A l o o k  a t  t h e  M a s s a c h u s e t t s  T e c h n o l o g y  D e v e l o p m e n t  C o r p o r a t i o n  (MTDC) 

o f f e r s  o t h e r  i d e a s  f o r  f i n a n c i n g  m ech an ism s  CPDC m ig h t  d e v e l o p  t o  p r o v i d e  

g r e a t e r  h e l p  t o  s m a l l  b u s i n e s s e s  an d  new j o b  g e n e r a t i o n  i n  t h e  s t a t e .

T he  w i d e - r a n g i n g  p o w e r s  o f  MTDC i n c l u d e  t h e  a b i l i t i e s  t o  make e q u i t y  

i n v e s t m e n t s  s u b o r d i n a t e d  l o n g - t e r m  l o a n s ,  f i n a n c e  f e a s i b i l i t y  s t u d i e s ,  

a n d  p r o v i d e  t e c h n i c a l  a s s i s t a n c e  t o  t h e -m a n a g e m e n t  o f  t h e  e n t e r p r i s e .

E ach  o f  t h e s e  f i n a n c i n g  m ech an ism s  s e r v e s  t o  m e e t  t h e  v a r i o u s  n e e d s  o f

a  f i r m ,  o r  p r o d u c t ,  o v e r  i t s  l i f e  c y c l e .  By e m p l o y i n g  s u c h  a w id e

r a n g e  o f  f i n a n c i n g  a r r a n g e m e n t s ,  MTDC i s  n o t  r e s t r i c t e d  t o  p r o d u c t  

d e v e l o p m e n t .  I t  c a n  a l s o  a s s i s t  a  f i r m  i n  o t h e r  s t a g e s  o f  d e v e l o p m e n t .  

MTDC t h u s  h a s  a  much g r e a t e r  c a p a c i t y  t o  s t i m u l a t e  a n d  e n h a n c e  t h e  

g r o w th  o f  y o u n g  f i r m s ,  and  o v e r a l l  e c o n o m ic  a c t i v i t y ,  t h a n  CPDC.

CPDC c u r r e n t l y  s u f f e r s  f r o m  f u n d i n g  c o n s t r a i n t s .  I t  h a s  b e e n  

p r o h i b i t e d  f r o m  d r a w i n g  down t h e  e n t i r e  am oun t  o f  i t s  a u t h o r i z a t i o n  by  

t h e  S t a t e  Bond  C o m m is s i o n ,  w h ic h  i s  h e a d e d  by  t h e  G o v e r n o r .  U n d e r  t h e s e  

c i r c u m s t a n c e s ,  CPDC m u s t  a p p l y  f o r  b on d  money o n  a  p r o j e c t - b y - p r o j e c t  

b a s i s .  T h e  u n f o r t u n a t e  r e s u l t  i s  t h a t  C PD C 's  i n d e p e n d e n t  j u d g e m e n t  and  

e v a l u a t i o n  o f  f u n d i n g  a p p l i c a t i o n s  i s  c o m p ro m is e d  b e c a u s e  i t  i s
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e x c e s s i v e l y  s e n s i t i v e  t o  t h e  s h o r t e r - r u n  c o n c e r n s  o f  t h e  s t a t e  t r e a s u r y  

a n d  t h e  G o v e r n o r ' s  o f f i c e .

T h i s  i s  i n  s h a r p  c o n t r a s t  t o  t h e  o p e r a t i o n s  o f  t h e  M a s s a c h u s e t t s  

C om m un ity  D e v e lo p m e n t  F i n a n c e  C o r p o r a t i o n  (CDFC) w h ic h  r e c e i v e d  

i t s  e n t i r e  $ 1 0  m i l l i o n  b o n d  a u t h o r i z a t i o n  a t  o n e  t im e .  T h i s  h a s  e n a b l e d  

CDFC t o  p l a n  a h e a d  an d  t o  b e  r e l a t i v e l y  immune f r o m  p o l i t i c a l  m a n i p u l a ­

t i o n .  T h e r e  may b e  a  d a n g e r  i n  t o o  much i n d e p e n d e n c e  a n d  i n s u f f i c i e n t  

a c c o u n t a b i l i t y  t o  t h e  e x e c u t i v e  o r  l e g i s l a t i v e  b r a n c h e s  o f  g o v e r n m e n t .  

Some f o rm  o f  o v e r s i g h t  i s  n e c e s s a r y  t o  e n s u r e  t h a t  t h e  i n s t i t u t i o n  i s  

b o t h  f i n a n c i a l l y  s o u n d  and  m a k in g  t h e  e c o n o m ic  im p a c t  c o n s i s t e n t  w i t h  i t s  

l e g i s l a t i v e  p u r p o s e .
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MASSACHUSETTS COMMUNITY DEVELOPMENT FINANCE CORPORATION: 

C om m u n i t y -B a s e d  n t u r e  F i n a n c e

I n t r o d u c t i o n

The  M a s s a c h u s e t t s  C omm un ity  D e v e lo p m e n t  F i n a n c e  C o r p o r a t i o n  (CDFC) 

r e p r e s e n t s  t h e  n a t i o n ' s  f i r s t  p u b l i c l y  owned a g e n c y  o r g a n i z e d  t o  p r o v i d e

v e n t u r e  c a p i t a l  f o r  new e n t e r p r i s e  d e v e l o p m e n t  i n  d e p r e s s e d  a r e a s .

CDFC i s  u n i q u e  i n  t h a t  i t  i s  s p e c i f i c a l l y  a u t h o r i z e d  t o  p r o v i d e  e o u i t y  

i n v e s tm e n t s  i n  t h e  c r e a t i o n  o f  new b u s i n e s s e s /  p r e c i s e l y  t h e  f o rm  o f  

c a p i t a l  m o s t  a p p r o p r i a t e  t o  t h e  n e e d s  o f  new f i r m s .

P u r p o s e

CDFC was i n i t i a t e d  by  M a s s a c h u s e t t s  i n  1 9 7 5  t o  p r o v i d e  a c c e s s  t o  

v e n t u r e  c a p i t a l  f o r  t h e  d e v e l o p m e n t  o f  new e n t e r p r i s e s  i n  d e p r e s s e d  

a r e a s .  A c o r r o l l a r y  p u r p o s e  o f  CDFC i s  t o  h e l p  c o r r e c t  t h e  

d e s t a b i l i z i n g  s h i f t s  o f  p r i v a t e  c a p i t a l  away f r o m  d e t e r i o r a t i n g  a r e a s .

A r e a s  s e e k i n g  h e l p  f r o n  CDFC m us t be b l i g h t e d  o r  e c o n o m i c a l l y  d e p r e s s e d ,  

h a v e  l e s s  t h a n  1 1 5 , 0 0 0  p e r s o n s ,  a nd  h a v e  an  a v e r a g e  h o u s e h o l d  in com e  

a t  l e a s t  l S I  b e l o w  t h a t  o f  t h e  e n t i r e  s t a n d a r d  m e t r o p o l i t a n  s t a t i s t i c a l  

a r e a  (SM SA ) . T h e s e  r e q u i r e m e n t s  a r e  i n t e n d e d  t o  a s s u r e  t h a t  CDFC f u n d s  

a r e  w e l l  t a r g e t e d .

The s t a t u t e  a l s o  d i r e c t s  t h a t  a l l  CDFC i n v e s tm e n t s  h e  made t o  b u s i n e s s e s  

c o n t r o l l e d  b y  l o c a l  CDCs . A CDC, b e i n g  c o m m u n i t y - s p o n s o r e d  a n d  c o m m u n i t y -  

c o n t r o l l e d ,  h e l p s  a s s u r e  t h a t  c a p i t a l  w i l l  n o t  f l o w  o u t  o f  p o o r e r  n e i g h b o r ­

h o o d s  t o  m o re  p r o s p e r o u s  o n e s .  To be e l i g i b l e ,  a CDC m u s t  be  a q u a s i - p u b l i c ,
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n o n - p r o f i t  c o r p o r a t i o n  whose  m em b e r s h ip  i s  o p e n  t o  a l l  r e s i d e n t s  o f  t h e  

t a r g e t e d  a r e a .  A m a j o r i t y  o f  t h e  CDC b o a r d  m u s t  be e l e c t e d  b y  i t s  

m em b e rs h ip  o r  a p p o i n t e d  b y  e l e c t e d  g o v e r n m e n t  o f f i c i a l s .  T h e s e  l e q a l  

r e q u i r e m e n t s  e n s u r e  t h a t  t h e  CDC i s  s u f f i c i e n t l y  " p u b l i c "  t o  o v e r c o m e
r)

t h e  s t a t e  c o n s t i t u t i o n a l  b an  a g a i n s t  t h e  u s e  o f  p u b l i c  m o n i e s  f o r  p r i v a t e  

g a i n .  The  u s e  o f  CDC 's  a s  i n t e r m e d i a r i e s  i s  an  i n t e q r a l  e l e m e n t  i n  

a c h i e v i n g  C D FC 's  p u r p o s e .

U s e s

CDFC i n v e s t m e n t s  a r e  i n t e n d e d  f o r  p r o j e c t s  w h e r e  t h e r e  a r e  e x p e c t e d  

s o c i a l  r e t u r n s ,  b u t  t h e  b u s i n e s s e s  m u s t  be  a b l e  t o  p r o v i d e  f i n a n c i a l  

o p e r a t i n g  i n f o r m a t i o n .  T h i s  a s s u r e s  t h e  a p p r o v i n g  b o a r d  t h a t  i n v e s t m e n t s  

a r e  b o t h  r e a s o n a b l y  s o u n d  and  t h a t  p u b l i c  p u r p o s e s  w i l l  be a d d r e s s e d .  

P r i v a t e  v e n t u r e  c a p i t a l i s t s  i n v e s t  i n  f i r m s  h a v i n g  g o o d  p r o f i t  p o t e n t i a l ,  

and  t h e y  r o u t i n e l y  s e e k  a 25% t o  40% r e t u r n  on  t h e i r  i n v e s t e d  e q u i t y .  CDFC 

by  c o n t r a s t ,  i n v e s t s  p r i m a r i l y  t o  p r o m o t e  e c o n o m ic  d e v e l o p m e n t ,  e v e n  i f  

t h e  fu n d e d  v e n t u r e s  may b e  o n l y  m a r g i n a l l y  s u c c e s s f u l .

S i n c e  i n v e s tm e n t s  a r e  s p e c i f i c a l l y  l i m i t e d  t o  d e p r e s s e d  a r e a s ,  by 

d e f i n i t i o n  CDFC f a c e s  i n c r e a s e d  c o s t s  and  h i g h e r  r i s k s .  B e i n g  a p u b l i c  

e n t i t y ,  t h o u q h ,  moans t h a t  h i g h e r  r i s k s  d o  n o t  n e c e s s a r i l y  n e ed  t o  be 

c om p e n s a te d  b y  a h i g h e r  r a t e  o f  f i n a n c i a l  r e t u r n .  CDFC b r i d g e s  a c r i t i c a l  

g ap  i n  c a p i t a l  m a r k e t s  a s  C D C - s p o n s o r e d  v e n t u r e s  r a r e l y  a t t r a c t  p r i v a t e  

i n v e s t m e n t .
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W h i l e  s t a t u t o r y  s a f e g u a r d s  e x i s t  t o  a s s u r e  a p p r o p r i a t e  t a r g e t i n g  

o f  f u n d s ,  CDFC m u s t  o p e r a t e  l i k e  a n y  o t h e r  i n v e s t o r  w h ose  f u t u r e  d e p e n d s  

upon  a  h i s t o r y  o f  p r o f i t - m a k i n g  in v e .  am en ts  w h ic h  c a n  p r o v i d e  a r e t u r n  

on  t h e  a g e n c y ' s  i n i t i a l  c a p i t a l i z a t i o n .

To d a t e ,  CDFC h a s  p a c k a g e d  a v a r i e t y  o f  v e n t u r e  d e a l s  w h ic h  t o t a l  

more  t h a n  $2 m i l l i o n  i n  c o m m i t t e d  CDFC f u n d i n g .  A lm o s t  e v e r y  d e a l  h a s  

i n v o l v e d  some f o rm  o f  e q u i t y  i n v e s t m e n t  i n  t h e  f o rm  o f  common o r  p r e f e r r e d  

s t o c k  i n  t h e  b o r r o w i n g  v e n t u r e .  A d d i t i o n a l l y ,  m o s t  i n v e s t m e n t s  h a v e  

i n c l u d e d  a l o n g - t e r m ,  m a r k e t  i n t e r e s t  r a t e  l o a n .  CDFC f i n a n c i n g  i s  u s u a l l y  

b u t  o n e  p a r t  o f  a l a r g e r  p a c k a g e  w h e re  t h e  p a r t i c i p a t i n g  CDC and  a  l o c a l  

be- ; ,  o r  o t h e r  i n s t i t u t i o n a l  i n v e s t o r ,  j o i n  t o g e t h e r .  The CDFC p o r t i o n  

o f t e n  a c t s  a s  s e c u r i t y  f o r  o t h e r  l e n d i n g  c o m m i tm e n t s ,  w h ic h  w o u ld  n o t  

h a v e  b e e n  made w i t h o u t  t h e  u p - f r o n t  p r o v i s i o n  o f  c om p a ry  c a p i t a l .  E v e r y  

CD1,C d o l l a r  i n v e s t e d  s e r v e s  t o  l e v e r a g e  a b o u t  tw o  p r i v a t e  d o l l a r s .

•x<

S o u r c e s  ' '

CDFC Wc.s c a p i t a l i z e d  b y  a o n e - t im e  i s s u e  o f  M a s s a c h u s e t t s  g e n e r a l  

o b l i g a t i o n  f u n d s .  The  s t a t e  u s e d  t h e  $ 1 0  m i l l i o n  b on d  p r o c e e d s  t o  p u r c h a s e  

o n e  m i l l i o n  s h a r e s  o f  2 ?FC  common s t o c k  a t  $ 1 0  p a r  v a l u e .  CDFC i s  r e q u i r e d  

t o  i n v e s t  a t  l e a s t  $3  m i l l i o n  i n  g o v e rn m e n t  a n d  h i g h - g r a d e  c o r p o r a t e  

s e c u r i t i e s ,  w h ic h  a r e  c o n t a i n e d  i n  a  r e s e r v e  f u n d  t h a t  b a c k s  CDFC i n v e s t m e n t s  

and  p r o v i d e s  i n t e r e s t  in c om e  f o r  i t s  a n n u a l  o p e r a t i n g  b u d g e t .  CDFC d o e s  

n o t  h a v e  t o  p a y  o f f  t h e  s t a t e  b o n d s .  To d o  s o  w o u ld  h a v e  f o r c e d  i t  t o  

p a s s  t h e  c h a r g e s  on  t o  t h e  b u s i n e s s e s  i t  f i n a n c e s .  S i n c e  t h e  g o a l  o f
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th e  p r o g r a m  was t o  p r o v i d e  e q u i t y  c a p i t a l ,  t h e  s t a t e  c h o s e  n o t  t o  r e q u i r e  

a n y  d e f i n i t e  p a y b a c k .  M a s s a c h u s e t t s '  r e t u r n s  a r e  i n d i r e c t :  f r o m  i n c r e a s e d

p e r s o n a l  a n d  c o r p o r a t e  in c om e  t a x e s  o r i g i n a t i n g  i n  s u c c e s s f u l  v e n t u r e s  

a nd  new e m p lo y m e n t  a n d  f r o m  t h e  r e d u c e d  u n em p lo ym en t  b e n e f i t s  t h e  s t a t e  

h a s  t o  p a y .  The p o t e n t i a l  f o r  s t o c k  d i v i d e n d  p a y m e n t s  a l s o  h o l d  t h e  

p o s s i b i l i t y  f o r  d i r e c t  f i n a n c i a l  r e t u r n s  t o  t h e  s t a t e .  C D FC 's  u s e s  o f  

f u n d s  d o  n o t  m a tc h  i t ' s  s o u r c e s ,  s i n c e  i t s  v e r y  e x i s t e n c e  an d  f r e e d o m  

t o  i n v e s t  s t em  f r o m  a w i l l i n g n e s s  o f  t h e  s t a t e  t o  f o r e q o  d e b t  p a y b a c k s .

CDFC i s  r u n  b y  a  n i n e  member b o a r d  o f  d i r e c t o r s  a n d  managed  on  a 

d a y - t o - d a y  b a s i s  by  a f o u r - p e r s o n  s t a f f .  The b o a r d  i s  c o m p r i s e d  o f  t h r e e  

s t a t e  c a b i n e t  o f f i c e r s :  t h e  S e c r e t a r i e s  o f  A d m i n i s t r a t i o n ,  M anpow e r ,  and

C o m m u n i t i e s  and  D e v e l o p m e n t .  The r e m a i n i n g  s i x  members  a r e  a p p o i n t e d  b y  

t h e  G o v e r n o r  t o  f i v e - y e a r  t e rm s  e x p i r i n g  i n  d i f f e r e n t  y e a r s .  Two d i r e c t o r s  

m u s t  be  e x p e r i e n c e d  i n  i n v e s tm e n t  f i n a n c e ,  t h r e e  m u s t  be  m em bers  o f  

Community D e v e lo p m e n t  C o r p o r a t i o n s  and  r e s i d e  i n  g c o q r a p h i c  a r e a s  e l i g i b l e  

f o r  CDFC i n v e s t m e n t s ,  a n d  o n e  m u s t  r e p r e s e n t  o r g a n i z e d  l a b o r .

CDFC h a s  p r o v e n  t o  be  a h i g h l y  s k i l l e d  i n v e s t o r .  I t  h a s  b e en  r i q o r o u s  

i n  i t s  a n a l y s i s ,  w i t h  t h e  r e s u l t  t h a t  i t s  i n v e s tm e n t  p o r t f o l i o  i s  q u i t e  

c o n s e r v a t i v e .  The B o a r d  h a s  b e e n  e s p e c i a l l y  c a r e f u l  t o  f o l l o w  i t s  s t a t u t o r y  

d i r e c t i v e  and  t o  a s s u r e  t h a t  a l l  p r o j e c t s  a p p l y i n q  f o r  a s s i s t a n c e  m ee t 

e a c h  e l i g i b i l i t y  r e q u i r e m e n t .

S t r u c t u r e

A n a l y s i s
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CDFC i s  a p r im e  e x a m p le  o f  a c a p i t a l  m a r k e t  p e r f e c t i n g  o r g a n i z a t i o n .

I t  was m an d a te d  t o  o p e r a t e  o n l y  i n  t h o s e  a r e a s  n o t  b e i n g  s e r v e d  e f f e c t i v e l y  

t y  e x i s t i n g  p r i v a t e  i n v e s t o r s .  I t s  a b i l i t y  t o  i n v e s t  i n  a v a r i e t y  o f  

e n . e r p r i s e s  h e l p s  s p r e a d  r i s k s  t h a t  w o u ld  o c c u r  i f  i t  f u n d e d  o n l y  o n e  

b u s i n e s s .  CDFC i s  s e l f - p e r p e t u a t i n g  and  d o e s  n o t  d e p e n d  on  c o n s t a n t  

i n j e c t i o n s  o f  p u b l i c  f u n d s  t o  c o n t i n u e  o p e r a t i n g ,  a nd  i t  a p p e a r s  t h a t  

i t ' s  o r i g i n a l  c a p i t a l  h a s  b e e n  o f  s u f f i c i e n t  s i z e  t o  be  r e a s o n a b l y  e f f e c t i v e  

i n  h e l p i n g  new v e n t u r e s  i n  lo w  in c om e  a r e a s .

B e in g  an  e q u i t y  f i n a n c e r  a nd  f a c e d  w i t h  t h e  n e ed  t o  s c r e e n  a p p l i c a n t s  

f o r  a  v a r i e t y  o f  s t a t u t o r y  r e a s o n s ,  CDFC m u s t  n e c e s s a r i l y  p r o c e s s  a g r e a t  

d e a l  o f  i n f o r m a t i o n  o n  p o t e n t i a l  and  e x i s t i n q  b o r r o w e r s  w i t h  a s m a l l  s t a f f .  

H ig h  i n f o r m a t i o n  and  t r a n s a c t i o n  c o s t s  t h a t  c a n  l i m i t  s m a l l  f i r m s '  a c c e s s  

t o  c a p i t a l  m a r k e t s  a r e  s t i l l  c o n c e r n s .  H ow e v e r ,  CDFC p l a y s  a k e y  r o l e  

i n  p a c k a g i n g  l o a n s  i n  t h a t  i t  c a n  p r e v e n t  o t h e r  i n v e s t o r s  f r o m  h a v i n g  t o  

s p e n d  t im e  g a t h e r i n g  i n f o r m a t i o n .
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MASSACHUSETTS CAPITAL RESOURCE CORPORATION: 

I n s u r a n c e  I n d u s t r y  I n v e s tm e n t  P o o l

I n t r o d u c t i o n

The  M a s s a c h u s e t t s  C a p i t a l  R e s o u r c e  C o r p o r a t i o n  (MCRC) i s  a p u b l i c l y  

c h a r t e r e d ,  p r i v a t e l y  m anaged  an d  c a p i t a l i z e d  o r g a n i z a t i o n  c h a r g e d  w i t h  

p r o v i d i n g  l o n g - t e r m  l o a n s  a n d  e q u i t y  i n v e s t m e n t s  t o  s m a l l  f i r m s  t r a d i ­

t i o n a l l y  d e n i e d  a c c e s s  t o  p r i v a t e  c a p i t a l  m a r k e t s .  By M a rc h ,  1 9 8 1 ,

MCRC h ad  i n v e s t e d  $ 5 4 . 7  m i l l i o n  i n  4 9  c o m p a n ie s  and  had  e x c e e d e d  i t s  

l e g i s l a t i v e l y  m an d a te d  i n v e s tm e n t  s c h e d u l e .

P u r p o s e

S m a l l  b u s i n e s s e s  t r a d i t i o n a l l y  f i n d  i t  d i f f i c u l t  t o  o b t a i n  l o n g ­

t e rm  d e b t  f  . n a n c i n g  f r o m  c o m m e r c i a l  b a n k s  and  i n s t i t u t i o n a l  l e n d e r s  who 

f i n d  t h e  t r a n s a c t i o n  an d  i n f o r m a t i o n  c o s t s  o f  s m a l l  b u s i n e s s  p r o h i b i t i v e l y  

e x p e n s i v e  o r  who c o n s i d e r  s m a l l  a u s i n e s s  l e n d i n g  i n h e r e n t l y  r i s k y .

L i f e  i n s u r a n c e  c o m p a n i e s ,  p o t e n t i a l l y  a  l a r g e  s o u r c e  o f  l o n g - t e r m  f u n d s ,  

t e n d  t o  r e s t r i c t  i n v e s tm e n t s  t o  l a r g e  p u r c h a s e s  o f  t h e  r e l a t i v e l y  l i q u i d  

s e c u r i t i e s  o f  p u b l i c l y  t r a d e d  f i r m s .  T h e y  make r e l a t i v e l y  few  i n v e s t m e n t s  

i n  s m a l l ,  r i s k i e r  f i r m s  a l r e a d y  d e n i e d  a c c e s s  t o  o t h e r  s e c t o r s  o f  t h e  

c a p i t a l  m a r k e t .  T o  h e l p  c h a n n e l  f u n d s  t o  w e l l -m a n a g e d  s m a l l  f i r m s  w i t h  

n e e d  i o r  e x p a n s i o n  c a p i t a l ,  t h e  M a s s a c h u s e t t s  l e g i s l a t u r e  a g r e e d  t o  

r e d u c e  t a x e s  on  i n s u r a n c e  company  i n v e s t m e n t s  a n d  p rem ium s  o v e r  a  s e v e n -  

y e a r  p e r i o d .  The  c o m p l e t i o n  o f  t h e  s c h e d u l e d  t a x  r e d u c t i o n  was made 

c o n t i n g e n t  u p on  t h e  c a p i t a l i z a t i o n  o f  MCRC a t  $ 1 0 0  m i l l i o n  by  1 9 0 2  

a f t e r  f i v e  y e a r s  o f  $ 2 0  m i l l i o n  i n s t a l l m e n t s ,  and  t h e  i n v e s tm e n t  by  MCRC o f  

$ 6 0  m i l l i o n  by 1982. i n  a v a r i e t y  o f  " q u a l i f i e d  i n v e s t m e n t s "  d e s i g n a t e d  

i n  t h e  e n a b l i n g  l e g i s l a t i o n .  I n  a d d i t i o n ,  MCRC was c h a r g e d  w i t h  m e e t in g



Alas k a  H i g h - R i s k

Inves t m e n t  V e h i c l e s
12/7/81

p a g e  18

min imum r e q u i r e m e n t s  c o n c e r n i n g  t h e  num be r o f  j o b s  c r e a t e d  b y  v i r t u e  o f  

i t s  i n v e s t m e n t s .

U s e s

The  a v e r a g e  MCRC l o a n  i s  m o re  t h a n  $ 9 0 0 , 0 0 0 ,  w i t h  t h e  r a n g e  e x t e n d i n g  

f r o m  $ 1 2 5 , 0 0 0  t o  t h e  s t a t u t o r y  maximum o f  $ 5  m i l l i o n .  T he  a v e r s e  

m a t u r i t y  o f  i n v e s t m e n t s  i s  j u s t  u n d e r  1 1  y e a r s .  MCRC h a s  b e e n  c o n t a c t e d  

by  m o re  t h a n  8 5 0  c o m p a n ie s  d u r i n g  i t s  f i r s t  t h r e e  y e a r s  o f  o p e r a t i o n  anc 

h a s  c o n c e n t r a t e d  i t s  r e s o u r c e s  o n  p r o v i d i n g  s u b o r d i n a t e d  d e b t  t o  a  

v a r i e t y  o f  f i r m s .  Some 30% t o  40% o f  i t s  i n v e s t m e n t s  h a v e  b e en  i n  h i g h -  

t e c h n o l o g y  f i r m s .  T y p i c a l l y ,  i t s  c l i e n t s  h a v e  an  a n n u a l  s a l e s  r e v e n u e  r a n g ­

i n g  f r o m  $5  m i l l i o n  t o  $ 1 0  m i l l i o n .  L o a n s  c a r r i e d  i n  t h e  MCRC p o r t f o l i o  

a r e  s u b s t a n t i a l l y  m o re  r i s k y  t h a n  i n v e s t m e n t s  n o r m a l l y  made by  l i f e  

i n s u r a n c e  c o m p a n i e s .  C o n s e q u e n t l y ,  t h e  g e n e r a l  p a r t n e r s  e x p e c t  a  som ewha t 

h i g h e r  l e v e l  o f  d e f a u l t  t h a n  l i f e  i n s u r e r s  u s u a l l y  e x p e r i e n c e .  The 

im p o r t a n t  p o i n t ,  h o w e v e r ,  i s  t h a t  MCRC S e e k s  t o  a c h i e v e  t h e  h i g h e s t  p o s s i b l e  

r e t u r n  o n  i t s  i n v e s t m e n t s  a n d  d o e s  n o t  make l o a n s  t o  f i r m s  w hose  weak 

m a r k e t  p o s i t i o n  o r  l a c k  o f  m anagem en t d e p t h  d o e s  n o t  w a r r a n t  t h e  i n v e s tm e n t .

MCRC i s  r e q u i r e d  t o  e v a l u a t e  l o a n  a p p l i c a t i o n s  i n  t e rm s  o f  t h e  

b u s i n e s s ' s  a b i l i t y  t o  o b t a i n  c a p i t a l  on  s i m i l a r  t e rm s  f r o m  c o n v e n t i o n a l  

l e n d e r s .  MCRC a p p l i c a n t s  m u s t  a t t e m p t  t o  o b t a i n  f i n a n c i n g  o n  t e rm s  s i m i l a r  

t o  MCRC r e q u i r e m e n t s  f r o m  t h r e e  o t h e r  s o u r c e s  b e f o r e  t h e y  a r e  c o n s i d e r e d  

f o r  f i n a n c i n g .  MCRC i s  n o t  r e q u i r e d  t o  i n v e s t  i n  m a r g i n a l  f i r m s .  I n  

f a c t ,  i t s  e v a l u a t i o n  c r i t e r i a  a im  t o  s e l e c t  o n l y  t h o s e  b u s i n e s s e s  

whoso  h i s t o r y  and  m anagem en t q u a l i t y  t h e  f i r m  f o r  i n v e s t m e n t .  I t  i s  

r e q u i r e d  t o  make u n s e c u r e d  l o a n s  t o  s m a l l  f i r m s  w hose  s i z e  o r  p r o d u c t  

make i t  d i f f i c u l t  t o  o b t a i n  c a p i t a l ,  b u t  w hose  p o t e n t i a l  f o r  g r o w t h  and



p r o f i t a b i l i t y  i s  g o o d .  S p e c i f i c  i n v e s tm e n t  g u i d e l i n e s  p r o h i b i t  i n v e s t m e n t  

i n  r e a l  e s t a t e  d e v e l o p m e n t , '  p u b l i c  u t i l i t i e s ,  c o n s t r u c t i o n  c o n t r a c t i n g ,  o r  

r e t a i l  t r a d e .

H a v in g  s a t i s f i e d  t h e s e  g e n e r a l  l i m i t a t i o n s ,  MCRC m u s t  r e s t r i c t  

i t s  p l a c e m e n t s  t o  d e b t  a nd  e q u i t y  i n  b u s i n e s s e s  w hose  s e n i o r  d e b t  i s  

r a t e d  Baa  o r  b e l o w ,  i n v e s t m e n t s  w i t h  a m a t u r i t y  g r e a t e r  t h a n  f i v e  y e a r s ,  

a n d  i n v e s tm e n t s  up t o  a  maximum o f  $ 5  m i l l i o n .  MCRC m u s t  r e s e r v e  a t  l e a s t  

$3 m i l l i o n  t o  i n v e s t  i n  f i r m s  t h a t  m e e t  t h e  e l i g i b i l i t y  r e q u i r e m e n t s  f o r  

a  s m a l l  b u s i n e s s  i n v e s tm e n t  com pany  (S B IC )  l o a n .  F u r t h e r ,  MCRC c a n  

e s t a b l i s h  a  r e s e r v e  o f  up  t o  25% o f  l o a n a b l e  f u n d s  f o r  s e c u r e d  l o a n s ,  

d e b t  w i t h  m a t u r i t y  l e s s  t h a n  . ' . iv e  y e a r s ,  and  c e r t a i n  i n v e s t m e n t s  made 

t h r o u g h  f i n a n c i a l  i n t e r m e d i a r i e s .

MCRC's c h a r t e r  e s t a b l i s h e d  j o b - p e r f o r m a n c e  q u o t a s  f o r  1 9 8 1  t o  1 9 8 3  

o f  4 , 0 0 0  d i r e c t  j o b s  m a i n t a i n e d  o r  c r e a t e d .  T a x  p e n a l t i e s  a r e  p r e s c r i b e d  

f o r  t h e  i n s u r a n c e  i n d u s t r y  i f  t h e y  f a i l  t o  m e e t  t h i s  t a r g e t .  S h o u ld  

MCRC n o t  be  a b l e  t o  f i n d  s u f f i c i e n t  i n v e s t m e n t s  t o  m ee t  i t s  s c h e d u l e ,  

i t  may i n v e s t  up t o  10% o f  t o t a l  c o n t r i b u t e d  c a p i t a l  i n  s h o r t - t e r m  

s e c u r i t i e s .  H ow e v e r ,  s u c h  i n v e s t m e n t s  c a n n o t  be  c o u n t e d  a g a i n s t  " q u a l i f i e d  

r e q u i r e m e n t s .

S o u r c e s
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MCRC was c a p i t a l i z e d  i n  1 9 7 7  w i t h  $ 1 0 0  m i l l i o n  i n  f u n d s  p r o v i d e d  by 

a c o n s o r t i u m  o f  e i g h t  M a s s a c h u s e t t s - b a s e d  l i f e  i n s u r a n c e  c o m p a n ie s  i n  

r e t u r n  f o r  a sw e e p in g  r e s t r u c t u r i n g  o f  s t a t e  t a x e s  on  i n s u r a n c e  company  

i n v e s t m e n t s  and  p rem iu m s .  O p e r a t i n g  e x p e n s e s  i n  1 9 7 9  am oun ted  t o  j u s t  

o v e r  $ 5 6 7 , 0 0 0 .  MCRC i s  a f u l l y  s e l f - s u f f i c i e n t  o r g a n i z a t i o n ,  d e p e n d e n t  

o - l y  o n  c o n t i n u i n g  c o n t r i b u t i o n s  f r o m  i t s  l i f e  i n s u r a n c e  i n d u s t r y  s p o n s o r s  

f o r  b o t h  o p e r a t i n g  e x p e n s e s  and  l o a n a b l e  f u n d s .



S t r u c t u r e

MCRC h a s  a f u l l - t i m e  s t a f f  o f  f i v e  i n v e s tm e n t  a n a l y s t s  a nd  l o a n  

o f f i c e r s  a nd  tw o a d d i t i o n a l  s u p p o r t  s t a f f .  E a c h  p r o f e s s i o n a l  s t a f f  member 

h a s  s u b s t a n t i a l  e x p e r i e n c e  i n  b a n k  l e n d i n g  a n d  v e n t u r e  c a p i t a l  i n v e s t i n g .  

One s t a f f  member h a s  s p e c i f i c  e x p e r i e n c e  a s  an  u r b a n  l o a n  s p e c i a l i s t  

d e a l i n g  w i t h  i s s u e s  r e l a t i n g  t o  m i n o r i t y  l e n d i n g .  A f o u r -m e m b e r  E x e c u t i v e  

C o m m i t t e e ,  made up  o f  o f f i c e r s  f r o m  t h e  c o n t r i b u t i n g  l i f e  i n s u r a n c e  

c o m p a n i e s ,  a p p r o v e s  i n v e s t m e n t s .  An I n v e s t m e n t  C o m m i t t e e ,  w i t h  o n e  p u b l i c  

member a p p o i n t e d  b y  t h e  G o v e r n o r ,  s e t s  o v e r a l l  p o l i c y  f o r  MCRC. The  

S t a t e  C o m m i s s i o n e r  o f  I n s u r a n c e  m u s t  c e r t i f y  MCRC i n v e s t m e n t s ,  and  t h e  

S e c r e t a r y  o f  M anpower A f f a i r s  m u s t  c e r t i f y  t h e  num be r o f  j o b s  c r e a t e d  by  

MCRC i n v e s t m e n t s .  I n  a d d i t i o n ,  t h e  company  i s  r e q u i r e d  t o  f i l e  an  a n n u a l  

r e p o r t  w i t h  t h e  l e g i s l a t u r e  s u m m a r i z i n g  i t s  i n v e s t m e n t s ,  e m p lo y m e n t -  

g e n e r a t i n g  e f f e c t s ,  a nd  f i n a n c i a l  c o n d i t i o n .

A n a l y s i s  • •

An e v a l u a t i o n  o f  MCRC's f i r s t  t h r e e  y e a r s  mus ; n e c e s s a r i l y  be  g r o u n d e d  

on  i n c o m p l e t e  d a t a .  I t  i s  c l e a r ,  h o w e v e r ,  t h a t  w h a t  s u c c e s s  MCRC h a s  had 

i n  m a k in g  c a p i t a l  a v a i l a b l e  t o  s m a l l  b u s i n e s s e s  c a n  be  a t t r i b u t e d  t o :

1 .  s u f f i c i e n t  i n c e n t i v e  t o  m o t i v a t e  t h .• p r i v a t e  s e c t o r  t o  mak"! 
i n v e s t m e n t s  i t  m ig h t  o t h e r w i s e  i g n o r e ;

2 .  e x p e r t  s t a f f  a b ’ e  t c  i d e n t i f y  p r o f i t a b l e  i n v e s t m e n t s  and  
e x p e r i e n c e d  manageme <t t h a t  w o r k s  c l o s e l y  w i t h  i t s  c l i e n t s ;  and

3 .  a l a r g e  e n o u g h  c a p i t a l i z a t i o n  t o  e n a b l e  i t  t o  h a v e  a n  im m e d ia t e  
e f f e c t  o n  t h e  e x p a n s i o n  p l a n s  o f  s m a l l  b u s i n e s s e s .

The  p a r t i c u l a r  p o l i t i c a l  a n d  t a x  c o n s i d e r a t i o n s  t h a t  d e t e rm i n e d  

i t s  s t r u c t u r e  a nd  m a n d a te  may l i m i t  i t s  r e p l i c a b i l i t y  i n  o t h e r  s t a t e s ,  

p a r t i c u l a r l y  i n  t h e  F o u r  C o r n e r s  r e g i o n .  T he  e x i s t e n c e  o f  a l a r g e ,  

w e l l - d e v e l o p e d  p r i v a t e  c a p i t a l  mar' t  i n  New E n g l a n d ,  a nd  t h e  h i s t o r i c a l l y
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h i g h  l e v e l  o f  t a x e s  o n  t h e  i n s u r a n c e  i n d u s t r y  e n a b l e d  t h e  M a s s a c h u s e t t s  

l e g i s l a t u r e  t o  n e g o t i a t e  a  d e a l .  I t  t r a d e d  r e d u c e d  t a x e s  f o r  t h e  c r e a t i o n  

o f  MCRC.

S i n c e  MCRC was c a p i t a l i z e d  b y  l i f e  i n s u r e r s  t r y i n g  t o  r e d u c e  i n d u s t r y  

t a x e s ,  s.n a n a l y s i s  o f  t a x  l o s s e s  t o  t h e  s t a t e  i s  a l s o  i m p o r t a n t .  T h o  

b e s t  e s t i m a t e  o f  t h e  D e p a r tm e n t  o f  R e v e n u e  p o i n t s  t o  a  r e v e n u e  l o s s  t o  

t h e  s t a t e  o f  $ 8 1  m i l l i o n  b e tw e e n  1 9 7 7  a n d  1 9 8 7 ,  e v e n  a f t e r  i n c o r p o r a t i n g  

a  p r o j e c t e d  $ 6 2  m i l l i o n  g r o w t h  i n  r e v e n u e s  f r o m  o u t - o f - s t a t e  i n s u r e r s  

(who w e r e  n o t  s u b j e c t  t o  t h e  t a x  r e d u c t i o n ) . The  t a x  p a c k a g e  r e d u c e s  t h e  

a n n u a l  g r o w th  i n  t a x  r e v e n u e s  f r o m  $ 1 . 6  m i l l i o n  ( p r e - 1 9 7 7 )  t o  $ 7 0 0 , 0 0 0  

a f t e r  1 9 8 1 .  T a x e s  p a i d  b y  i n - s t a t e  i n s u r e r s  w i l l  n o t  r e a c h  t h e  1 9 7 6  

p e a k  ( $ 2 5  m i l l i o n )  u n t i l  s om e t im e  d u r i n g  t h e  1 9 9 0 s ,  t h o u g h  s u b s t a n t i a l  

g r o w t h  i n  r e v e n u e s  f r o m  o u t - o f - s t a t e  i n s u r e r s  w i l l  c a u s e  t o t a l  s t a t e  

r e v e n u e s  f r o m  t h e  i n s u r a n c e  i n d u s t r y  t o  i n c r e a s e  b e y o n d  1 9 7 6  l e v e l s  by 

1 9 8 7 .  i t  i s  i m p o r t a n t  t o  k e e p  i n  m ind  t h a t  t h e s e  f i g u r e s  d o  n o t  r e f l e c t  

e s t i m a t e s  o f  t a x  b e n e f i t s  t h a t  w i l l  r e s u l t  f r o m  MCRC i n v e s t m e n t s ,  i . e . ,  

i n c r e a s e d  t a x  r e v e n u e s  t h a t  s t em  f r o m  n e w ly  c r e a t e d  j o b s  a n d  e x p a n d e d  

b u s i n e s s  p r o d u c t i o n .

D e s p i t e  t h e  c o s t s  i n v o l v e d ,  W e s t e r n  s t a t e s  c o u l d  c a p i t a l i z e  on  

h i g h l y  t a x e d  i n d u s t r i e s  ( o i l  p r o d u c e r s ,  f o r  e x a m p le )  t o  i n d u c e  them  t o  

c a p i t a l i z e  s i m i l a r  i n s t i t u t i o n s  c h a r g e d  w i t h  p r o v i d i n g  d e v e l o p m e n t  f i n a n c e  

t o  s p e c i f i e d  c a t e g o r i e s  o f  b o r r o w e r s .  C r e a t i v e  u s e  o f  l e g i s l a t i v e  

" c a r r o t s "  a nd  " s t i c k s "  c a n  i n d u c e  p r i v a t e  s e c t o r  f i r m s  arid i n d u s t r i e s  t o  

e s t a b l i s h  q u a s i - p u b l i c  o r g a n i z a t i o n s  c h a r g e d  w i t h  m a k in g  i n v e s t m e n t s  t h a t  

b r i n g  p r o f i t a b l e  r e t u r n s  b o t h  t o  i n v e s t o r s  a n d  t h e  p u b l i c .
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BUS INESS AND INDUSTR IAL  DEVELOPMENT CORPORATIONS:

B u s i n e s s  D e v e lo p m e n t  L e n d -n g

I n t r o d u c t i o n

The  B u s i n e s s  a n d  I n d u s t r i a l  D e v e lo p m e n t  C o r p o r a t i o n  (B IDCO ) a s  a n  

i n s t i t u t i o n a l  f o rm  was d e v e l o p e d  b y  t h e  s t a t e  o f  C a l i f o r n i a  i n  1 9 7 7  a s  a n  

o f f s h o o t  o f  t h e  B u s i n e s s  D e v e lo p m e n t -  C o r p o r a t i o n  (B D C ) . U n d e r  C a l i f o r n i a  

l a w ,  B IDCOs a r e  a  new c l a s s  o f  i n d e p e n d e n t  f i n a n c i a l  i n s t i t u t i o n  l i c e n s e d  

a n d  r e g u l a t e d  b y  t h e  C a l i f o r n i a  S t a t e  B a n k in g  D e p a r tm e n t  b u t  p r i v a t e l y  

c a p i t a l i z e d  a nd  m an ag ed .  B IDCOs a c t  t o  f a c i l i t a t e  a c c e s s  t o  t h e  w id e  

v a r i e t y  o f  f e d e r a l  m a t c h i n g  a n d  g u a r a n t e e  p r o g r a m s  w h ic h  p r o v i d e  f i n a n c i n g  

a s s i s t a n c e  t o  s m a l l  b u s i n e s s e s .

P u r p o s e

B IDCOs w e re  f o rm e d  t o  p r o m o t e  t h e  e s t a b l i s h m e n t  a n d  e x p a n s i o n  o f  

b u s i n e s s  f i r m s  i n  t h e  s t a t e .  G e n e r a l l y ,  B IDCOs a r e  a  s o u r c e  o f  l o n g - t e r m  

d e b t  a n d ,  i n  some c a s e s ,  e q u i t y  t o  e n t e r p r i s e s  c o n s i d e r e d  t o o  r i s k y  by  

c o n v e n t i o n a l  l e n d e r s .  T h u s ,  t h e y  a r e  a  f i n a n c i n g  a l t e r n a t i v e  t o  t h e  t h i n l y  

c a p i t a l i z e d ,  h i g h l y  r e g u l a t e d ,  a n d  c o n s e r v a t i v e  c o m m e r c i a l  b a n k i n g  

i n s t i t u t i o n s .

U s e s

When B IDCOs u t i l i z e  f e d e r a l  f u n d i n g  p r o g r a m s ,  t h e y  m u s t  c o n f o r m  t o  

t h e  r e s t r i c t i o n s  o f  t h e  r e s p e c t i v e  f e d e r a l  p r o g r a m .  I n  o t h e r  l e n d i n g  

t h e y  o p e r a t e  u n d e r  few  r e s t r i c t i o n s .  B ID C O s , w h ic h  may be f o rm e d  

e i t h e r  a s  p r o f i t  o r  n o n - p r o f i t  i n s t i t u t i o n s ,  may f i n a n c e  s e v e r a l  t y p e s  

o f  b u s i n e s s  o r g a n i z a t i o n s .  T h e s e  i n c l u d e  p r o p r i e t o r s h i p s ,  p a r t n e r s h i p s ,  

c o r p o r a t i o n s  o r  c o o p e r a t i v e s .  I n  a d d i t i o n ,  B IDCOs may p r o v i d e  f i n a n c i n g
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t o  c e r t a i n  t y p e s  o f  f i n a n c i a l  i n t e r m e d i a r i e s  s u c h  a s  S m a l l  B u s i n e s s  

I n v e s t m e n t  C om p a n ie s  a nd  M i n o r i t y  S m a l l  B u s i n e s s  I n v e s t m e n t  C o m p a n i e s .

O f  c o u r s e ,  t h e  B ID C O s 1 s o u r c e s  o f  f u n d s  m u s t  m a tc h  i t s  u s e s .  To  

t h e  e x t e n t  t h a t  t h e  BIDCO r e c e i v e s  i t s  f u n d s  f r o m  c o m m e r c i a l  b a n k s ,  i t  

w i l l  l a r g e l y  b e  a  p r o v i d e r  o f  s h o r t - t e r m  d e b t .  T h r o u g h  t h e  u s e  o f  

f e d e r a l  p r o g r a m s  t h e  B IDCO c a n  p r o v i d e  l o n g - t  a rm  d e b t .  O n ly  i n f r e q u e n t l y  

c a n  i t  p r o v i d e  e q u i t y  c a p i t a l .

B IDCOs a r e  p r i m a r i l y  c a p i t a l i z e d  b y  i n d u s t r i a l  a n d  f i n a n c i a l  i n v e s t o r s  

w i t h i n  t h e  s t a t e .  T h e s e  c a n  i n c l u d e  m a n u f a c t u r i n g  f i r m s ,  i n s u r a n c e  

c o m p a n i e s ,  b a n k s ,  a n d  l o c a l  d e v e l o p m e n t  o r g a n i z a t i o n s .  S e c o r d l y ,  s i n c e  

B IDCOs a r e  l i c e n s e d  an d  r e g u l a t e d  b y  t h e  s t a t e ,  t h e y  a r e  e l i g i b l e  t o  be 

l e n d e r s  a nd  p a r t i c i p a n t s  i n  m o s t  o f  t h e  f e d e r a l  g o v e r n m e n t  f u n d i n g  

p r o g r a m s ,  s u c h  a s  E c o n om ic  D e v e lo p m e n t  A d m i n i s t r a t i o n  ( E L A ) , F a rm e r s  

Home A d m i n i s t r a t i o n  (FmHA ), a n d  t h e  S m a l l  B u s i n e s s  A d m i n i s t r a t i o n  (SBA) 

l o a n  g u a r a n t e e  p r o g r a m s .  By u t i l i z i n g  t h e  S B A 's  90% l o a n  g u a r a n t e e s ,

B IDCOs c a n  l e v e r a g e  t h e i r  f u n d s  s i g n i f i c a n t l y  a n d  e a r n  in c om e  o n  t h e  s a l e  

o f  g u a r a n t e e d  s e c u r i t i e s  i n  t h e  s e c o n d a r y  m a r k e t .  A t h i r d  s o u r> :e  o f  f u n d s  

i s  b o r r o w i n g  f r o m  c o m m e r c i a l  b a n k s ,  s a v i n g s  a nd  l o a n  a s s o c i a t i o n s ,  a n d  

i n s u r a n c e  c o m p a n i e s .  S i n c e  t h e  b u l k  o f  t h i s  b o r r o w i n g  i s  o b t a i n e d  f r o m  

c o m m e r c i a l  b a n k s ,  whose  l i a b i l i t i e s  a r e  p r i n c i p a l l y  s h o r t - t e r m  d e p o s i t s ,  

B IDCOs a r e  g e n e r a l l y  l i m i t e d  t o  l e n d i n g  t n e s e  f u n d s  f o r  s h o r t  t e rm  w o r k i n g  

c a p i t a l  o r  i n t e r m e d i a t e  c r e d i t .

S o u r c e s
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S t r u c t u r e

U n l i k e  B u s i n e s s  D e v e lo p m e n t  C o r p o r a t i o n s  i n  o t h e r  s t a t e s ,  t h e  

C a l i f o r n i a  l e g i s l a t i o n  a u t h o r i z i n g  B IDCOs c r e a t e d  a  w h o l e  new c l a s s  o f  

f i n a n c i a l  i n s t i t u t i o n  r a t h e r  t h a n  j u s t  a  s i n g l e  e n t i t y .  S i n c e  a n y  

num be r o f  B IDCOs may b e  l i c e n s e d ,  t h e y  may c om p e te  w i t h  o n e  a n o t h e r .

The  s t r u c t u r e  a nd  m anagem en t o f  a p a r t i c u l a r  B IDCO w i l l  v a r y  f r o m  o n e  

o r g a n i z a t i o n  t o  t h e  n e x t  d e p e n d in g  oh  i t s  s i z e  a nd  s u c c e s s  i n  p r o v i d i n g  

f i n a n c i a l  a s s i s t a n c e .  T he  l e g i s l a t i o n  a u t h o r i z i n g  B IDCOs m a n d a t e s  o n l y  

t h a t  t h e  company h a v e  a  b o a r d  o f  d i r e c t o r s  c o n s i s t i n g  o f  n o t  l e s s  t h a n  

n i n e  i n d i v i d u a l s  and  t h a t  t h e y  m e e t  n o t  l e s s  t h a n  o n c e  e a c h  c a l e n d a r  

q u a r t e r .

B IDCOs a r e  l i c e n s e d  b y  t h e  s t a t e  b a n k i n g  d e p a r tm e n t .  To  be  e l i g i b l e  

f o r  a  l i c e n s e ,  a n  a p p l i c a n t  m u s t  h a v e  1 )  a  n e t  w o r t h  o f  n o t  l e s s  t h a n  

$ 5 0 0 , 0 0 0 ,  2 )  l e n d a b l e  f u n d s  o f  n o t  l e s s  t h a n  $ 5 0 0 , 0 0 0 ,  3 )  an  a d e q u a t e

q u a n t i t y  o f  o t h e r  f i n a n c i a l  r e s o u r c e s ,  4 )  k n o w le d g e a b l e  and  s k i l l e d  

d i r e c t o r s  and  o f f i c e r s ,  and  5 )  a n  a b i l i t y  t o  p r o m o t e  t h e  p u b l i c  g o o d .  

B IDCOs a r e  m o n i t o r e d  b y  t h e  s t a t e  b a n k i n g  d e p a r tm e n t .  T h ey  m u s t  s u b m i t  

a n n u a l  c e r t i f i e d  f i n a n c i a l  s t a t e m e n t s  and  a r e  s u b j e c t  t o  a t  l e a s t  o n e  

a u d i t  p e r  y e a r  b y  t h e  b a n k i n g  d e p a r t m e n t .

To  a c h i e v e  t h e i r  p u b l i c  p o l i c y  p u r p o s e s ,  B IDCOs a r e  d e s i g n e d  t o  

w o r k  p r i m a r i l y  w i t h  f e d e r a l  f u n d i n g  p r o g r a m s .  H ow e v e r ,  a s  a  r e s u l t  o f  

p r o p o s e d  f e d e r a l  b u d g e t  c u t s ,  many o f  t h e s e  s e r v i c e s  c o u l d  d r y  u p .

T h a t  w o u ld  r e q u i r e  B IDCOs t o  s e e k  t h e i r  f u n d s  f r o m  c o n v e n t i o n a l  l e n d e r s .  

To  t h e  e x t e n t  t h a t  t h e y  a r e  s u c c e s s f u l  i n  o b t a i n i n g  f u n d s ,  t h e y  w o u ld  

n o t  o n l y  be c o n s t r a i n e d  b y  t h e  s h o r t - t e r m  n a t u r e  o f  t h i s  m on ey , b u t

A n a l y s i s
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t h e y  c o u l d  a l s o  i n t e r n a l i z e  t h e  n o rm s  o f  c o n v e n t i o n a l  d e b t  l e n d e r s ,  

b e c om in g  m o re  p a s s i v e  a n d  r i s k - a v e r s e  l e n d e r s .

A n o t h e r  p r o b l e m  w i t h  B IDCOs i s  t h a t  t h e y  o f t e n  l o s e  t h e i r  " g o o d "  

b o r r o w e r s  t o  t h e  c o n v e n t i o n a l  l e n d e r s  who own t h e  B IDCOs a n d  l e n d  t o  them  

( i . e . ,  c o m m e r c i a l  b a n k s ) .  A l s o ,  t h i s  s t r u c t u r a l  a r r a n g e m e n t  f a c i l i t a t e s  

t h e  d um p in g  o f  m a r g i n a l  l o a n s  f r o m  t h e  b a n k s  i n t o  t h e  p o r t f o l i o s  o f  t h e  

B ID C O s .  A d d i t i o n a l l y ,  t h e  s m a l l  i n i t i a l  c a p i t a l i z a t i o n  o f  $ 5 0 0 , 0 0 0  r e q u i r e s  

a B IDCO t o  o p e r a t e  u n d e r  a  f a r  t o o  h i g h  d e b t / e q u i t y  r a t i o  t o  f i n a n c e  

h i g h - r i s k ,  g r o w in g  f i r m s .  T h u s ,  t h e  B IDCO i s  f o r c e d  t o  a v o i d  t h e  r i s k i e r  

a n d  p o t e n t i a l l y  m o re  p r o f i t a b l e  l o a n s .  F i n a l l y ,  i t  i s  u n c l e a r  how t h e  

B IDCO i s  t o  be  e v a l u a t e d  r e g a r d i n g  i t s  a c h i e v e m e n t  o f  i t s  p u b l i c  p o l i c y  

o b j e c t i v e s .  W h i l e  t h e  s t a t e  b a n k i n g  d e p a r tm e n t  w i l l  m o n i t o r  t h e  f i n a n c i a l  

c o n d i t i o n  o f  a l l  B ID C O s , t h e r e  i s  no  d e s i g n e e  f o r  e v a l u a t i n g  w h e t h e r  t h e  

o r g a n i z a t i o n  i s  f u l f i l l i n g  i t s  p u b l i c  p o l i c y  o b j e c t i v e s .



Alaska High-Risk 
Investment Vehicles

12/7/81 
page 26

MAINE CAPITAL CORPORATION:

P u b l i c l y  C h a r t e r e d  V e n t u r e  C a p i t a l  Company

I n t r o d u c t i o r.

T h e  M a in e  C a p i t a l  C o r p o r a t i o n  (MCC) i s  a  p u b l i c l y  c h a r t e r e d  v e n t u r e  

c a p i t a l  c om p an y .  I t  i s  c a p i t a l i z e d  b y  s t o c k  p u r c h a s e s  b y  i n d i v i d u a l  

p r i v a t e  i n v e s t o r s  a n d  m anaged  b y  a  p r i v a t e  d e v e l o p m e n t  f o u n d a t i o n .  MCC 

i s  l e g i s l a t i v e l y  m a n d a te d  t o  make e q u i t y  i n v e s t m e n t s  i n  new M a in e  b u s i n e s s e s  

■>r e x i s t i n g  f i r m s  n e e d i n g  e q u i t y  c a p i t a l  f o r  p u r p o s e s  o f  e x p a n s i o n  w i t h i n  

M a in e .  I t  i s  c a p i t a l i z e d  a t  $ 1  m i l l i o n ,  a n d  i t  d e r i v e s  i t s  q u a s i - p u b l i c  

s t a t u s  f r o m  t h e  f a c t  t h a t  t h e  s t a t e  p r o v i d e s  a  50% i n v e s t m e n t  t a x  c r e d i t  

a g a i n s t  s t a t e  in c om e  t a x e s  f o r  p u r c h a s e s  o f  MCC s t o c k .  A l t h o u g h  MCC was 

c h a r t e r e d  i n  1 9 7 9 ,  i t  b ad  o n l y  b e g u n  t o  i n v e s t  i t s  f u n d s  i n  1 9 8 1 .

P u r p o s e

M a i n e ' s  econom y h a s  h i s t o r i c a l l y  b e e n  w e a k .  I t s  m a n u f a c t u r i n g  

s e c t o r  i s  c o n c e n t r a t e d  l a r g e l y  i n  t h e  p r o c e s s i n g  o f  t h e  s t a t e ' s  n a t u r a l  

r e s o u r c e s ,  p r i m a r i l y  f o r e s t r y ,  f i s h e r i e s ,  a n d  a g r i c u l t u r e .  M a i n e ' s  

c a p i t a l  m a r k e t  i s  s m a l l  a n d  u n c o o r d i n a t e d .  T h e r e  a r e  a few  " o l d  m oney" 

v e n t u r e  c a p i t a l i s t s ,  o n l y  o n e  m a j o r  l i f e  i n s u r a n c e  c om p an y ,  a n d  t h e  

s t a t e ' s  c o m m e r c i a l  b a n k s  p r e f e r  t o  p r o v i d e  t r a d i t i o n a l ,  s e c u r e d  s h o r t  

a nd  m e d iu m - te rm  l e n d i n g .  C a p i t a l  m a r k e t  i ) . i p e r r - ' -t i o n s ,  t h e r e f o r e ,  l i m i t  

t h e  a v a i l a b i l i t y  o f  r i s k  c a p i t a l  ( e q u i t y  a n d  l o n g - t e r m  u n s e c u r e d  d e b t )  

t o  t h e  s t a t e ' s  s m a l l  b u s i n e s s  s e c t o r .  I n  1 9 7 7 ,  t h e  s t a t e  l e g i s l a c u r e  

r e c o g n i z e d  t h a t  t h e  l a c k  o f  e q u i t y  c a p i t a l  p r e s e n t e d  s e v e r e  o b s t a c l e s  t o  

s t a t e w i d e  e c o n om ic  d e v e l o p m e n t  a nd  r e s p o n d e d  b y  e s t a b l i s h i n g  MCC.

The  l e g i s l a t u r e  c h a r g e d  MCC w i t h  i n v e s t i n g  e q u i t y  f u n d s  i n  b u s i n e s s e s  

i n  o r d e r  t o  " e n h a n c e  t h e i r  p r o d u c t i v e  c a p a c i t i e s "  o r  t o  f a c i l i t a t e  t h e i r

I
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a b i l i t y  t o  g e n e r a t e  v a l u e - a d d e d  o n  g o o d s  o r  s e r v i c e s  f o r  e x p o r t  t o  o u t -  

o f - s t a t e  m a r k e t s .

T he  l e g i s l a t u r e  p l a c e s  o n l y  b r o a d  l i m i t a t i o n s  o n  MCC's a b i l i t y  t o  

i n v e s t  i t s  r u n d s .  T he  C o r p o r a t i o n  c a n  make i n v e s tm e n t s  o n l y  i n  f i r m s  

l o c a t e d  i n  M a in e  a nd  c a n n o t  i n v e s t  m o re  t h a n  $ 2 0 0 , 0 0 0  i n  any o n e  f i r m .

The  C o r p o r a t i o n ' s  c h a r t e r  d o e s  n o t  s p e c i f y  p a r t i c u l a r  c a t e g o r i e s  o f  

e l i g i b l e  f i r m s  n o r  d o e s  i t  i n c l u d e  a  s p e c i f i c  m an d a te  r e q u i r i n g  t h e  c r e a ­

t i o n  o f  j o b s .  MCC i n v e s t m e n t s  a r e  l i m i t e d  t o  common a nd  p r e f e r r e d  s t o c k  

o r  d e b t  c o n v e r t i b l e  t o  s t o c k  o r  r i g h t s  t o  p u r c h a s e  s t o c k .

The  C o r p o r a t i o n  made i t s  f i r s t  i n v e s t m e n t  i n  F e b r u a r y  1 9 8 1 ,  a  

$ 5 0 , 0 0 0  i n v e s t m e n t  i n  an  e l e c t r o n i c  a s s e m b ly  p l a n t .  P r e s e n t l y ,  i t  i s  

e v a l u a t i n g  a r a n g e  o f  p o s s i b l e  v e n t u r e s ,  i n c l u d i n g  a m a n u f a c t u r e r  o f  

h o u s i n g  c o m p o n e n t s  a n d  t h e  s t a r t - u p  o f  a  saw m i l l .

G e n e r a l  g o a l s  o f  t h e  MCC i n v e s tm e n t  s t r a t e g y  i n c l u d e  1 )  d i v e r s i f y i n g  

i t s  p o r t f o l i o  i n  t e rm s  o f  s i z e ,  p r o d u c t ,  a n d  m a t u r i t y  o f  c o m p a n i e s ,

2 )  a g g r e s s i v e l y  p u r s u i n g  r i s k - t a k i n g  i n v e s t m e n t  s t r a t e g i e s  w i t h  t h e i r  

p o t e n t i a l  f o r  l a r g e  g a i n s ,  a nd  3 )  i n v e s t i n g  i n  company  e x p a n s i o n s ,  b u y ­

o u t s ,  a c q u i s i t i o n s ,  a n d  s t a r t - u p s  w h i l e  a v o i d i n g  " r e s c u e s "  w i t h  l i t t l e  

c h a n c e  o f  s u c c e s s .  M a in e  C a p i t a l  i n t e n d s  t o  s u b o r d i n a t e  j o b  g e n e r a t i o n  

t o  a s e c o n d a r y  c o n s i d e r a t i o n ,  f o c u s i n g  i n s t e a d  on  e v a l u a t i o n s  o f  p r o f i t ­

a b i l i t y  a n d  a  d e t e r m i n a t i o n  o f  t h e  d e g r e e  t o  w h ic h  MCC e q u i t y  i n v e s t m e n t s  

make i t  e a s i e r  f o r  c o m p a n ie s  t o  a c h i e v e  g r e a t e r  a c c e s s  t o  l o n g - t e r m  d e b t .

U s e s
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M a in e  C a p i t a l  r e c e n t l y  r e c e i v e d  a l i c e n s  2 t o  o p e r a t e  a s  a  S m a l l  

B u s i n e s s  I n v e s t m e n t  Company ( S B I C ) , w h ic h  e n a b l e s  i t  t o  r e c e i v e  $ 4  m i l l i o n  

i n  S B A -g u a r a n t e e d  f u n d s .  T h e s e  f u n d s  w i l l  e n a b l e  MCC t o  p r o v i d e  com­

p r e h e n s i v e  f i n a n c i n g  p a c k a g e s  t o  i t s  b o r r o w e r s ,  i n c l u d i n g  b o t h  e q u i t y  a n d  

s u b o r d i n a t e d  d e b t .  The  p r o b l e m  p r e s e n t e d  b y  t h e  S B IC  s t r u c t u r e  f o r  t h e  

C o r p o r a t i o n  i s  t h a t  MCC m u s t  p a y  b a c k  t h e  f u n d s  o v e r  t im e ,  w h ic h  w i l l  

r e q u i r e  i t  t o  l e n d  t h e  m oney t o  b o r r o w e r s  i n  s u c h  a  m an n e r  a s  t o  g u a r a n t e e  

a  s t e a d y  c a s h  f l o w  t o  MCC. New f i r m s  r a r e l y  h a v e  t h e  a b i l i t y  t o  m e e t  

o n g o i n g  d e b t  s e r v i c e  p a y m e n t s ,  s o  t h e  s u p p l y  o f  SBA f u n d s  may a f f e c t  

MCC's a b i l i t y  t o  s t r u c t u r e  i t s  i n v e s t m e n t  t o  t h e  b e s t  a d v a n t a g e  o f  i t s  

b o r r o w e r s .

S o u r c e s

The  s t a t e  i n d u c e s  i n v e s t o r s  t o  b u y  s h a r e s  i n  MCC b y  p r o v i d i n g  a  50% 

t a x  c r e d i t  a g a i n s t  p e r s o n a l  and  c o r p o r a t e  in c om e  t a x e s .  I n d i v i d u a l s ,  

c o r p o r a t i o n s ,  a nd  t r u s t s  a n d  e s t a t e s  c a n  u s e  t h e  t a x  c r e d i t .  B e c a u s e  

M a in e  i n v e s t o r s  a r e  r e l a t i v e l y  u n f a m i l i a r  w i t h  v e n t u r e  c a p i t a l  i n v e s t i n g  

an d  t h e  M a in e  C a p i t a l  M a r k e t  i s  s m a l l ,  i t  t o o k  a lm o s t  a  y e a r  o f  l a r d  

w o r k  b y  MCC's m anagem en t t o  r a i s e  t h e  $1  m i l l i o n  s e e d  c a p i t a l .  T h e  s h a r e s  

w e re  e v e n t u a l l y  s o l d  t o  s i x  i n d i v i d u a l s ,  s i x  c o r p o r a t i o n s ,  a n d  n i n e t e e n  

b a n k s .  M anagement b e l i e v e s  t h a c  i t  w ou ld  h a v e  b e e n  e a s i e r  t o  r a i s e  i n i t i a l  

c a p i t a l  h ad  t h e  C o r p o r a t i o n  b e e n  e s t a b l i s h e d  a s  a  l i m i t e d  p a r t n e r s h i p  

r a t h e r  t h a n  a s t o c v c om p an y .  T h i s  w o u ld  h a v e  f a c i l i t a t e d  MCC's a b i l i t y  

t o  p a s s  c a p i t a l  g a i n s  t o  i n v e s t o r s .  M a in e  C a p i t a l ' s  $1  m i l l i o n  c a p i t a l i z a ­

t i o n  c o n s i s t s  o f  1 0 , 0 0 0  s h a r e s  o f  common s t o c k  w i t h  a p a r  v a l u e  o f  $ 1 0 0  

p e r  s h a r e .  I n  a n y  t a x a b l e  y e a r ,  i n v e s t o r s  c a n  c r e d i t  t h e  l e s s e r  o f  10% 

o f  t n e  i n v e s tm e n t  o r  50% o f  t h e  t o t a l  t a x  im p o s e d  o n  t h e  i n v e s t o r  f o r
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the taxable year. There is a four-year carry forward provision, enabling 

investors to sp ?ad the unused portion of the credit over a maximum five- 

year period. If the investor disposes of MCC stock within six years of 

purchase, the investment credit is recaptured in full. Individual 

investors are limited to a maximum of 1,00C shares of MCC stock, and MCC 

cannot pay dividends during its first five years of operation. MCC does 

r .ovide periodic returns of capital,'which enable it to distribute 

accumulated capital gains. The limit on pav ant of dividends is intended 

to enable MCC to acquire sufficient capital to make it financially self- 

sufficient within a reasonable period of time.

Structure

Maine Capital was organized by a five-member committee appointed by 

the Governor, and the organizing committee contracted with a professional 

management firm to oversee MCC investments and to provide technical 

assistance to start-up ventuies financed by the Corporation. Only one 

full-time manager is responsible for evaluating potential investments. 

Though the MCC is a relatively small organization, the time constraints 

and technical nature of its activities would seem to require several 

analysts and a full support staff. MCC is required to submit annual 

financial reports to the Governor and legislature. Investment decisions 

are made by a three-member executive committee.

Analysis

The Maine Capital Corporation represents a relatively small effort 

to broaden the base of the capital market in Maine: $1 million of venture

capital 'ill not finance more than a few start-up investments. The MCC 

spreads and pools risk that would otherwise overwhelm an individual
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investor. HCC’s equity capitalization, however, is not a large pool, and 

the maximum number of investors is relatively small due to restrictions 

on the vay in which MCC stock was marketed.

Although the creation of MCC did not require direct appropriation 

of state funds, the investment tax credit effectively costs the state 

$500,00C in foregone tax. The importance of the MCC model, however, lies 

in its demonstration of one method by which states can encourage the alloca­

tion of venture capital in areas that are distant from regional money 

centers, since an underdeveloped local capital market makes it difficult 

for entrepreneurs to locate risk capital. MCC’s two major weaknesses, 

small capitalization and lack of managerial depth, can be avoided wherever 

the model is replicated.
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LOUSIANA SHALL BUSINESS EQUITY CORPORATION:

Targeted Venture Finance

Introduction

The Louisiana Small Business Equity Corporation (LASBEC) 

currently is being formed to stimulate the flow of private equity 

capital, long-term loans, and other financial assistance to small 

business concerns within Louisiana. It is a response to a 1980 law 

passed by the Louisiana Legislature, it can be used to finance 

new firms and expansions, as well as to encourage companies to 

remain in the state.

Three types of small businesses qualify for assistance from LASBEC. 

They are: 1) these contributing directly to increased employment,

productivity, innovation and income in the state; 2) those owned by 

disadvantaged persons; and 3) those providing investment in distressed 

areas.

In keeping wicb the legislative mandate to insure maximum public 

and private leverage and invol 'oment, LASUEr will attempt to induce 

private financial institutions to make investments in state licensed 

Small Uusir Investment Corporations, Minority Enterprise Small 

Business Investment Corporations, local development corporations, and 

community development corporations. The licensees would, in turn, 

leverage the private funds (generally with federal funding) and make 

investments in qualifying small firms.

In addition to being sanctioned by the state, companies seeking 

to qualify must demonstrate that they have sound management, that they

Purpose
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are capable of providing at least $1 of private capital for every $4 

loaned or guaranteed by the state, and that they will place funds only 

in those small firms meeting the criteria outlined above and in such a 

manner as to qualify as "venture capital" as defined by the Small Business 

Administration.

Uses

LASBEC is authorized to i» '.iate, participate in, or guarantee long­

term, subordinated loans. It can provide guarantees directly or jointly 

with other lenders. It can also guarantee equity investments by finai 1 

institutions in the types of investment companies mentioned above. LASBEC 

is also capable of guaranteeing loans to help fund feasibility studies of 

small firms working on projects (either products or services) that will 

enhance the economic development of the state.

There are several reasons why LASBEC's lending to small business 

through SBICs and other locally licensed’ development corporations is 

important. First, it provides a pooling mechanism for LASBEC to invest 

in the portfolio of each licensee. Loans to tiie riskiest projects are 

pooled with the other, more secure investments in the portfolio, helping 

IASBEC reduce its overall risk exposure. Second, the intermediaries are 

apt to have better information or the borrower. SBICs and other such 

locally-based entities are often more knowledgeable about their communities 

than any centralized agency could be, and they have a body of expertise on 

small businesses. Third, LASBEC can pass on some of its administrative 

and operating costs to the intermediary. Finally, if IASBEC lends to 

development organizations matching their capital four to one and the 

organization then repeats this feat at the federal level through SBA
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PURPOSE OF THE REVIEW

I n  a c c o r d a n c e  w i t h  t h e  p r o v i s i o n s  o f  T i t l e  2 4  o f  t h e  A l a s k a  

S t a t u t e s  a n d  t h e  " s u n s e t "  p r o v i s i o n s  o f  A S  4 4 . 6 6 ,  w e  c o n -

9 d u c t e d  a r e v i e w  o f  t h e  D e p a r t m e n t  o f  R e v e n u e ,  A l a s k a  R e n e w ­

a b l e  R e s o u r c e s  C o r p o r a t i o n  ( A R R C )  t o  d e t e r m i n e  i f  t h e  C o r ­

p o r a t i o n  s h o u l d  b e  a l l o w e d  t o  t e r m i n a t e  o n  J u n e  3 0 , _ JL£82, b e

■
 c o n t i n u e d  i n  i t s  e x i s t i n g  f o r m ,  o r  i f  a l t e r n a t i v e ' s  e k i S t  t o

b e t t e r  a c c o m p l i s h  A R R C ' s  p u r p o s e .  I n  a d d i t i o n ,  w e  r e v i e w e d  

t h e  e f f e c t i v e n e s s  a n d  e f f i c i e n c y  o f  A R R C ' s  o p e r a t i o n s  a n d  

i t s  c o m p l i a n c e  w i t h  a p p l i c a b l e  s t a t u t e s .

STAT E  o r  A LA SK A  - 1 “ D IV I S IO N  O F  L E G I S L A T I V E  A UD IT



ORGANIZATION AND FUNCTION

The Alaska Renewable Resources Corporation (ARRC) was 
create’ by Chapter 179, SLA 1978 as a public corporation and 
instrvjientality of the State within the Department of Reve­
nue but with a legal existence independent of and separate 
from the State.

The 1978 Legislature found that Alaska has renewable re­
sources that are not being utilized to their full potential. 
Therefore, ARRC was given the following statutory purposes:

1. Facilitate the rehabilitation, enhancement and develop­
ment of the State's renewable resources so as to 
strengthen the self-sustaining sectors of the State 
economy.

2. Sponsor research and development cf technologies and 
innovations for the rehabilitation and enhancement of 
the State's renewable resources to achieve un appropri­
ate use of the resources.

3. Identify new products, markets and technologies for 
renewable resource industries in the State which will 
constitute an appropriate use of the resources; stimu­
late the research and development of these products, 
markets and technologies; assist in the demonstration 
of their technical and economic feasibility; and assist 
in their introduction into commercial markets.

To accomplish its purposes, ARRC may provide financial 
assistance to qualified applicants through such methods as 
equity financing, debt financing, grants and technical 
assistance.

ARRC is governed by a three-member, full-time Boar 1 of 
Trustees responsible for all investment decisions. The 
Trustees are appointed by the Governor and confirmed by the 
Legislature for four-year terms. The Board employs an 
Executive Director who may, with the approval of the Board, 
select and employ additional staff as necessary.

S T A T E  o n  A L A S K A _  9- D IV I S IO N  O F  L E G I S L A T I V E  A U D IT



RECENT HISTORY

The Alaska Renewable Resources Corporation began its organi­
zation effort in January of 1979 following the appointment 
of the Board of Trustees.

ARRC received its first capital investment appropriation 
through Chapter 80, SLA 197° which appropriated $4.8 million 
for fisheries projects, $2.7 million for timber projects, 
$2.7 no1 lion for agriculture projects and $0.4 million for 
renin energy projects. Chapter 93, SLA 1980 later 
red in. d these appropriations by $5.6 million and added the 
Forest Product Producers Assistance Fund with a $5.2 million 
appropriation and a $0.4 million appropriation to the Com­
mercial Fish Processors Assistance Fund.

Chapter 32, SLA 1980 gave ARRC the responsibility of admin­
istering the $15 mil1'on Commercial Fish Purchasers As­
sistance Fund and boc. .se of the urgency of providing the 
assistance, Chapter 32 also waived certain ^  ARRC's normal 
investment decision criteria.

Although ARRC received a FY'81 investment appropriation of 
$20 million, FY'82 legislation required ARRC to lapse the 
unexpended and unobligated portion of $18 million of the 
FY'81 appropriation. $2 million was carried into FY'82, but 
can only be invested with the expressed approval of the 
Governor. ARRC received no other FY' 82. investment appropri­
ation .

The responsibilities of administering the Commercial Fish 
Purchasers Assistance Fund have had a major impact on ARRC's 
operations. Because of the limited time available to pro­
vide assistance to commercial purchasers of the 1980 salmon 
harvest, ARRC was forced to spend the majority of its ef­
forts on these investments. At September 30, 1981, approxi­
mately 65Z of ARRC's total debt and equity investments were 
from this Fund. Other venture capital investments were, by 
necessity, overshadowed by these investments in the fish­
eries industry.

As of September 30, 1980, ARRC's outstanding debt and 
equity investments totaled $26,205,413 and ARKC had 
$13,128,889 in investment commitments (see App 'ndix A).
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POLICY ISSUE

The 1978 Legislature found that one of the factors that has 
contributed to the slow development of renewable resource 
industries was the insufficiency of research and development 
financing and venture capital financing. As a result, it 
was declared the State's policy to rehabilitate, enhance, 
and develop its renewable resources by utilizing State funds 
derived from mineral lease bonuses, rentals of State land, 
and royalties from minerals produced on- State land to assist 
the development of viable industries through the private 
sector.

The sunset review process includes a review of prior policy 
decisions. Therefore, the Legislature should again consider 
whether or not it is in the State's best interest to con­
tinue venture capital financing.

Ir. making this decision, it is important to note that al­
though there presently exist many sources of debt financing 
available through the State and commercial institutions, 
there are very few sources of high risk equity financing 
available.

If the Legislature decides the State should not be providing 
venture capital financing, the Alaska Renewable Resources 
Corporation should be allowed to terminate on June 30, 1982. 
The Legislature should then repeal all ARRC statutes and 
provide for the transfer and ultimate disposition of ARRC's 
portfolio. All cash and liquid assets should be transmitted 
to the Treasury. Guidelines should be established for the 
disposition of ARRC's equity investments. In doing so, the 
Legislature should provide sufficient time and flexibility 
to allow for a maximum return to the State. It shoula be 
recognized that this may well take longer than the one year 
wind-down period of ARRC. Priority consideration should be 
given to existing equity investors of each project. Again, 
a sufficient time frame should be provided so as not to 
unduly burden the financial stability of the projects.

Several alternatives exist for the disposition of the debt 
portion of ARRC's portfolio. These include but are not 
limited to transferring all loans to either the Department 
of Revenue or the Department c" l^mmerce and Economic Devel­
opment's Division of Business Loans. Commercial lending 
institutions could be allowed to purch_se loans, with the 
State guaranteeing a portion of the loans. Loans could also 
be separated by resource sector, with Fisheries loans sold 
to the Commercial Fishing and Agriculture Bank or trans­
ferred to the Division of Business Loans; Agricultural loans 
could be transferred to the Agriculture Revolving Loan Fund; 
and Timber and Energy loans could be transferred to the 
Division of Business Loans.
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If the Legislature determines it is in the State's best 
interest to continue venture capital finmcing, considera­
tion should be given to the Findings and Recommendations 
section of this report.

It is our opinion that ARRC should not be continued as it is 
currently structured under the existing statutes. Recom­
mendation No. 1 describes alternatives for consideration in 
restructuring ARRC and its related statutes.

If ARRC should be continued in its existing form, other 
recommendations are made to bring ARRC into statutory com­
pliance .

Regardless of the final policy decision made, the Legisla­
ture should address the constitutionality issue surrounding 
the Alaska Renewabi Resources Development and Investment 
Funds (AS 37.11.010-090) and ARRC's allocation from these 
funds as described in AS 37.12.020. It is the opinion of 
the Attorney General 's Office that these statutes provide 
for an unconstitutional dedication of funds. This has led 
to differing opinions from the Attorney General and ARRC's 
counsel on certain aspects of ARRC's operations that could 
have a serious impact on the financial structure of ARRC as 
described in Recommendation No. 2.
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FINDINGS AND RECOMMENDATIONS

L

The Legislature should consider alternatives to the current 
organizational structure and statutory provisions or ARRC.

It is or’ opinion that ARRC should not continue to exist in 
its present form under the existing statutes. The current: 
structure and statutes do not provide an efficient or eco­
nomical use of the corporation's resources. The statutory 
purpose of ARRC and related statutes do not provide the 
necessary legislative guidance to dictate the direction of 
ARRC efforts.

If the Legislature determines it is in the State's best 
interest to continue venture capital financing, the follow­
ing alternatives should be included for consideration:

1. New Program of the Alaska Industrial Development Author­
ity (AIDA).

In recent years, there has been increasing emphasis on 
.centralizing the State's loan programs within the 
pervue of AIDA. Including a new renewable resource 
venture capital program within AIDA would provide 
certain efficiencies and economies, since AIDA could 
most easily absorb the investment review and approval 
responsibilities. AIDA wou?d also br in a position to 
best determine if other loan programs within AIDA would 
better serve the venture capital applicant.

Due to the unique nature of venture finance decision 
making, a separate section of AIDA would be required. 
With prooer statutory direction and a reduction of 
responsibilities currently required of ARRC, a small 
staff of investment officers and a director should be 
adequate to analyze investment applications and make 
recommendations to the Authority for formal action.

Operating coats of the program should be ''object to the 
Executive Budget Act. Investment funding could be 
through annual appropriations or a revolving loan fund 
within AIDA.

2. Renewable Resource Revolving Investment Fund Boa.d.

Due to the nature of venture capital financing, it may 
be desirous to separately administer the program. This 
program could be administered by a Renewable Resource 
Revolving Investment Fund Board under the Commissioner

Recommendation No. 1
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of the Department of Commerce and Economic Development 
or the Department of Natural Resources, much in a 
format like the Agriculture Revolving Loan Fund.

The Board should have final investment decision author­
ity but could delegate limited disbursing authority to 
an Executive Director. The Board should not be full­
time salaried employees as ARRC is currently struc­
tured, but should be compensated for travel and per 
diem when the Board meets.

Again, proper statutory direction and reduced scope 
would promote a more effective use of the Fund's re­
sources .

Operating costs of administering the Fund should be 
subject to the Executive Budget Act and could be appro­
priated from the General Fund or program receipts.

Regardless of the alternative ultimately selected, the 
Legislature should review the current purposes and 
responsibilities of ARRC and consider, where necessary, 
providing a clear definition of the duties, responsi­
bilities, and direction of investment efforts. Narrow­
ing the scope of responsibilities would promote more 
intensive efforts in defined resource development 
areas. For example, ARRC is currently required to 
promote the marketing of renewable resource products.
In a broad sense, this is also a responsibility of the 
Department of Commerce and Economic Development; more 
specifically, the creation of entities such as the 
Alaska Seafood Marketing Institute (C.iapter 106,
SLA 1981) should greatly decrease the need for ARRC's 
involvement in industry-wide marketing promotion.

Recommendation No. 2

The Legislature should consider the repeal of AS 37.13.010— 
090 and AS 37'. T'Z .1)10.

According to opinions issued by the Attorney General's 
Office, the Alaska Renewable Resources Development Fund 
(AS 37.11.010-040) and the Alaska Renewable Resources Invest­
ment Fund (AS 37.11.050-090) are in conflict with the con­
stitutional prohibition against dedicated funds and are, 
therefore, a nullity.

AS 37.i d .020 provides for the allocation to ARRC of five 
percent of the total receipts paid the State from mineral 
lease bonuses, rental of State lands, and royalties derived 
from minerals produced on State land. The /ttorney General 
has also opined that this section, like the resource funds, 
is unconstitutional and, therefore, a nullity.
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However, supported by their corporate counsel's opinions, 
ARRC has adopted several cash management and investment 
practices based on their interpretation of AS 37.12.020. It 
is the Attorney General's opinion that, since this section 
of Title 37 is a nullity, certain ARRC practices are not 
authorized by any other provisions of the Alaska Statutes.

As a result, ARRC is caught between differing legal opinions 
while still required to continue their day to day opera­
tions .

Therefore, to resolve ARRC's current dilemma and to provide 
clarification of intended fiscal procedures, the Legislature, 
should consider repealing AS 37.11.010-090 and AS 37.12.020. 
In conjunction with Legislative action on these statutes, 
cons?deration should be given to affirming, revising, or 
enacting legislation to address findings contained in Recom­
mendations No. 3 through No. 5. Those recommendations are 
made to bring ARRC into statutory compliance based on statu­
tory interpretations by the Attorney General.

Recommendation No. 3

ARRC should discontinue 'expending repaid principal from pre­
vious loans.

AS 37.12.905(a) states that ARRC may expend money only as 
appropriated by the Legislature. However, it is a common 
practice of ARRC tc use repaid principal from loans made 
from original appropriations to make additional loans. 
According to ARRC records, as of September 30, 1981, ARRC 
has made approximately $3.9 million, of loans from repaid 
principal.

The Atcorney General has stated that no legislative appro­
priations have been made to ARRC which would allow the 
expenditure of the repaid principal, and that any expendi­
ture cf those funds violates AS 37.12.095.

Recommendation No. 4

ARRC's funds should be ch-posited with and invested through 
the Treasury Division of '.he Department of Revenue.

In a prior ARRC audit report dated July 23, 1980, we found 
thac ARRC was investing $242,000 in a repurchase agreement. 
We recommended that those funds be deposited with and in­
vested through the Treasury Division. fhe recommendation 
was supported by an Attorney General's opinion which states 
the Department of Revenue has control over the investment of 
ARRC funds.
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According to ARRC's records at September 30, 1S81, ARRC's 
cash and investment accounts total in excess of $16.7 mil­
lion. These deposits consist of principal and interest 
payments received from investees, loan commitment funds 
drawn out of Treasury, and interest earned on ARRC's invest­
ment of those idle commitment funds.

In line with the Attorney General's opinion, we make the 
following recommendations:

1. ARRC should remit runds on deposit to the Treasury 
Division.

2. ARRC should review current loan commitments for which 
funds have been drawn out of the Treasury to determine 
if those commitments are still valid.

3. Funds for currently valid loan commitments should be 
depos? ted in the General Fund and ARRC should request 
the Department of Administration's Division of Finance 
to establish priov „av encumbrances for th.^e commit­
ments.

A. Loan commitment funds that will not be disbursed shoe’d 
be lapsed to the General Fend.

5. ARRC, the Department of Revenue, and the Department of 
Administration should cooperate in the development of a 
procedure that provides for the timely disbursement of 
loan commitment funds to ARRC investees. Disbursement 
of these funds should only be made to the investee, and 
the Department of Revenue should not process vouchers 
requesting warrants made payable to ARRC.

Recommendation No. 5

ARRC trus tees nnd employees should immediately resign from 
positions on the HoarcT of Directors of ARRC investees.

ARRC'r statute, AS 37.12.080(b)(4),, states rhat they may not 
assume t) .• responsibility for management o j . any project or 
exercise voting rights for any purpose within the scope of 
managerial control of its investees.

As a means of monitoring its investees, it is a common 
practice of ARRC to have a trustee or employee serve on the 
Board of Directors of its investees. However, the role of 
the Board of Directors of any business is to set management 
policy and direction. To protect against the possibility of 
an actual conflict of interest, or equally important, the 
appearance of a conflict, ARRC officials should not serve on 
the Board of Directors.
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This recommendation does not apply to situations in which 
ARRC has determined that the directorship is necessary to 
protect its financial interest as provided by and under the 
circumstances described in AS 37.12.080(c).

Recommendation No. 6

ARRC should improve the documentation of its analysis of 
applications for financial assistance.

AS 37.12.080(a) specifies criteria ARRC must use in analyz­
ing applications for financial assistance. Certain written 
findings of fact are required prior to the Board of Trus­
tees' approval of assistance.

In a test of 32 resolutions approving financial assistance, 
written findings of fact could not be located for 9 applica­
tions, although reference was made to 8 of those written 
findings in the relate^ resolutions.

In addition, although Vse found applicant files did contain 
documentation on proposals, plans of implementation, resi­
dency, and meeting the statutory purpose of ARRC, documenta­
tion supporting other required findings was not located in 
all cases. In a test of 16 applicant files, 13 did not 
contain documentation that ARRC considered the preferences 
and priorities of the residents in the area where the pro­
ject is to be located as required by AS 37.12.080(a)(3).
None container, documentation of a review of potential 
resource use conflicts, or that the applicant agreed to keep 
the project activity in the State if new industrial activity 
results as required by AS 37.12.080(a)(1). Nine of the. 
files did not document that sufficient capital was not 
available from other sources ct reasonable terms as required 
by AS 37.12.080(a)(i).

Similar documentation weaknesses wtve also noted in our 
review of resolutions and tiles approving grants to appli­
cants .

We recommend that ARRC adequately document its analysis of 
the required criteria and prepare written Board findings 
prior to the approval of grant and financial assistance 
applications.

Recommendation No. 7

ARRC should implement procedures that provide public compe­
tition for technical assistance contracts.

AS 37.12.115 states that ARRC may provide financing for pre­
investment activities such as feasibilit-' studies and may 
provide funding for management advice and assistance to its 
investees as it considers necessary in the circumstances.
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Presently, ARRC does not provide for public competition for 
professional service technical assistance contracts related 
to venture projects. These contracts typically are for 
feasibility studies, marketing studies, and accounting ser-> 
vices. ARRC usually makes these contracts with professional 
firms or individuals they have had prior contract experience 
with.

ARRC has developed detailed contracting procedures for 
professional and technical services which were reviewed and 
approved by the Department of Administration's contract 
review committee. The procedures include provisions for 
pre-qualification of contractors, public advertising, pro­
posal evaluations, final contract negotiations, and contract 
monitoring.

However, ARRC has not yet implemented these procedures. We 
recommend implementation of these procedures to provide all 
interested parties the opportunity to compete for ARRC 
contracts.

Recommendation No. 8

ARRC should ensure that all equir investment agreements 
provide an option for the dispossession of ARRC s interest 
within a specified time. "

To provide for the repayment of ARRC's equity investment 
capital, contract provisions should provide options that 
permit ARRC, at its discretion, to divest itself from an 
equity position. Without such provisions, equity capital 
could be held indefinitely by investees.

A specific time frame should be designated in each equity 
agreement that does not unduly burden the financial stabil­
ity of the projects but does enable ARRC to recover its 
capital within a reasonable tine.
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ANALYSIS OF PUBLIC NEED

Limited Analysis

The following analysis indicates both positive and negative 
attainments of ARRC and how its activities relate to the 
public need factors as defined by AS 44.66.050. This analy­
sis is not intended to be comprehensive in nature.

I. The extent to which the board, commission or program 
has operated in the public in«~eiestT

As of September 30, 1981, ARRC had outstanding equity 
and deb investments in excess of $26 million and had 
commitments totalling over $13 million for renewable 
rerources new or expanding businesses/projects.

However, ARRC has not developed procedures to accu­
rately measure its effect on the State's economy.

II. The extent to which the operation of the board,
commission, or agency program has been impeded~~or 
enhanced by existing statutes, procedures, and prac­
tices which it has adopted, and any other matter, 
including budgetary, resource, and personnel matters.

Chapter 32, SLA 1980 gave ARRC the responsibility of 
administering the $15 million Commercial Fish Pur­
chasers Assistance Fund, which had a major impact on 
ARRC's operations. Because of the limited time 
available to provide the assistance to purchasers oi 
the 1980 salmon harvest, ARRC was forced to spend the 
majority of its efforts on these investments. Other 
venture capital investments were, by necessity, 
overshadowed by this involvement in the fisheries 
indus try.

In addition, it is our opinion that the current ARRC 
structure and statutes do not provide an efficient 
and economical use of the Corporation's resources.
The statutory purpose of ARRC and related statutes do 
not provide the necessary legislative guidance to 
dictate the direction of investment efforts (see 
Recommendation No. 1).

111. The extent to which the board, commis^ion or agency
has recommended statutory"changes whim arc generally 
of benefit to the public interest.

To date, ARRC has not submitted statutory change 
recommendations although most everyone involved 
agrees changes are necessary. ARRC does intend to 
submit proposed legislation changes to the 1982 
Legisla ture.
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IV. The extent to which the board, commission or agency 
has encouraged interested persons to report to it 
concerning the effect of its regulations and deci­
sions on the effectiveness of service, economy of 
service, and availability of service which it has 
provided,.

ARRC has prepared a plain language question and 
answer brochure that explains their purpose and 
investment procedures and encourages interested 
potential applicants to contact ARRC.

However, our test of applicant files showed that ARRC 
did not always consider the preferences and priori­
ties of the residents in the area where the project 
was located as required by AS 37.12.080(a)(3) (see 
Recommendation No. 6).

V . The extent to which the board, commission or agency 
has encouraged public participation in the making of 
its regulations and decisions.

All regular m '.tings of the Board of Trustees are 
ad vex; Lised in major newspapers in the State.

VI. The efficiency with which public inquiries or com­
plaints regarding the activities of the board, com­
mission or agency filed with it, with the department 
to which a brard or commission is admini1tratively 
assigned, ox with the office of the ombuusmati have 
been processed and resolved"!

The State Ombudsman1s Office lists three complaints 
against ARRC. One was closed as being premature and 
the other two were closed because the complainant 
failed to provide additional information.

711. The extent to which a board or commission which
regulated entry into an occupation or profession has 
presented'"qualified applicants to serve ne public.

Not applicable to ARRC.

VIII. The extent to which state personnel practices, in­
cluding, afTTrmative action requirements, have"been 
complied with" by the board, commission or agency to 
its ovai activities ancT the area of activity or 
interes t.

We foun 1 no evidence of problems in this area,
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IX. The extent to which statutory, regulatory, budgeting 
or other changes are necessary to enable the agency, 
board or commission to better serve the interests of' 
tEe public and to comply with the factors enumerated' 
in this subsection.

Please refer to the previous section, Findings and 
Recommendations.
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APPENDIX A

DEPARTMENT OF REVENUE 
ALASKA RENEWABLE RESOURCES CORPORATION 

SCHEDULE OF INVESTMENTS 
as of September 30, ID’8r 

(UNAUDITED)
(Hole 1)

Outstanding
Investee_____________________  Location_________________Business______________   Equity De b t ________Commitments Total_________

„ (Note 2) INote 3) ’(Notes A & 5)
-4

2 Fisheries0
Alaska Food Company Kodiak Seafood Processing $ 500,000 $ 5,581,332 $ 68,668 $ 6,130,000
Icicle Seafoods Various/Alaska Seafood Processing 3,077,466 600,000 22,536 3,500,000
Martin Clark Nalcnek Seafood Processing -0- 396,290 -0- 396,290
American Eagle Seafoods Culf of Alaska Floating Processor -0- 200,000 -0- 200,000
New Seward Kenai Peninsula Icicle Leaseback 150,000 1,282,500 -0- 1,632,500
Ball Brothers Dll 1i ngham Seafood Processing 500,000 3,650,000 -0- 6,150,000
Salamatof Seafoods Kenai Seafood Processing 300,000 3,161,833 1,500,000 6,961,833
Sen Fisher Southeast Alaska Floating Processor -0- 150,000 -0- 150,000
Kokeeh ik Cape Romanzof Herring Fishery A 90 278,588 -0- 279,078
TEPA Coos Bay, Oregon Fish Meal Products 200,000 356,615 911,685 1,666,100
Seaward Shipyard Ketchikan Vessel Maintenance 150,000 680,000 -0- 630,000
Pacific Boat and Barge Eagle River Boat Building -0- 127,836 38,768 166.586
Trinity Resources Kodiak Fishing/Processing 255,000 296,068 -0- 551,068
Martin's Seafoods Anchorage Seafood Processing -0 • 656,719 -0- 656,719
Alaska F.I.S.II. Sol dotna/llome r/K.odiak Fishing Cear/Supply 125,000 103,702 -0- 228,702
Alaska Bait Producers Tcnakec Inlet Bait Herring 85,000 357,129 62,071 685,000
Sterling Seafoods Ru1f/Southeast Floating Processor 100,000 1,112,361 1 ,225 1 ,213,566
Kachemak Seafoods Togiak Seafood Processing -0- 250,000 -0- 250,000
Seafoods of Alaska SLer 1 i tig Smoked Salmon 120,000 628,000 -0- 568,000
Smokwa Shel1 Kodiak Seafocd Processing -0- -0- 500,000 500,000
Alaska Venture Corp. Interior Alaska Identify Projects -0- -0- 500,000 500,000
Chugnch Fisheries Cordova Seafooc Processing -0- -0- 1 ,500,000 1 .500,000

A g r  i c u l  t u r e

Wild Berry Confections Anchorage Confectionery . -0- 36,265 300,000 336,265
Anchor Renewable Farms Anchor Point Greenhouse/Produce -0- 119,668 532 120,0(10
Rreat Land Farms Pa 1mer Mushroom Farm 50,000 170,000 -0- 220,000
Peninsula Greenhouse Ken a L Greenhouse/Produce -0- -0- 550.000 550,000
Rice Fur Farm North Pole Fox Farm -0- -0- 156,000 156,000
Arctic Farm and Garden North Pole Feed Mill -0- -0- 1 ,500,000 1,500,000
Alaska Venture Corp. Interior Alaska Identify Projects -0- -0- 200,GOO 200,000

(cunt In lie (I next page)



DEPARTMENT OF REVENUE 
ALASKA RENEWABLE RESOURCES CORPORATION 

SCHEDULE OF INVESTMENTS 
as of September 30,

(UNAUDITED)
(Note ])

T W

Investee Location Bus iness Equity
Outstanding
Debt Commitments Total
(Mote 2) (Note 3) (Notes 4 & :

Timber

Schnabel Lumber Co. 
Alaska Timber Co.
The Woodyard 
Pine's Sawmill 
Steik Enterprises 
Mastercraft/Alaskan Wood 
Chugach Natives, Inc. 
Seaward Shipyard 
Wood's Trawlers

Haines
Klawock
Juneau
Tok
Anchor Point 
Anchorage 
Montague Island 
Ketchikan 
Anchor Point

Waste Wood/Electricity
Waste Wood/Electricity
Firewood
Sawmill
Sawmil1
Wood Furniture 
Timber Survey 
Vessel Maintenance 
Fiberglass Vessels

-0-
-0-
-0-
-0-
-0-

200,000
-0-
-0-
-0-

44 ,783 
400,361 
39,167 
10,500
55.000

315.000
35.000

100.000 
-0-

3,555,217
1,199,639

11,970
-0-
-0-
-0-
-ft-
-0-

50,000

3,000,000 
1 ,600,000 

51,137 
16,500
55.000

515.000
35.000
100.000
50.000

Other

Renewable Gas Develop­
ment Corporation 

Alaska Venture Corp.
Homer
Interior Alaska

Home Wood Gasification 
Identify Fiojects

-0-
-0-

-0-
-0-

242.000
300.000

242.000
300.000

Total $5,812,,956 $20,392,45? $13.128.889 $39.334.302

5)

Note 1: The Schedule of Investments was prepared from ARRC records. The Information contained in the schedule was not
audited by us and accordingly, w: do not express an opinion on it.

Note 2: The outstanding debt amounts consist of principal only and do not include accrued interest payable to ARRC.

Note 3: Commitments represent funds drawn out of Treasury but not yet disbursed to investees.

Note A: The total investments include debt and equity financing and do not include grants, technical assistance or
miscellaneous pledges.

Note 5: The following investees are in bankruptcy proceedings:

Salamntof Seafoods 
Alaska Food Company 
Pacific Boat and Barge 
Martin's Seafoods



APPENDIX 3

DEPARTMENT OF REVENUE 
ALASKA RENEWABLE RESOURCES CORPORATION 

SCHEDULE OF GRANTS 
April 1, 1980 - September 30, 1981 

(UNAUDITED)
(Note 1)

Grantee Location Pumose Amount

Alaska Pacific University Anchorage Entrepreneurial chair $100,000

Future Farcers of America Palmer Livestock auction 2,344

University of Alaska Fairbanks 
Cooperative Extension Anchorage Agricultural symposium 13,700

Trinity Resources Corp. Kodiak Bottcmfish demonstration project 36,395

Long line Fishermen's 
Association Southeast Bottomfish marketing project 15,000

Alaska Council on Economic 
Education (Note 2) Fairbanks Promote free enterprise 5.000

Total S172.439

More 1: The Schedule of Grants was prepared from ARRC records. The information
contained in the schedule was not audited by us and accordingly, we do
not express an opinion on it.

Note 2: The grant to the Alaska Council on Economic Education was approved by
the Board of Trustees on April 29, 1981 but is unJisbursed as of
September 30, 1981.
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APPENDIX C

DEPARTMENT OF REVENUE 
ALASKA RENEWABLE RESOURCES CORPORATION 

SCHEDULE OF TECHNICAL ASSISTANCE 
April 1, 1980 - September 30, 1981 

(UNAUDITED)
(Note 1)

Investee Location Rusiness
Amount
Disbursed

Amount
Committed Total

V*
H
>
•4

0

>
r

Fisheries

Pacific Barge and Boat Eagle River Boat Building $ A ,000

(Note 2) 

$ - 0 - $ A, 000
>
u Kokechik Cape Romanzof Herring Fishery 6, 8 A1 25,000 31.8A0
> Stoknavik Cape Romanzof Herring Fishery 215 - 0 - 215

Sea Fisher Southeast Alaska Floating Processor 1,930 50,000 51,930
SeaWard Shipyard Ketchikan Vessel Maintenance 3,668 50,000 53,668
Alaska Bait Producers Tenakee Inlet Bait Herring 7,201 25,000 32,201
Martin's Seafoods (Note 3) Anchorage Seafood Processing 10,000 25,000 35,000
Martin Clark Naknek Seafood Processing 25,612

6,751
-0- 25,612

Salamatof Seafoods Kenai Seafood Processing 100,000 106,751
1 Bal1 Brothers Dillingham Seafood Processing 18,612 35,000 53,612

Trinity Resources Kodiak Fishing/Processing 75A -0- 75A
VO Sea Catch Kenai Seafood Processing 500 -0- 500

t Flying Fish and Crab 
(Note 3) Homer Test Quik-Pik Machine -0- 20,000 20,000

0 TEPA Coos Bay, Oregon Fish Meal Products -0- 25,000 25,000
< Sterling Seafoods Gulf/Southeast Floating Processor -0- 25,000 25,000
0 Sadie Cove Boat (Note 3) Kncheinak Bay Wood Boat Market Study -0- 10,000 10,000
z
o Bob Woodward (Note 3) Kodiak Sea Urchin Feasibility -0- 35,000 35,000

Swokwa Shell Kodiak Seafood Processing -0- 50,000 50,000P
n
(I Kncheinak Seafoods Togiak Seafood Processing -0- 20,000 20,000

Seafoods of Alaska Sterling Smoked Salmon -0- 30,000 30,000
>
-4

<
n
>

Alaska Seafood Marketing 
Institute Juneau Seafood Marketing A1,993 -0- A 1,993

c
0
H Agr iculture

Alaska Mushroom Anchorage Market Study 2/5 -0- 225
Anchor Renewable Farms Anchor Point GrecProduce 1, A 11 -0- I, All
Great Land Farms Palmer Mushroom Farm -0- 20,000 20,000

\ WildBerry Confections Anchorage Confectionery -0- 50,000 50,000
DeVanney Aleutian Islands Livestock Farm -0- 50,000 50,000
Rice Fur Farm North Pole Fox Farm -0- 25,000 25,000
Commercial Berry Farms Pa 1 me r Market Study -0- 25,000 25,000

(continued next page)
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SCHEDULE OF TECHNICAL ASSISTANCE 
April 1, l'OCO - September 30"! ITSl 

(UNAUDITED)

A PPENDIX C

I
to
0
1

Inves tee Location

Timber

Pine's Sawmill 
Mastercraft/Alaskan Wood 
Schnabel Lumber Co. 
Interior Village Assoc. 
The Woodyard 
Kuskokwim Corp.
The Fitzsimmins (Note 3) 
Just Logs (Note 3)

Tot:ul

Tok
Anchorage
Haines
Fairbanks
Juneau
Upper Kuskokwim River 
Interior Alaska 
McGrath

Bus iness
Amount
Disbursed

Amount 
Committed 
(Note “2)

Total

Sawmill $ 1,359 $ -0- $ 1,359
Wood Furniture 12,038 50,000 62,038
Sawmi11 12 ,563 150,000 162,563
Rural Development 6,600 -0- 6,600
Firewood 1,219 -0- 1,219
Timber Study 15,000 -0- 15,000
Firewood Study -0- 25,000 25,000
Log Market Study -0- 10,000 10.000

lIZJL.jliL £ L . 108./,/?

Note 1: The Schedule of Technical Assistance was prepared from ARRC records. The information contained in
the Schedule was not audited by us and accordingly, we do not express an opinion on it.

Note 2: Commitments represent funds drawn out of Treasury but not yet disbursed to applicants/investees.

Note 3; Amounts committed for these projects were subsequently returned to Treasury and will not be used.



APPENDIX D

DEPARTMENT Or REVENUE 
ALASKA RENEWABLE RESOURCES CORPORATION 

SCHEDULE OF OTHER USE OF FUNDS 
as of September 30, 1981 

(UNAUDITED)
(Note 1)

Investee

Pledged Assets and Guarantees

Flying ~ish and Crab 
Pits Solar Hone 
Ball Brothers 
Seafoods of Alaska

Licensing Agreements

Anchor Renewable Farms 
Alternative Energy Development 

Corporation

Total

Location

Homer 
Anchorage 
Dillingham 
Sterling

Anchor Point 

Anchorage

Purpose

Damage deposit 
Mortgage guarantee 
Note guarantee 
Note guarantee

Royalty from sales 

Royalty from sales

Amount

$ 25,000 
120 ,000  
180,000 
500,000

4,500

53,900

S883.A00

Note 1: The Schedule of Other Use of Funds was prepared from ARRC records.
The information contained in the Schedule was not audited by us and 
accordingly, we do not express an opinion on it.

O I V I 5 I O U  O '  L I U I M  A 1 I V I .  M U O l t
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APPENDIX E

DEPARTMENT OP REVENUE 
ALASKA RENEWABLE RESOURCES CORPORATION 

SCHEDULE OP DELINQUENT LOANS 
April 1, 1T8T) - September 30, 1981 

(UNAUDITED)
(Note 1)

Principal Principal Dae Interest Interest Due Total
Investee Balance Past Due Date Balance Past Due Date Past Due

Alaska Pood Company $1 ,651,332 $ - 0 - N/A $ 86,132 $ 73,267 09/15/81 $ 73,267
Alaska Pood Company 1,000,000 - 0 - H/A 91,000 81,000 08/31/81 81,000
Alaska Pood Company 2,000,000 - 0 - N/A 295,528 262,056 08/31/81 262,056
American Eagle Seafoods 150,000 150,000 07/31/81 16,639 16,639 09/01/81 166,639
American Eagle Seafoods 50,000 50,000 09/01/81 666 666 09/01/81 50,666
Mali Brothers 150,000 150,000 07/31/81 5,528 5,528 07/31/81 155,528
Ball Brothers 350,000 350,000 07/31/81 12,306 12,306 07/31/81 362,306
Martin's Seafoods 656,719 - 0 - N/A 26,636 20,600 09/01/81 20,600
Pacific Boat and Barge 91,655 91,655 10/30/80 8,363 8,363 10/30/80 99,018
Pacific Bout and Barge 36,381 36,381 07/31/80 931 931 07/31/80 ? 7 ,312
Sea Fisher 150,000 - 0 - N/A 10,376 7,551 09/01/81 7.551
Seafoods of Alaska 130,000 - 0 - N/A 6,983 2,817 09/01/81 2,817
ScaWard Shipyard 210,000 210,000 03/05/81 7,265 7,265 03/05/81 217,265
SeaWard Shipyard 20,000 20,000 03/05/81 690 690 03/05/81 20,690
Trinity Resources 175,000 - 0 - 1*7 A 6,563 6,563 08/31/81 6,563
Trinity Resources 61,068 61 ,068 06/JU/81 6,629 6,629 06/30/81 65,677
Trinity Resocrees 60,000 60,000 06/30/81 6,625 6,625 06/30/81 66,625
Great Lund Fannu 50,000 - 0 - N/A 1,080 66 7 09/01/01 667
Steik Enterprises 55,000 -0- N/A 2,530 1 ,705 09/01/81 1,705
The Woodyard 39,167 39,167 Unknown 6,598 6,598 Unknown 63,765
Alaska Timber Company 600,361 - 0 - N/A 9,097 6,636 08/01/81 6,636

To t a 1 $7.086.663 $1.218,051- V aa * . • . I i . K u i A i . m 8 2 1 * 3 2 1 $5 76, /t ]8 $1.762.669t i i . j v . <— i  f  -  « i
r

*
c0

Note 1: The Schedule of Delinquent Loans was prepared from ARRC records. The Information contained in the Schedul
was not audited by us and accordingly, we do not express an opinion on it.
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July 29, 1980

Mr. Gerald R. Wilkerson, CPA 
Division of Legislative Audit 
Pouch W
Juneau, Alaska 99811

465-3600
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'AUDTC7

Re: ARRC spending and investment
practices
Our file: J-66-792-80

Dear Mr. Wilkerson:

You have asked whether (1) the statutory limitation 

on the Alaska Renewable Resources Corporation's (ARRC' s) in­

vestments in a company includes outright loans, (2) whether 

technical assistance funding can come from ARRC,'" capital 

budget, (3) whether applicants for that assistance must meet 

the same requirements as those imposed for financial assist­

ance, (4) whether ARRC must receive a return on expenditures 

for technical assistance, and (5) whether ARRC or the Depart­

ment of Revenue has ultimate authority and control over Clio 

investment of ARRC's surplus funds. Wc will answer each 

question in turn.

1. The statutory limitation on ARRC's investments 

relates to equlty investments and does not include loans.

AS 37.12.080(b) provides in relevant part that the 

ARRC board may not

ST AT E  O F  A LA SK A . 9 7 - D IV IS IO N  O F  L E G I S L A T I V E  A UD IT



------------------------------------------------------------------------------------------------------------------------------appEarirr------------------------------------ ---

DEPARTMENT OF REVENUE 
ALASKA RENEWABLE RESOURCES CORPORATION 

ATTORNEY GENERAL OPINIONS

Gerald R. Wilkersor. -2- July 29, 1900

invest in more than 49 percent of the outstand- 
. ing corporate stock or other corporate obliga- 

| tions issued by an applicant . . . .

Given their plain meaning, the words "corporate obligations"

| would certainly include promissory notes, bonds, and any oth­

er liabilities of the applicant. However, "[t]he notion that 

because the words of a statute are plain, its meaning is also 

plain is merely pernicious oversimplification." • United States 

v. Monia, 317 U.S. 424, 431 (1943) (Frankfurter, J., dissent- jp

ing). This is especially true where, as here, we are deal­

ing with a statute which is the apotheosis of imprecision.

If we look at the statute as a whole, it seems ra­

ther obvious that ARRC will routinely be holding all or al­

most all of the promissory notes issued by applicants. The 

very reason for ARRC's participation is the unavailability 

of regular financing. Ch. 179, § 2, SLA 1978, set out as a 

note preceeding AS 37.12.010. Hence, giving the words "other 

corporate obligations" their plain meaning would confound 

the very purpose for the legislature'.; passing the statute 

in the first place. Accordingly, we concur in the interpre­

tation place' on this prohibition by the ARRC board, i.e., 

as being applicable only to equity interests in applicant 

corporations.

2. Funding of technical assistance can come from 

ARRC's so-called capital budget.

We do not doubt that, as an accounting rule, tech­

nical assistance expenses should be considered as operating 

expenses as opposed to capital expenses. The problem here,

ST,-- F  A L A S K A  - 2 4 -  D I V I S I O N  C r  L E G I S L  AT IVE  A U D I T
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however, is that the legislature appropriates to the capital 

budget without regard for the niceties of that distinction.

That is true not only of ARRC's budget but of the entire bud­

get generally. Accordingly, the mere fact that money has 

been appropriated to ARRC in that part of the budget denomi­

nated as being for "capital projects" does not, in and of 

itself, make it unavailable for expenditure for what are usu­

ally categorized as operating expenses.

Given the highly generalized nature of the appro­

priation to ARRC for capital projects and the absence of any 

legal significance in the denominatxon in the budget of appro­

priations for "capital projects," there are no legal restraints 

on ARRC's expending the latter for technical assistance. As 

a statutory rule, ARRC's own administrative expenses are to 

be budgeted as its operating expenses. AS 37.12.095(b) pro­

vides: "The total amc ~>t of the corporation's operating bud­

get shall be specified separately in its budget and appro­

priated from the general fund." The ARRC projects, which -- 

by force of this scatutory exclusion -- necessarily include 

technical assistance, are then to be budgeted separately, 

presumably as capital projects. This is precisely what ap­

pears to have been done here. In the 1979 appropriations 

bill, ch. 80, SLA 1979, at page 115 of the 1979 Temporary and 

Special Acts, $638,000 is appropriated to ARRC from the gen­

eral fund under the ge.eral denomination of "operating expen­

ditures." Id., at 69. On page 164, seme $32 million, broken 

down into resource categories, is appropriated from "other
STATE  O S  A L A S K A  - 2 5 -  D I V I S I O N  O F  L E G I S L A T I V E  A U D I T
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funds" to ARRC under the general denomination of "capital 

projects." Accordingly, this use of the funds has to be va­

lid valid under both AS 37.12.095 and chapter 80, SLA 1979.

3. Technical assistance must be limited to entities 

which are qualified applicants for financial assistance.

As ARRC counsel points out, the statute does not 

generally lend itself to certainty. On this matter, it is 

as follows:

AS 37.12.115(b)(emphasis added). The statute defines "appli­

cant" as '.‘ollows:

AS 37.12.125(1)(emphasis added). The term "qualified appli­

cant" is not included within the definitions section of the 

statute, but in effect, is defined by those pro risions of 

the statute which describe the requirements for financial 

assistance in AS 37.12.085, which states that "[a]n applicant 

is qualified if," he has submitted a proposal under AS 37.- 

12.080(a)(1), is a three-year residert, and has not been a 

failure on previous projects with the corporation.

for some applicants to receive technical assistance before 

they can qualify in that they are not capable of submitting 

a proposal under AS 37.12.080(a)(1) without that assistance.

The corporation may provide funding for tech­
nical and management advice and assistance to 
qualified applicants as it considers necessary 
in the circumstances.

'applicant' means a person making application 
to the corporation for financial assistance

Counsel for ARRC suggests that it may be necessary

S T A T E  O F  A LA SK A D IV I S IO N  O F  L E G I S L A T I V E  A U D IT
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But the requirements of AS 37.12.080(a)(1) are not that tech­

nically difficult, and there can be little question that, as 

a practical matter, an unsophisticated applicant with a great 

idea would have no problem meeting the loose requirements of 

section 80(a)(1). After that has been done, the board can 

"provide funding for technical and management advice and as­

sistance to qualified applicants as it considers necessary 

in the circumstances." AS 37.12.115(b).

4. There is no requirement that the board real- 

ize a return on money provided for technical assis:ance.

We concur with ARRC's counsel that the statute does 

not require ARRC to realize a return on money provided for 

technical assistance. We think that it is left to the sound 

discretion of ARRC's board to determine whether money so used 

must be repaid. The House Finance Committee stated that the 

money would be repaid. 1978 H. Tour. 832. But the discre­

tionary language of the statute to the effect that the money 

so used "may form a part of a later investment," must be 

deemed to control.

^• fhe Department of Revenue has control over the 

invcstment of ARRC funds.

We have concluded that the establishment of the 

Alaska Renewable Res urees Development Fund, AS 37.11.010 - 

040, the Alaska Renewable Resources Investment (nee Perman­

ent) Fund, AS 37.11.050 - 090, ancl the Alaska Economic Dis­

aster Impact Fund, AS 37.11.100, is in conflict with the 

constitutional prohibition against dedicated funds and is,

_  9 7 -STAT E  OK A L A S K A  D IV I S IO N  O F  LEG ISLAT IVE :  AUD IT
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therefore, a nullity. */

The 1974 legislation establishing these funds and 

the introduction in 1975 rf bills to establish still other 

special purpose funds led to an opinion from this office in 

which we concluded that mineral revenues are within the con­

stitutional prohibition against dedicated funds .• 1975 Op.

Atty. Gen. No, 2; Alaska Const., art. IX, § 7. The opinion, 

in turn, led to the adoption of a constitutional amendment 

to provide for a single exception to allow the dedication of 

certain mineral revenues to the Alaska Permanent Fund. Under 

the maxim expressio unius est exclusio alterius, all other 

dedicati ns are excluded from the exception. 2A SUTHERLAND 

STATUTES AND STATUTORY CONSTRUCTION § 47.23 (4th Sands ed. 

1973,. In other words, the constitutional amendment provid­

ing for the Alaska Permanent Fund precludes the establish­

ment of these funds.

The "allocation" of these same mineral receipts to 

ARRC under AS 37.12.020, which was adopted in 1978, is simi­

larly a proscribed dedication which is equally unconstitution­

al and, therefore, likewise a nullity. Aside frcm the excep­

tions made by the constitution itself for dedicated funds, 

the only way that public money can be made available for ex-

*/ We had previously opined that, taken as an accounting 
cTevice rather than as a dedication, the original 1974 enact­
ment might be valid. Informal Op. Atty. Gen. Oct. 12, 1977. 
The 1978 legislation and ARRC's interpretation of its in­
tended effect compels us to come now to a contrary conclusion.

S T A T E  O F  A L A S K A  o o D IV I S IO N  O F  L E G I S L A T I V E  A U D IT
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penditure is by an appropriation. Alaska Const., art. IX,

§ 13. Appropriations can be made solely in appropriation 

bills. Alaska Const., art. II, § 13.

Accordingly, ARRC funds consist solely of the money 

appropriated to ARRC by the legislature in appropriation 

bills, nothing more, and nothing less, the provisions of AS 

37.12.020 to the contrary notwithstanding. As with all other 

instrumentalities of the state government, ARRC's appropria­

tions remain in the treasury under the control of the Depart­

ment of Revenue until they are to be used, except to the ex­

tent that the legislature has provided to the contrary. There 

is nothing in AS 37.12.010 - 125 which provides to the con­

trary and which also conforms to the constitution.

Sincerely yours,

WILSON L. CONDON

Assistant Attorney General

RWP/pjg

S T A T E  O F  A LA SK A - 2 9 - D IV I S IO N  O F  L E G I S L A T I V E  A U D IT



APPENDIX F

DEPARTMENT OF REVENUE
ALASKA RENEWABLE RESOURCES CORPORATION

ATTORNEY GENERAL OPINIONS

MEMORANDUM State of Alaska
t o  G e r a l d  L. Wilkerson 

Legislative Auditor
DATE: April 1, 1981 

FILE NO: J-66-412-81

TELEPHONE NO: 465-3600

FROM-WILSON L. CONDON 
ATTORNEY GENERAL

By:
Rodger W. Pegu, 

Assistant Attorney

s u b j e c t :  Constitutionality
of the Renewable Re- : 
sources Investmentyq[jj f 
Fund

You have asked us for our views on the constitution­
ality of the Renewable Resources Investment Fund. In our view, 
it is unconstitutional.

The Legislative Counsel has opined to the contrary, 
relying in part on a plain-language interpretation of the con­
stitution's provisions on dedicated funds. The Alaska Supreme 
Court has occasionally used a plain-language interpretation to 
determine the meaning of a statute. E.g., Alaska Mines and 
Minerals, Inc. v. Alaska Industrial Bd., 354 P .2d 376, 379 
(Alaska 1960). But a literal interpretation of the words of a 
statute or constitution should not be applied if it will frus­
trate the framers' obvious intent and if the words can reason­
ably be given a different construction. 2 A. Sutherland, STA­
TUTES AND STATUTORY CONSTRUCTION, § 46.07 (4th Sands ed. 1973). 
And even where the court states that, when the law is plain, 
there is nothing left for interpretation, Alaska Public Employ­
ees' Ass'n v. State, 525 P .2d 12, 14, n. 14 (Alaska 1974), the 
court does, in fact, interpret it. There simply is no rule 
that forbids the use of aids in construing the meaning of a 
statute however clear the words may appear on superficial ex­
amination. Train v. Colorado Public Interest Research Group, 
Inc. , 426 U.S. 1, 3-11 (1976) . For that reason, resort should 
be had to the records of the Constitutional Convention where, 
as here, they provide substantial aid in ascertaining the mean­
ing and purpose of the prohibition against dedicated funds. */

When resort is had to the record, there can be no

*/ As a practical matter, the Alaska Supreme Court has consis­
tently resorted to the Minuter of the Constitutional Convention. 
The only question is how much wt’Lht it will give to the re­
marks of delegates.

S T A T E  O F  A L A S K A -30- d i v i s i o n  O F  L E G I S L A T I V E  A U D IT
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question that the convention intended to bar the dedication of 
oil and gas revenues. 1975 Op. Atty. Gen. No. 9. We will not 
repeat that opinion here. The Alaska Supreme Court has yet to 
rule whether that intent will be given its effect. It may or 
may not. But until it does rule, it is our view that the words 
"tax or license" in article IX, section 7, of the constitution 
are flexible enough, in context, to include all revenues, and 
that therefore, the framers’ intent must be given effect.

Giving the language of section 7 that meaning not 
only accords with the undisputable intent of the framers but 
also with the obvious conclusion of the voters that an excep­
tion from the prohibition against dedicated funds should be 
made with respect to at least 25 percent of certain mineral 
revenues. By expressly making this exception, the amendment 
includes all remaining mineral revenues within the bounds of 
the prohibition. That is, by necessary implication, all other 
dedications of mineral revenues are prohibited. 2 A. Suther­
land, STATUTES AND STATUTORY CONSTRUCTION § 47.23 (4th Sands 
ed. 1973).

Accordingly, under article IX, section 7, of the Alas­
ka Constitution, the dedication of five percent of mineral rev­
enues for a special purpose prescribed by AS 37.11.020 is uncon­
stitutional and invalid on its face. The additional dedications 
of interest and of amounts remaining in tho fund, AS 37.12.060, 
are equally unconstitutional and invalid

The Legislative Counsel also opines that an amendment 
made to article IX, section 7 by the same amendment which es­
tablished the Alaska Permanent Fund grandfathered in dedica­
tions made prior to that amendment. Thus, in his view, even 
if the dedication for renewable resources had been unconstitu­
tional, it was validated by this amendment. However, the Leg­
islative Counsel's view here is directly contradicted by the 
rules established for amending the constitution.

The applicable constitutional provision reads as fol­
lows :

The lieutenant governor shall prepare a ballot 
title and proposition summarizing each proposed 
amendment, and shall place them on the ballot 
for the next general election. If a majority 
of the votes cast on the proposition favor the 
amendment, ijt shall be adopted.

S T A T E  OF  A LA SK A - 3 1 - d i v i s i o n  o r  L E G I S L A T I V E  A U D IT
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Alaska Const., art. XIII, § 1 (emphasis added). */ The appli­
cable statute adds: "Each amendment shall be confined to one
subject." AS 15.50.010. Arguably, the constitution itself 
might not impose a single-subject requirement, but it probably 
does, and the statute clearly does. Moreover, both require 
that the subject not merely be disclosed but, in the language 
of the statute, be identified by "a true and impartial summary." 
Here, neither the single-subject nor the disclosure requirement 
war. mot. Each is discussed in turn.

Generally, the rules applicable to statutory r .instruc­
tion apply as well to the provisions of a constitution. 16
C.J.S. Constitutional Law § 15 (1956). The rule with respect 
to subjects is that where a statute contains two or more sub­
jects but only one is disclosed by the title, the subject which 
is disclosed will be given its effect and the undisclosed sub­
jects contained in the statute are invalid and of no effect.
1A A. Sutherland, STATUTES AND STATUTORY CONSTRUCTION § 18.08 
(4th Sands ed. 1972). Cf., Port of Longview v. Taxpayers of 
Port of Longview, 533 PTTd 128 (Wash. 1975)(summary of consti- 
tutional amendment).

In the instant case, the title of the resolution 
which proposed the amendment disclosed that it would establish 
"an Alaska Permanent Fund for certain proceeds derived from 
non-renewable resources." The clear implication is that a sin­
gle fund is to be established. It says nothing about establish­
ing additional dedicated funds, by validation of unconstitution­
al dedications. The title remained unchanged in the legisla­
ture, notwithstanding two significant but little noticed amend­
ments to the proposed amendment.

One of these amendments changed the word "constitu­
tion" to the word "section" in the last line of section 7 of 
article IX of the constitution to provide - in what can only 
be characterized as by stealth and deception - for the contin­
uation of dedications existing not when the constitution was 
ratified back in 1956 but when the amended section was rati­
fied, i.e., to grandfather in all the unconstitutional dedica­
tions established by law between 1956 and 1976.

*/ Constitutional provisions providing for the legislature to 
propose amendments are strictly construed. Moore v. Shanahan, 
486 P.2d 506, 511 (Kan. 1971). Here, the use of the singular 
militates against a conjunction of amendments which are not by 
their nature interconnected.
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We have taken the position that this amendment was 
without any effect */ because (1) to be effective, it had to 
(but did not) make reference to the invalid legislation it 
sought to validate, Matthews v. Quiniton, 362 P.2d 932, 938-939 
(Alaska 1961); Annot. 171 A.L.R. 1072 (1947); (2) its subject 
(object or purpose) was not disclosed by the title or ballot 
summary as required under the constitution, art. XIII, § 1, 
the law, AS 15.50.020, and recognized legal principles, 16 AM. 
JUR.2d Constitutional Law § u > (1979); and (3) its subject, 
retrospective validation of diverse, invalid dedicated funds, 
was separate from and in addition to the purpose or object of 
establishing a new, singular dedicated fund, and therefore, re­
quired separate treatment. Alaska Const., art. XIII, § 1; AS 
15.50.010. See Kerby v. Luhrs, 36 P.2d 549, 554 (Ariz. 1934);
94 A.L.R. 1502 (1935). ^ 7

The Legislative Counsel assumes without discussion 
that, with the slight guidance provided by the voters' pamphlet 
and ballot summary, the average voter would notice the change 
in words and would be able to comprehend that the change from 
"constitution" to "section" means that the amendment necessar­
ily ratified or validated theretofore unconstitutional dedi­
cated funds. No basis is given for this assumption. None ex­
ists .

In reviewing 1LJR 39 for the governor, this office 
missed the change in words altogether, and the reviewer made 
no mention of it. The review letter was signed by Attorney Gen­
eral Gross after further ’•cview by Assistant Attorney General 
Peterson. Neither of them noticed the change of words either.

*/ We took the position in the spring of 1979 when, nearly 
three years after its adoption, this amendment was first brought 
to our attention bv Douglas Pope, its likely author. Until 
then, we -- like thousands of others -- had never noticed it!

* */ The second of the significant but littled noted amend­
ments to HJU 39 added the phrase "unless otherwise provided by 
law" to the proposed section 15 of article IX to provide that 
income frcm the permanent fund would go into the general fund 
unless otherwise provided by law. The effect or purpose of 
this latter change was not disclosed by the title or body of 
the proportion or by the committee report on the resolution.
19 76 11. Jour. 685.
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In writing supporting and opposing statements on the 
constitutional amendment for publication in the voters' pamph­
let, neither the officers of the State Chamber of Commerce -- 
who lust be credited with at least as much percipience as the 
average voter -- nor former Speaker of the House Tom Fink (like­
wise) indicated any awareness of the change of words and its 
purpose or effect. One would think that the latter, who op­
posed the amendment, would certainly have mentioned the all en­
compassing validation of unconstitutional dedi .ations as an ad­
ditional reason for voting no on the question. The only reason­
able inference is that the change was not discerned.

The Cordova Times editorialized in favor of the prop­
osition. Friday, Oct. 29, 1976. It understood that "[o]nly 
the interest on the fund could be used to run tu government," 
but it showed no awareness of the possibility ot the amendment's 
grandfathering in other dedicated funds, or at any rate, it 
made no mention of it. The Fairbanks Daily •; *• liner lauded 
the establishment of the permanent fund. jTne. y, Nov. 3, 
1976. It cautioned about possible "multi-oi.lion cellar pit 
of political shenanigans to rival the worst union pension fund 
scandals," but made no mention of additional multi-million 
dollar dedicated funds for special purposes. Earlier, Friday, 
October 29, 1976, the News-Miner had editorialized for the 
fund's establishment in a lengthy, detailed examination of the 
proposed constitutional amendment. Not one mention was made 
of the change in words which would validate the theretofore un­
constitutional dedications.

While the News-Miner1s editor , had obviously given 
the proposition on the permanent fund a lot of thought, there 
is not the lease indication that they discerned the possibility 
that the amendment grandfathered in other dedicated funds.

The Anchorage Times editorial for Sunday, October 24, 
1976, described the pluses and minuses - mainly the latter - of 
the proposed permanent fund at length. The editorial's tone is 
so obviously unfavorable that it is unreasonable to assume that, 
even though they understood that replacing the word "constitu­
tion" with "section" would result in validating theretofore un­
constitutional dedicated funds, the Times editors ignored it.
One can only infer that they (too) missed it altogether. No 
other reason exnlains their omitting it from their list of draw­
backs in the proposed constitutional amendment.

Following the election, Anchorage lawyer and former 
legislator Joe Josephson wrote about the permanent fund in his 
weekly newspaper column. Anchorage Times, Tuesday, Nov. 9,
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1976. While he indicated concern for the effect that the exis­
tence of the new dedicated fund might have on Alaska's govern­
mental . finance policies, and thereby, on its economy, nothing 
in the column indicated any understanding that the amendment 
validated dozens of theretofore unconstitutional dedicated 
funds for special purposes. In sum, none of the state's keen­
est observers appears to have even noticed the amendment to 
section 7 of article IX.

In Short v. State, 600 P.2d 20, 22 n. .4 (Alaska 1979), 
the court stated that due process is denied if the ballot prop­
osition fails to adequately notify the voters of the proposi­
tion's subject matter. And there is no question that the con­
stitution requires a summary of each amendment to be placed on 
the ballot. Alaska Const., art. XIII, § 1. It seems pretty 
obvious here, that the summary and other information on the 
proposition did not in any way indicate to persons who were 
interested and concerned that the effect of replacing "consti­
tution" with "section” was to grandfather in unspecified, nu­
merous dedicated funds for special purposes which had thereto­
fore been unconstitutional.

The courts agree that adequate notice of the subject 
matter is mandatory. The summary of a ballot proposition must 
inform the voters of as many of its features as word limitations 
allow. E.g., Redden v. Meyers, 513 P.2d 767 (Ore. 1973); Bazett 
v. Myers, 508 P.2d 199 (Ore. T973). It should have been simple 
enough for the draftsman of the ballot title and summary here 
to state the principal features of the proposition, i.e., that 
among other things it validated hitherto invalid dedications.
One can only infer that the summary's draftsman omitted to do 
so because he did not know that this was a feature of the prop­
osition. */ This omission was by no means minor. It simply is 
not enough to leave it to the voters to infer certain effects 
or consequences. The duty to summarize requires that adequate 
notice be made. Sundleaf v. Myers, 520 P.2d 438, 441-442 (Ore. 
1974); Short v. State, 600 P.2cTT0, 22, n. 4. 25, n. 15 (Alaska 
1979)(dictaj. The failure to include the purpose or object of 
the amendment in the summary excludes it from the scope of the 
amendment. Port of Longview v. Taxpayers of Port of Longview, 
533 P. 2d 128"TWailT. l ? 7 5 r ------------------

* In this instance, this office drafted the summary. The pro- 
fas ed summary was reviewed by the lieutenant governor's assis­
tants and the director of elections. None caught the omission,
i.e., no one noticed the change in words.
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As regards separate subjects, the rule in this juris­
diction is liberal with respect to their inclusion in single 
measures. Short v. State, supra; Gellert v. State, 522 P.2d 
1120 (Alaska 1974J; Suber v. Alaska. State Bond Committee, 414 
P. 2d 546 (Alaska 1966j~! It will be rare, indeed for our court 
to overturn any measure on the single-subject rule. */ Never­
theless, this might well be the one.

While both amendments are obviously parts of a broad­
er single subject, i.e., dedicated funds, and therefore related, 
each is also separate with respect to its object and purpose. 
Joining the two in a single proposition deprives "the voter of 
his or her liberty of choice, forcing acceptance of an objec­
tionable proposition by coupling it with an unrelated meritor­
ious objective which the voter earnestly wants to support." 
Short v. State, 600 P.2d 20, 25 (Alaska 1979). In Short, the 
court held that coupling correctional facilities with public 
safety facilities in a single bond proposition was valid. Here, 
it would have to find that coupling the establishment of the 
uniquely pop alar permanent fund with validation of the previ­
ously established and unknown number of unconstitutional dedi- 
ca" 'd funds is valid. The comprehensive construction programs 
whiou underlay the decision in Gellert and Short and the "inex­
tricably intertwined" taxation which underlay the decision in 
North Slope Borough v. Sohio Petroleum Corp., 585 P.2d 534, 545 
"(Alaska 1978), are missing here. There is neither a comprehen­
sive plan nor an inextricable interrelation here. There if a 
rider, the very evil the rule described in Short is designed to 
preclude. 1A A. Sutherland, STATUTES AND STATUTORY CONSTRUC­
TION § 17.01 (4th Sands ed. 1972). Accordingly, the additional 
amendment violates the single-subject rule.

Accordingly, because the replacement of "constitu­
tion" with "section" in article IX, section 7, of the Alaska 
Constitution was not mentioned in the title of the resolution 
which proposed the amendment and was not made known to the 
voters and because conjoining it in the same ballot proposition 
as the establishment of the Alaska Permanent Fund violated the

*/ The single-subject rule is applied to propositions for con­
stitutional au idments by AS 15.50.010. Had this office per­
ceived that the amendment contained two subjects, it would have 
placed each on the ballot separately in accordance with AS 15.- 
50.010 and the precise language of article XIII, section 1, of 
the constitution.
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single-subject rule, it is a nullity and of no force or effect. 
The dedication of revenues for renewable resources was and is 
invalid.

RWP/pjg

cc: Honorable Thomas K. Williams
Commissioner 
Department of Revenue

Ronald D. Lehr, Director 
Division of Budget & Management 
Office of the Governor
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T0 Gerald L. Wilkerson, CPA DATE: November 2, 1981
Legislative Auditor
Division of Legislative Audit RLE N0: J-66-058-

TELEPHONE NO: 465-3600
S E -  “ 1

FR0M WILSON L. CONDON s u b j e c t :  Audit of ARRC (
ATTORNEY GENERAL m w i :

sr.-;S :< r ) s  * a s r ^ i r

B y :  r,.^j /*" . ,  j  H V U H
Leslie J. Ludtke 

Assistant Attorney General

You have asked this department's advice concerning
four issues which have arisen in your audit of the Alaska
Renewable Resources Corporation (ARRC). The questions raised 
by your audit are:

1. Did ARRC have authority to expend repaid
principal from previous loans made?

2. Did ARRC have authority to expend funds
appropriated by Chapter 33, SLA 1980 after
January 31, 1981?

3. Did ARRC have authority to expend funds for
post-investment technical assistance?

4. May an ARRC Trustee serve on the Board of
Directors of an ARRC investee?

I

We will answer each question in turn.

1. ARRC may not expend funds except as appropriated
Ey~ the legislature.

AS 37.12.095 provides that the corporation (ARRC) may 
expend money only as appropriated by the legislature. This
provision is constitutionally mandated by Article IX, § 13 of 
the Alaska Constitution which allows money to be withdrawn from 
the treasury only by legislative appropriation. We have 
already advised your office that ARRC funds consist solely of 
the money appropriated to ARRC by the legislature in 
appropriation bills. (Formal opinion of the Attorney General, 
7/29/80). No legislative appropriation has been made to ARRC 
which would allow the expenditure of the repaid principal from 
previous loans. Any expenditure of those funds therefore 
violates AS 37.12.095.
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2. ARRC may not expend funds appropriated by 
Chapter 33, SLA 1980 after January 31, 1981.

Section 1 of FCCSSB 140 created the commercial fish 
purchasers assistance fund and provided for the administration

I of this fund by the board of trustees of ARRC. However,
Section 4 of the same bill repe .led the' commercial fish 
purchasers assistance fund on January 31, 1981. Section 1 of 
FCCSSB 22, the appropriation bill which accompanied FCCSSB 140,

K appropriated the sum of $15,000,000 to this fund. The lapse
date of this appropriation was June 30, 1981. It is clear that
the difference in lapse dates between the act creating the fund

I and the appropriation bill creates a p.oblem as to where the
appropriation can be deposited after the fund is repealed.

In previous opinions, we have advised that if no fund 
is in existence to receive the specific appropriation from the 
general fund, (Informal opinion of the Attorney General 6/8/77) 
the funds must remain in the general fund. Similarly in order 
to expend an appropriation, the agency must have both the power 
to expend the money and must have the money itself. In this 
instance, ARRC has the mcney but it does not have the power to 
expend it. Therefore, because the legislature has not 
conferred the power upon ARRC to expend funds after January 31, 
1981 to assist comercial fish purchasers, no funds appropriated 
for that purpose may be expended for that purpose after that 
date. Therefore, the unencumbered balance of the appropriation 
must lapse.

1 

I 

I 

I 

I

I AS 37.12.115(b) provides that ARRC may provide funding 
for "technical and management advice and assistance to 
qualified applicants as it considers r.cessary in the

circumstances." The fact tbal the "qualified applicant" must

I have submitted a marketing plan under AS 37.12.085(1), does not
preclude further funding for marketing studies or technical 
advice if ARRC considers that funding "necessary in the

B circumstances." In our formal opinion to your office on
July 29, 1980 wo advised you that the ARRC board may provide
this type of assistance to qualified applicants where it
considers the assistance necessary.

B

3. ARRC may expend funds for post-investment 
technical assistance.
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4. An ARRC trustee who also serves on the Board of 
Directors of an ARRC investee may not vote on or 
participate in discussions concerning matters in 
which ARRC has a financial interest.

AS 37.12.065 specifically addresses the question you 
/e raised in your request for advice. Apparently, ar ARRC 

oLUstee was at the time of investment and is now a member of 
the board of trustees of an ARRC investee. AS 37.12.065 does 
not prohibit an ARRC trustee from maintaining such an interest, 
provided that that interest was acquired before the investment 
was made. In relevant part, 37.12.065 provides

If a member or employee owns or controls 
such an interest, he 3hall immediately 
disclose the interest in writing to the 
board and refrain from participating in any 
manner in any activity relating to that 
interest.

This statute prohibits the board member from 
participating in activities affecting this interest either in 
the capacity of an ARRC trustee or as a board member of the 
corporation in which ARRC has an interest. In several previous 
opinions we have concluded that public officials may not
participate in any manner „n matters in which they have a 
financial interest. (Informal opinions of the Attorney
General, 7/12/63, 3/5/81.) This same rule should be strictly 
applied to members of the ARRC board. Because of the ptculiar 
quasi-governmental nature of their position, ARRC board members 
should be particularly cautious with respect to even an 
appearance of a conflict. In this instance, the ARRC board 
member should refrain from all discussions of the investment 
and any vote related to the investment.

L  J L : v r b
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OFFICE OF THE ATTORNEY GENERAL

D e c e m b e r  17, 1 9 8 1

JAY 5. HAMMOND, GOVERNOR

POUCH K - S T  A  TE CAPITOL 
JUNEAU, A L A SK A  99811  
PHONE: 19071 ‘185-3600

G e r a l d  W i l k e r s o n ,  C P A  

L e g i s l a t i v e  A u d i t o r  

D i v i s i o n  o f  L e g i s l a t i v e  A u d i t  

P o u c h  W

A l a s k a  O f f i c e  B u i l d i n g  

J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  M r .  W i l k e r s o n :

Y o u  h a v e  r e q u e s t e d  t h i s  d e p a r t m e n t ' s  a d v i c e  r e g a r d i n g  

w h e t h e r  a n  A l a s k a  R e n e w a b l e  R e s o u r c e s  C o r p o r a t i o n  ( A l\RC) T r u s ­

t e e  o r  e m p l o y e e  m a y  s e r v e  a s  a v o t i n g  d i r e c t o r  o n  t h e  b o a r d  o f  

a n  A R R C  i n v e s t e e .  W e  t h i n k  t h a t  A S  3 7 . 1 2 . 0 8 0 ( b ) ( 4 )  c l e a r l y  

p r o h i b i t s  A R R C  f r o m  p l a c i n g  a n  e m p l o y e e  o r  t r u s t e e  o n  an. i n ­

v e s t e e ' s  b o a r d  f o r  t h e  p u r p o s e  o f  e x e r c i s i n g  voting r i g h t s  o n
m a t t e r s  r e l a t i n g  to t h e  m a n a g e m e n t  o f  t h e  i n v e s t e e .

A S  3'; 3 0 ( b ) ( 4 )  p r o v i d e s  t h a t  A R R C  m a y  n o t  " a s s u m e
r e s p o n s i b i l i t y  .or m a n a g e m e n t  o f  a n y  p r o j e c t  i n  w h i c h  it  h a s  

v e s t e d  a n d  m a y  n o t  e x e r c i s e  v o t i n g  r i g h t s  f o r  t h a t  p u r p o s e  or  
for a n y  o t h e r  p u r p o s e  w h i c h  i s  w i t h i n  t h e  s c o p e  o f  m a n a g e r i a l  

c o n t r o l . "  T h i s  s e c t i o n  a b s o l u t e l y  p r o h i b i t s  e x e r c i s i n g  v o t i n g  
r i g h t s  for a n y  p u r p o s e  " w h i c h  is w i t h i n  t h e  s c o p e  o f  m a n a g e r i a l  

c o n t r o l . "  U n d e r  A S  1 0 . 0 3 . 1 7 4 ,  t h e  p o s i t i o n  o f  a d i r e c t o r  o f  a 

c o r p o r a t i o n  is f u n c t i o n a l l y  d e f i n e d  t o  i n c l u d e  m a n a g e m e n t  o f

t h e  b u s i n e s s  a n d  a f f a i r s  o f  t h e  c o r p o r a t i o n .  T h e r e f o r e ,  a n y  
e x e r c i s e  o f  v o t i n g  r i g h t s  b y  a n  A R R C  T r u s t e e  or  e m p l o y e e  w o u l d  
n e c e s s a r i l y  b e  f o r  a p u r p o s e  w h i c h  is w i t h i n  t h e  s c o p e  o f  

m a n a g e r i a l  c o n t r o l .

T h e  o n l y  e x c e p t i o n s  t o  t h i s  p r o h i b i t i o n  a g a i n s t  v o t i n g  

a s  a m e m b e r  o f  t h e  b o a r d  o f  a n  A R R C  i n v e s t e e  a r e  p r o v i d e d  in 
A S  3 7 . 1 2 . 0 8 0 ( c ) .  T h i s  s e c t i o n  a l l o w s  t h e  A R R C  b o a r d  t o  t a k e  

a n y  a c t i o n  w h i c h  it d e e m s  n e c e s s a r y  t o  p r o t e c t  i ts  i n v e s t m e n t .  
H o w e v e r ,  b e f o r e  t h e  A R R C  br/ird m a y  a c t  u n d e r  A S  3 7 . 1 2 . 0 8 3 ( c ) ,  

it m u s t  f i n d  t h a t  a c t u a l  c i r c u m s t a n c e s  or e v e n t s  t h r e a t e n  t h e
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investment. In the situation you have described in your opin­
ion request, no circumstances exist which warrant extraordinary 
action under AS 37.12.085(c). We, therefore, conclude that if 
an ARRC trustee or employee is a director of an ARRC investee, 
that trustee or employee may not vote as a director of the ARRC 
investee.

j

Sincerely,

WILSON L. CONDON 
ATTORNEY GENERAL

By:

Assistant Attorney General

L J L: v r b

I
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JAN 111982
LESISLAM

’UDIT

Gerald L. Wilkerson, Auditor 
Budget and Audit Committee 
Division of Legislative Audit 
Pouch Tv
Juneau, Alaska 998.11 

Dear Mr. Wilkerson:

Thank, you for the opportunity to respond to 
the audit recommendations in your Preliminary 
Review. We appreciate the time you have 
spent in analysing our activities.

Per the most part, items 2, 3, 4, and 5 are 
matters which have been the subject of 
continuing debate and legal analysis since 
the beginning of our brief history. Responses 
to those items are unlikely to be surprising 
to you as they have been discussed at length 
in the course cf the audit. Items 6 and 7 
arc operating m<. ‘-.tors which are discussed and 
for which action is suggested.
I com 0 is a , i.atter which the Board
feels is its pcej.. _ ivr o decide under the 
legislation. Althouc your basis for making 
the recommendation is understandable, we feel 
it does not take into account the practical 
realities of certain types of investments.

Recommendation No. 1 suggests that certain 
alternatives to the ARRC statute bo considered. 
Although the Board is in agreement that 
changes arc desirable, or even necessar”, the 
alternatives it would suggest if asked, and 
the reasons therefore, would be very different 
from the ones offered in the letter.

Poliey approaches

As general comment, the Board sees the 
overall audit as fair comment on a complex 
piece of legislation set in an extremely

- 'i3-
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volatile practical and political landscape. On 
the other hand, since the document may stand as 
the only ‘.legislatively developed comment of substance 
for the legislature to consider in ARRC's sunset 
year, we had hootd perhaps for more detail and 
d* 5th. It may be that such matters were outside 
tl j scope of the audit or, justifiably, the Division 
iv / have determined that it was ill equipped to 
consider the economic and industry-wide issues and 
data needed to make a thorough evaluation.

A leading authority on development finance has 
recently described the original basic concept of 
ARRC as "...one of the most innovative and creative 
ideas in development finance in the Western Hemisphere."* 
Such enthusiasm io not generated by the simple 
fact that: the Corporation has the ability to 
provide equity financing, as the audit seems to 
suggest, but rather because it represents major a 
commitment to a number of specific premises in the 
field of development financ.ng. Substantial 
resources are assigned to bottom up, enterprise 
development, pursuant to specific economy-wide 
goals, and yet the audit seems to characterize the 
ARRC und the recommended successor organizations, 
as something akin to a midrange Small Business 
Investment Corporation. Thus, "venture capital 
financing", which is referred to repeatedly in the 
audit, represents only a small portion of the 
mature organization's function and investment 
program.

We note some tendency in the letter to base recommendations
on abstract possibilities or literal readings of
the statute rather than on the actual operation of
the statute or its applied . mplementation. Without
question, the Act is long and complex and, as
well, has nuances and ambiguities, as most statutes
do, which could be given varic.us interpretations.
There is much that cou.l.d have happened and priorities 
could have been established anc. readings made in 
different ways by different persons or circumstances.
But the purpose of a performance audit, as opposed 
to a critique of legislation, is to evaluate what 
did happen. The Act no longer stands alone as a

* Belden Bull Daniels in a report to Senator Pat P.odey, 
Chair, Senate Interim Banking Committee, Ilovember 11, 
1981.
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speculative abstraction, but has been in the 
process of implementation for three years or more.
There are particular events and personalities 
attached to the lav;; it has a history, a portfolio 
and a daily existence. It has established certain 
priorities and has taken some paths while avoiding 
others.

A critique whicii departs from a legalistic point 
of view is not as misleading as the narrowness 
referred to above, however, it lends a certain 
confusion to the audit, raises questions that are 
not really questions, and makes some recommendations 
less substantial than they could have been. An 
example would be the objection that ARRC's capitalization 
is a constitutionally prohibited "dedicated fund" 
as suggested on page 3 and in Recommendation 
No. 2 . This is, as a practical matter, a non­
issue .

Response to Recommendation No. 1 

AGREE.

The letter states that ARRC should not continue to 
exist in its present form under the existing 
statutes. Support for this recommendation is that 
the onabli lg legislation lacks sufficient guidance 
and direction for the Board, and, that the structure 
and the statutes "...do not provide an efficient 
or economical use of the corporation's resources." 
Unfortunately these assertions are not supported 
by explanation, examples, or analysis which could 
be rebutted, or explained.

I t  is not possible in our view to evaluate actual 
performance or to consider design alternatives 
without reference to a particular mission, strategies 
and standards of performance. The identification 
and characterization of the problems to be solved 
will dictate, to a very large extent, the preferred 
design of any organization established to solve 
them. In short, effectiveness requires that form 
must follow function. In this regard it is suggested 
that too little has been understood of the functions 
sought to be filled by an economic development 
e n t i t y  such as ARRC. As a result we fear that the 
omission has lead to unwarranted conclusions, 
about ARRC's actual performance and, as well, to 
premature recommendations for a successor organization.

- A  5-
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At the outset, a distinction must be made between 
legislative direction, as actually set forth in 
the statute, and the direction that various parties—  
legislative, executive and public— thought such an 
effort should take after the implementation had 
begun. Popular wisdom to the contrary, read a,*5 a 
whole, the ARRC legislation provides, or at the 
very least can be read to provide, very substantial 
guidance and direction. When analyzed, most 
objections to ARRC's activities were no-: to the 
effect that it didn't have direction, but that 
people didn't like the direction; they said they 
wanted or expected something different. The 
causes for this situation were various, but a root 
cause can be traced to the facts that (1) the 
provisions of the law were never publicized and 
debated prior to passage, and, (2) that passage 
was obtained without first securing the basic 
consensus it needed to get the company enough 
breathing space to get started.

Incidents illustrating this point are too numerous 
to list, but their cumulative effect was fatal to 
the organization. The ink was not yet dry on the 
Trustee appointment letters before a bill was 
introduced by th»5 administration to usurp the 
first year's capitalisation to clear land for the 
Barley project at Delta. The legislature held the 
company hostage, i.e., as interhouse trading 
stock, t./o sessions running, and in addition, 
plopped, a 15 million dollar/one month operating 
problem (Emergency fish fund) on the company in 
its first year of investment. When pressed, 
bankers and others in the private sector approved 
"the concept" (as well they might since it was 
perhaps the most pro-private sector bill ever 
passed by the legislature) but not only failed to 
express their approval in any important way but 
were privately critical.

These examples are given not. as any sort of excuse 
or rationalization but to serve notice of the 
extremely important nature of "bringing everyone 
along" if a successor organization is being contemplated. 
Likewise, and nearly as important, the very many 
excellent features of the ARRC should not be 
summarily tossed out simply because the Corporation 
is perceived as a political failure. With skillful 
consensus building and a few important legislative 
chances, ARRC, or an ARRC-like organization, can 
provide leadership and a national model for the
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most innovative, exciting and successful development 
financing in the United States.

Such a model will not be created, however, by the 
deepened control, reduced scope and limited nature 
of an organization recommended by the letter. In 
fact, one would have to seriously question, in 
spite of the substantial need for any source of 
equity financing in the Alaska economy, whether 
there is value at all in a "state agency" or "loan 
program" which is run by bureaucrats and/or part time 
volunteers, subject to annual appropriations, the 
Executive Eudget Act and contracting procedures, 
and having limited latitude in its ability to 
structure deals. Such an approach not only 
ignores the ARRC experience, which was exactly the 
opposite, but the experience of every other similar 
fund established in the United States, public or 
private«.

ARRC's difficulties in operating have not flowed 
from a lack of accountability or control— we have 
had legislative auditors actually sitting in our 
offices for about half of our operating existence.
On the contrary, the difficulties have arisen from 
too much control and too much accessability. Had 
the legislature, for instance, actually cut off 
ARRC's operations with less than two weeks notice, 
as it nearly did last session, and set adrift a 
40-como-odd million dollar portfolio, it would 
have resulted in an embarrassment of national 
proportions. This does not say that the legislature 
would not. be entitled, c; even justified, in doing 
so. It merely points up that a credible, effective 
financing institution which asks people to put 
their life's work in its hands must be insulated 
from short term political change no matter how 
justified it may seem

Thus the noard would not only recommend that any 
amended ARRC or future organization not only be 
freed from the requirements of the Executive 
Eudget Act, but that it be freed from the annual 
appropriations problem by being endowed with 
capitalization in the form of a fund, established 
all at. once, or contributed to over time. Of the 
400 or so equity wielding investment firms in the 
United States, all have such a character.

It is further recommended that considerably more 
thought be given to the advantages and disadvantages
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of various structural options when the organization's 
mission and functions are more fully described.
Much confidence has been expressed, for instance, 
in the establishment of a public board, although 
no reasons for this have been given. (Indeed, no 
reasons have been given as to why the existing 
organization is insufficient, although the trustees 
themselves have noted some limitations.)

A part time public board is ordinarily used as a 
political buffer and as a bridge to the public of 
some government function. Both elements are 
necessary to an ARRC-like organization. It is 
difficult, however, to think of a volunteer, 
part time board which has, on its own, developed, 
or even overseen, an important overall policy, 
replete with necessary strategies, implementation 
objectives, and management oversight. Neither are 
part time boards suited to making and maintaining 
complex individual investment decisions. They are 
notorious for being the captives of their executive 
directors and are more likely than most to indulge 
in log rolling and vote trading based on economic, 
geographic or other external consideration. When 
investment decisions must be based on subjective 
and. personal elements, strategic considerations, 
and solid technical analysis, the success of a 
part time public board would be a rare accident.
Odds for its failure, or ever, scandal, would, be 
high.

Trustee Spear has made the subject of organizational 
structure a part of a draft paper concerned with 
legislative design considerations if more discussion 
on this topic is desired. He has argued for a 
hybrid board, of four public part time members and 
three full time trustees as are presently provided. 
The structure not only provides avenues to the 
private sector, buffering and public access but 
provides continuity, expertise and attention as 
well as protection against the inherent instability 
and fragile nature of the triumver.

Recommendation No. 2

The Legislature should consider the repeal of AS 37.11.010- 
01*0 and AS 37! T T ^ T fF .

DISAGREE.
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Corporate counsel has been requested to review his 
opinion on the statutes cited in this recommendation, 
and he has informed us that he stands behind that 
opinion, a copy of which is attached. See the 
February 20, i?80 opinion entitled "Stewardship of 
the Renewable Resources Fund." It is not clear 
what cash management and investment practices are 
found lacking by the auditor.

Recommendation Fo. 3

ARRC should discontinue expendingrepaid principal from 
previous loans.

DISAGREE.

This practice is supported by the opinion of corporate 
counsel; he stands behind, that opinion, a copy of 
which is attached. Sec the December 2, 1980 opinion 
entitled. "Reinvestment of Returned Investment 
Principal and Accounting Procedures." Reinvestment 
of returned principal is permitted by ARRC's 
enabling legislation.

Recommendation Mo. 4

ARRC ' s funds should bo deposited with and ..nvestcd through 
the Treasury Division cf the Department of Revenue.

DISAGREE.

Again, see the two opinions of counsel attached, 
dated February 20, 1980 and December 2, 1980.
ARRC's enabling legislation gives it responsibility 
for capital budget appropriations to it. ARRC's 
enabling legislation also provides for reinvestment 
of returned investment principal. That legislation 
does not, however, provide for reinvestment of 
earnings on investments. To the extent that ARRC's 
investment practices arc in accord with those 
principles, the corporation’s practices are supported 
by opinion of counsel.

Recomi'ienda_t i on Ho . 5

ARRC trustees and employees should, immediately resign from 
posit’Ions_ oil" the BoarcT" of "DI roc tors’ *ojf ARRC Investees .

DISAGREE.

ARRC trustees and employees have from tine to time
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been placed on investees' boards. ARRC requested 
and received an opinion of counsel on this practice, 
a copy of which is attached. See the opinion dated 
June 23, 1S81 entitled "Trustees on Investees'
Boards." ARRC has adopted this practice as a 
policy matter. Clearly- ARRC must maintain a 
careful watch over recipients of ARRC funding. The 
only truly effective way to monitor investments is 
by placing ARRC representatives on the investees' 
boards. In the commercial world, to do otherwise 
would be highly unusual; indeed, the failure of an 
investor to follow that course could very well be 
deemed to be less than prudent according to normal 
investment practices. it is the trustees' collectiv 
opinion that the policy is a sound one. To the 
extent that it is not permitted by ARRC's enabling 
legislation, the legislation should be changed.

Recommendation Mo. 6

ARRC should improve the documentation of its analysis of 
applications for financial assistance.

AGREE.

The staff throughout the past eighteen months has 
been developing, modifying and improving its practices 
and procedures with respect to documentation of 
investments.

The nine of 32 application files not evidencing 
written findings merely received conditional approval 
for financial assistance, subject to further review 
of financing plans and findings in the affirmative 
in accordance with AS 37.12.80(a), as was reuqired 
to obligate FY81 appropriated capital prior to 
year-end.

There are no excuses for the incompleteness of 
other applicant files. Immediate stops will be 
taken to assure the appropriate documentation of 
each portfolio company.

Recommendation Ho. 7

APFC shouid imp1ernent procedures that provide public 
competition !~.or~'technical 'assistance"contract.

AGREE.

Pinal approval for the procedure was obtained from
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the Department of Administration in July, 1981.
ARRC will begin implementation of its sequential 
elements in January, wit completion of the first 
cycly of activity est.ima. .d to require 90 days.

Recommendation Mo. 8

DISAGREE.

ARRC has buy/sell provisions in several of its 
investment agreements, and has attempted during 
negotiations of .investment terms to arrive at 
buy/sell provisions in all equity investments it 
has made. It should be understood chat buy/sell 
provisions effectively place a ceiling on ARRC's 
return. Prospective investees have frequently 
regarded the 25 to 305 return expectation proposed 
by ARRC as unacceptably high, and have themselves 
elected not to include buy/sell formulas in final 
documents. It would, of course, be imprudent for 
ARRC to agree to return ceilings which fail to 
offer the prospect of rewards commensurate to risks 
taken.

As to the timing for the execution of stock options, 
all investment documents contain pvovisions attesting 
to ARRC's willingness to negotiate the sale of its 
interest at any time.

Thank you for your consideration of these comments.

Sincerely,

Trustee
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