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Date: M a r c h  9,1982

Re: R e v i e w  if A l a s k a  Power Authority

In recent: weeks, there h a s  beet muc h  d i s c ussicn co n c e r n i n g  Alaska Power

Authority., the Tyee H y d r o  Project, Susitns, etc. in legislative commit­

tees and in the news. The Alaska Power A u t h o r i t y  (APA) and hydro power 

in themselves are v i a b l e  concepts. However, the questions surrounding 

APA leave c o n s i d e r a b l e  doubts in the aind of the public. 1 believe that 

we, in the H o u s e  Labor and Commerce Committee, should begin a review of

the A laska Power A u t h o r i t y  in order to outline what the problems are and

to m a k e  rec o m m e n d a t i o n s  to resolve those problems.

Because Tyee is only nine months from com p l e t i o n  and has been very 

n e a r l y  an APA project fro m  inception, I feel that it w o u l d  be an ex­

treme!.'.’ cord aTtnmnla for review.

It is my s u g g e s t i o n  that the Labor and Commerce C o mmittee appoint a 

su b - committee cf one- m o n t h  duration to look into Alaska Power Authority 

and the Tyee Project w i t h  a final report and r e c ommendations due on 

April 1.1, 1983. Because of the vast amounts of m a t e r i a l  and the w o r k­

load already placed on m o s t  staff people, I would also suggest that an 

aide or researcher be h i r e d  to serve as staff to the sub-committee 

du r i n g  that one-month.

The Sub-c o m m i t t e e  should do ar overview cf Tyee that would consist ci 

the f o llowing points:

1) Were the proper feasibility studies done, in particular, w e r e  

they rechecked --ban the original cost estimates of the project 

we r e  shewn t:o be too low?



Di d  A ? &  look carefully at alternate it:es, s m a l l e r  projects, 

or even al t e r n a t i v e  power sources?

He's A P A  followed legislative m a n d a t e  in all annual reports and 

p r o j e c t  s tatus reports?

a) On the basis of what i nformation did the L egislature 

a pprove the f u n d i n g  of Tyee?

b) statements m a d e  to the L e g i s l a t u r e  been

cocsis h development of information on Tyee as

the r f ogressec?

Was m a n a g e m  _>rcugh in using correct co n t r a c t i n g

p rocedures?

a) T h e  problem of wrap-up has been d i scussed and 

legislation has been recommended. However, further study 

should be done on wrap-up as one element of the total 

project and whet irapacr w r a p - u p  had on cost over-runs and 

c ontracting procedures.

b) What were the trade-offs in the decision to not 

relieve the engineer of r e s p o n sibility fcr the project?

What pro c e d u r e s  are used in dev e l o p i n g  cost e s timates and 

h o w  thorough is management in checking those estimates?

a) W h a t  is the /explanation lor significant differences 

in the various estimates on the project costs?

b) D o  we k n o w  w i t h  certainty at this time what the 

final costs of the project wil l  be?

Did the project costs get out of control and, if so, at what 

time did the project costs get out of control?

a) Wha t  steps were taken to control the e s c a lating 

costs of the project?

b) T h e r e  are excessive numbers of change orders in the 

Tyee project. Were all of these necessary and what could

have b e a u  done to prevent this problem?

Has the L e g i s l a t u r e  been at i»ult by constantly chan g i n g  the 

ground rules by which APA ope*ates or allowing too much 

latitude in. the operation of PA?

What has be e n  the specifi'. impact of each legislative change
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as the Tyee p r o ject progressed (i . e . . "Blackmail Clause, SB 25 

and 26, HB 9, e cc . )?

8) What steps are n e c e s s a r y  to resolve the crisis we face vit'n 
the T y e e  project?

a) Do the problems with Tyee apply to other A P A  

projects?

b) Who s h ould bear the b u r d e n  for the. cost over-runs —  

th-i utilities, muni c i p a l i t i e s  (customers) or the State of 
Al.jska?

And f i n ally and most importantly,

9) What r e c ommendations or l egislation should be adopted by the 

Labor and Commerce Committee to prevent these problems from 
arising again?

Increased energy usage throughout the State, dec l i n i n g  oil revenues and 

an eventual end to fossil fuels demand a w o r k a b l e  energy plan for 

Alaska. Some corrections have been made w i t h i n  APA by changes in 

legislation, by the APA b o a r d  and by the APA management. This review 

should not be a r.uTV.ical procedure, but rather, an examination, d i a g n o­

sis and cure.
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TO: A l l  m e m b e r s  o f  the S p e c i a l  C o m m i t t e e  on S t a t e  L o a n s
F R O M :  R e p r e s e n t a t i v e  R i c k  U e l u i n g ,  C h a i r m a n
D A T E :  F e b r u a r y  14, 1 9 8 3  '

RE:: C o m m i t t e e  s c h e d u l e  for w e e k  of F e b r u a r y  14

T h e  H o u s e  S p e c i a l  C o m m i t t e e  on S t a t e  L o a n s  w i l l  m e e t  o n  T u e s d a y ,  
F e b r u a r y  15, 1983, at 3:00 p .m., in C a p i t o l  R o o m  504 ( S e n a t e  
H E S S  C o m m i t t e e ) .

T h e  f i r s t  w i t n e s s  w i l l  be B e r t  W a g n o n ,  E x e c u t i v e  D i r e c t o r  o f  
A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  A u t h o r i t y .  Mr. W a g n o n  w i l l  
p r e s e n t  an o v e r v i e w  of A I D A  and its m a n y  i n d i v i d u a l  p r o g r a m s .
A  c o p y  o f  the A I D A  a n n u a l  r e p o r t  is a t t a c h e d .

T h e  s e c o n d  w i t n e s s  w i l l  be Don H o s t a k ,  D i r e c t o r  of t h e  D i v i s i o n  
o f  B u s i n e s s  L o a n s  a n d  V e t e r a n s ’ A f f a i r s .  Mr. H o s t a k  w i l l  
p r e s e n t  an o v e r v i e w  of his a g e n c y  a n d  the m a n y  p r o g r a m s  it 
o f f e r s .  I n d i v i d u a l  p r o g r a m s  w i t h i n  the D i v i s i o n  of B u s i n e s s  
L o a n s  i n c l u d e  A l t e r n a t i v e  T e c h n o l o g y  and E n e r g y ,  B u l k  F uel,
C h i l d  C a r e  F a c i l i t y ,  C o m m e r c i a l  F i s h i n g ,  F i s h e r i e s  E n h a n c e m e n t ,  
H i s t o r i c a l  D i s t r i c t ,  M i n i n g ,  R e s i d e n t i a l  E n e r g y  C o n s e r v a t i o n ,  
S m a l l  B u s i n e s s ,  T o u r i s m ,  V e t e r a n s ' ,  a n d  W a t e r  R e s o u r c e s  
R e v o l v i n g  L o a n  Funds. A l t h o u g h  the D i v i s i o n  of B u s i n e s s  L o a n s  
a n d  V e t e r a n s '  A f f a i r s  has no  p r e - p r i n t e d  a n n u a l  r e p o r t ,  Mr. 
H o s t a k  is p r e p a r i n g  a s p e c i a l  h a n d - o u t  f o r  the c o m m i t t e e ' s  
u s e .

I l o o k  f o r w a r d  to s e e i n g  y o u  at the m e e t i n g  t o m o r r o w .

O fficia l Btudnena

A t t a c h m e n t :  A I D A  A n n u a l  R e p o r t
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R E P L Y  T O :

The Honorable Joe L. Hayes, Speaker
Alaska House- of Representatives ..
P.O. Bex 1821
Anchorage,, Alciska 99510 v « %

RE: Alaska Power Authority
Wrap-up Insurance 
Contract 

Our File: 4306-2

Dear Mr. Speaker:

Our office has completed its review and evaluation of the naterials 
furnished us by the House Labor and Centnerce Caimittee relating to the 
Alnska Pcwer Authority's "wrap-up" insurance contract with Marsh and 
M c rjennan-Corzoon & Black/Dawson & Co. as insurance broker's for the 
Alaska Fewer Authority and Pacific Marine as workers’ compensation 
insurers. For reasons more fully explained below, it is our belief 
that a legislative lawsuit on the matter does not appear advisable at 
this time, even though one could argue that severed, state laws may 
havo been violated.

Before explaining the basis of our opinion, a brief description of the 
process through which our analysis evolved is in order. In April of 
last year, w e  were given an oral briefing lay Mr. Jeff Barry, Legisla­
tive Assistant for Representative Terry Martin, Chairman of the House, 
labor and Ccmrerce Caimittee. Mr. Barry brought with him a  few basic 
documents which we reviewed. Legislative subpoenas were then issued 
by you, as Speaker of the House, to Marsh and Mcdarman-Corroon & 
Black/Dawson & Co. wito had contracted to broker the v/rap-up insurance 
and provide risk management services for the Alaska Power Authority. 
Ycu also issued a legislative subpoena to Pacific Marine the insurance 
carrier selected by Marsh and McLennan-Corroon & Black/Dawson & Co. to 
provide workers’ coipensation insurance for the Alaska u.-jwer Authority 
projects. In May, we completed seme bisic research in the area of 
public finance, competitive bidding, monopoly and restrain of  trade, 
and the general noape of powers of the Alaska Power Authority. We
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also collected some background information concerning problems encoun­
tered with the Alaska Pipeline wrap-up insurance program.

It was determined that we should await receipt o f  the subpoenaed 
information before continuing further. This information was brought 
to us on July 19, 1982 by Mr. Barry. It consisted o f  fo”~ large boxes 
of documents which were not organized in any fashion and had not been 
indexed in any way. As a consequence, we had to review, sort and 
index the material and it proved to be very time consuming process. A  
summary of the contents of the boxes and the files i n  which they are 
new organized is set forth in the attached memorandum of August 26, 
1982 by Mr. W e v  Shea of our office together with two related memoranda 
of September 9, 1982. After reviewing the documents and categorizing 
them according to their importance, a brief summary o f  major documents 
and points was compiled. The legal authority cited by counsel for 
both the Alaska Pcwer Authority and Insurance Brokers î /as studied and 
analyzed as were the legal briefs and memoranda surrounding the Alaska 
Pipeline decision issued by the Director of Insurance in April 1970. 
A  summary o f  sane of the select documents and a brief background 
s'-j.-mary was then prepared. A  copy of the msnorandvim of October 6, 
1982 with exhibits is attached for your perusal. A n  "Indemnity 
Agreement", Exhibit "F", tn this memorandum is particularly disturbing 
since it appears to require the State of Alaska to indemnify APOOP 
(Marsh and McLennan-Corroon & Black/Dawson & C o . ) for its own 
negligence. The problem is compounded since the agreement is unsigned 
and in draft form. It was one of hundreds of documents received 
pursuant to your legislative subpoenas which w e  examined.

Upon learning tnat legislative audit liad caipiled a report addressing 
the Alaska Pcwer Autliority wrap-up insurance program, w e  refrained 
frcm issuing our opinion until a copy of that report could b e  obtained 
and studied. The report was not delivered to us until November 10, 
1982. After reviewing the report and documents subpoenaed, it would 
appear the problems identified and the questions raised in this matter 
would best be addressed through dealing directly w i t h  the executive 
branch or holding legislative hearings and adoption o f  remedial 
legislation.

This approach is especially applicable in light o f  the numerous 
factual, legislative aivd administrative changes since the initial 
wrap-up issue was addressed by us last April. Perhaps most important 
is the decision by the Alaska. Pcwer Authority to limit the wrap-up 
insurance brokerage by Marsh and McLennan-Corroon & Black/Dawson & Co. 
to the Tyee Lake construction. Initially Marsh and McLennan-Corroon & 
Black,-'Dawson fi Co. had an open-ended contract with the Alaska. Power 
Authority. Secondly, the recent Superior Court ruling in Barnes v. 
Palmer, et a l ., holding vhat the legislature and taxpayers lack
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standing to challenge violations of the Alaska competitive bidding 
statutes. Thirdly, the revision of the competitive bidding statutes 
by the legislature effective last July. Finally, the election of Bill 
Sheffield as Governor and your success in dealing with the executive 
branch in Barnes. All of the foregoing affected our analysis and 
influenced our conclusion regarding the superiority o f  informal 
administrative remedies to judicial alternatives.

In addition to the standing problem in the Barnes ruling, the nebulous 
complex areas of the law that surround the Ala'’ a Power Authority 
wrap-up insurance program are neither clear-cut no. aasily determined. 
They overlap each other in various shades of gray r her than black or 
white definitive areas. Illustrative of this problem is that despite 
the overwhelming volume of material supplied, we find that a few of 
the possible legal violations could not be adequately analyzed due to 
a lack of relevant information; these issues included the questions of 
possible:

1. Fictitious group insurance violations.
2. Worker's Compensation insurance violations.
3. Anti-trust violations.

The key issue of lack of competitive bidding in contracting the 
wrap-up insurance brokerage with Marsh and ficLennan-Corroon & Black/- 
Dawson & Co. is illustrative of the myriad of legal arguments which 
can be raised on both sides of this entire matter without arriving at 
a clear cut conclusion. The following analysis of competitive bidding 
is also illustrative of the complexity of the legal issues surrounding 
tlte Alaska Power Auuiiority wrap-up insurance program.

The contracting provisions of AS 37.05, the Fiscal Procedures Act, 
were until July 22, 1982 applicable to only state agencies and depart­
ments which were defined in AS 37.05.320(2) to mean:

...department, officer, institution, board, 
ccmmission, bureau, division, or other admini­
strative unit forming the state government and 
includes the Alaska Pioneer's Home and the Univer­
sity of Alaska.... (emphasis added)

AS 44.83.020 declares the Alaska Pcwer Authority:

... is a publ ic corporati on of the State in the 
Department of Commerce and Economic Development 
but with separate and independent legal existence.
(emphasis added) ~
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Further insight into the legal significance o f  the Alaska Power 
Authority is provided by the following citation in A S  44.83.010(3):

... establishing and operating power projects in
the stete will be accelerated and facilitated by
the enjation of an instrumentality of the state 
with pcwer to construct, acquire, finance and 
operate power projects, (enphasis added)

Since the University of Alaska is also a public corporation like the 
Alaska Pcwer Authority with separate and independent legal existence, 
one could argue that the specific listing of the Pioneer's Kane and 
the University of Alaska in the definition section o f  AS 37.05.320(12) 
exhibits legislative intent to exclude all other public corporations 
having separate and independent legal existence. This conclusion
would be based upon the statutory construction doctrine of "expressio 
unius est exclusio alterius" (the express mention o f  one thing implies 
exclusion of all other of similar nature). If the intent had been to 
mate the University of Alaska only an exanple of the type of public 
corporations included within the definition it should have been 
phrased: "including all statutorially created public corporations
such as the University of Alaska."

Despite the above, one ccxild readily argue on the other hand that by 
being an "instrumentality of the State" the Alaska Power Authority is 
an "administrative unit forming state government". The addition of 
the word "authority" to the definition of a state agency in 
AS 36.98.080(5) effective July 22, 1982, made applicable to Title 37 
by virtue of AS 37.05.230(10), makes a slightly stronger case for the 
applicability of competitive bidding laws to the Alaska Power Author­
ity. hcwever, it certainly does not totally negate the applicability 
of the expressio unius doctrine mentioned above.

Even if one were to assume the applicability o f  Title 37 to the Alaska 
Pcwer Authority, it does not necessary follow that any provision of 
that title has been violated since there are two very broad exclusions 
to the competitive bid requirements. It is provided in 
A S  37.05.230 (1) that the carpetitive bids need not. be required for 
"professional services" and the department nay negotiate directly if 
it finds pursuant to AS 37.05,230(2) that it is in the "best interests 
of the state".

Unfortunately at the time of the brokerage contract between the Alaska 
Pcwer Authority and Marsh arid McLennan-Corroon & Black/Dawson i'« C n  
when the wrap-up insurance program in question arose, the starut 
were not explicit as to what constituted "professional services". 7 
phrase was not defined in Title 37. However, scrre insight nay _>e



Han. Joe L. Hayes, Speaker 
Alaska Hcuse of Representatives 
Ref: File No: 4306-2 
January 26, 1983 Page -5-

drawn from the definition set forth in the Alaska Corporation Act in
AS 10.45.250(1), wherein it is stated that:

’Professional Services’ means a type o f  highly
skilled, technical, and specialized personal 
service rendered to the public by persons licensed 
b y  the state.

Insurance brokers are required to be licensed by virtue of
AS 21.27.040. This fact, creates an argument that the insurance 
expertise provided b y  Marsh and Mclennan-Corroon & Black/Dawson & Co., 
falls into the professional, service exclusion of A S  37.05.230(1) and, 
was not subject to the competitive bidding requirements until the 
enactment of  the "Professional Service Contract" statutes in Title 36 
effective July . , 1982, which provide in AS 36.98.080(2):

'Profess, onal Services' means professional, 
technical, or consultant services that are p r e d m -  
inately intellectual in character and that

(a) include analysis, evaluation, prediction, 
planning or reccrmendation; and

(b) result in the production of a report of the 
ccnpletion of a task.

AS 36.98.030 effective July 22, 1982 specifically governs the proce­
dure for "Solicitation of Proposals*. Hcwever, irrespective of the 
enactment of  Chapter 98 of Title 36 governing "Professional Service 
Contracts", a serious question still exists as to whether under any 
statutory definition of "professional services", the legislature 
intended to include the activities engaged in by insurance brokers 
Marsh and McLennan-Corroon & Black/Dawson & Co. o n  behalf of  the 
Alaska Power Authority. It appears the activities in which the 
brokers have engaged are much broader in scope than the mere giving of 
"analysis and recomendations" or the "production o f  a  report or  task" 
as set forth in AS 36.98.080(2), supra. Ihe insurance brokers have^ 
entered into contracts for everything from public safety to legal.*•-- 
services to public relations o n  behali of the Alaska Power Authority j> 
project at Tyee Lake. Thus, while their insurance brokerage services 
to Alaska Pcwer Authority,, may fit within the professional services 
exclusion, it is arguable whether the legislature intended or even 
envisioned insurance brokers entering such a broad range of contracts 
on behalf of the State.

The intended scope and meaning of the "best interests" exception of 
AS 37.05.230(2) adds even greater uncertainty t j the carpetidLve bid 
issue. The State has only issued guidelines v o n o e m i n g  the use of
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this exception and has not transformed these guidelines into actual 
regulations. The guidelines require:

The CarTTUSsioner o f  Administration or his designee 
may consider waiving the requirement o f  issuing 
invitations to bid when it can be substantiated b y  
the requested department and confirmed by the 
department o f  administration that such action 
would be in the best interest of the State. To b e  
considered, a request for waiver must b e  fully 
justified on an individual basis. A previously 
approved v iiver will not be justification for 
additional purchases of the same item. Request 
for waiver m y  not be approved, regardless"of the 
situation where it is apparent that poor or no 
planning was exercised or as a routine expediting 
service. (Enphasis added) (Department o f  Admin­
istration, Purchasing Regulations, Chapter 3,
Section 6)

— - ■ . . .  . . .  - - • » . .i
As near as we could determine from the documents provided us, the 
Alaska Power Authority did not comply with the requirements o f  the 
above-cited guidelines. However, there is no judicial precedent in 
Alaska for determining whether such failure negated the availability 
of such exemption. While a  line of case authority can b e  found 
mandating the presentation of objective criteria on which to base such 
a finding there does appear to be data of record frcm which the State 
arguably could conclude that it was in the "best interests" o f  the 
State (A laska Pcwer Authority, to follow the procedure in question. 
This argument centers around the fact that Marsh and McLen^an-Corrocn 
& Black/Dawsan & Co. have been providing insurance coverage to  the 
State of Alaska and that it was therefore logical to have those 
insurance brokers handle the Alaska Pcwer Authority wrap-up insurance 
program. While w e  would not reach a similar conclusion, we  cannot say 
with any degree of certainty that a court would concur in our belief.

Given the nature of the argument that can be raised on both sides of 
the issue and the inordinate amount of time required for judic ial 
litigation, it would seem that executive or legislative action w o u l d  - 
be a  much speeditr remedy. While such remedies m a y  not change the 
Tyee Lake contract, the availability and practicality o f  judicial 
remedies for the Tyee Lake contract is quite questionable. In fact, 
given the Superior Court's ruling in the case of Barnes concerning the 
lack of legislative and taxpayer's standing to challenge State v i o­
lation of the competitive bidding laws, one cannot even be certain 
that a court would decide the issues in question unless they were 
raised b y  one of the aggrieved bidders on the Tyee Lake project.
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The other issues identified on page 3 of this letter, certainly 
warrant further scrutiny and the involvement of the Director of 
Insurance since we have been advised by Mr. Barry that no filings had 
been made with the Director of Insurance as required b y  statute. The 
report of the legislative audit tends to indicate certain filings were 
made. Various arguments and issues relevant to the fictitious group 
and workers' compensation insurance violations are set forth in the 
memorandum of November 22, 1982 attached hereto. Another memorandum 
relating to the issue of anti-trust violations dated November 22, 1982 
is also attached for your perusal. Both of these memoranda have been : 
syncpoized for purposes of this letter. While w e  are inclined to 
think that the likelihood of violations of the above referenced areas 
are quite possible we feel that since a new administration is in 
pcwer, it would be prudent for discussions to ensue with the Director 
of Insurance, Department of. Administration, and Department o f  Law as 
to each of the various questions.

The Insurance Director's office should be able to handle the insurance 
issues concerning fictitious group inr'irance and worker's compensa­
tion. The Department of Administration could review the competitive 
bid waiver authorizations and perhaps revoke those which still are 
prospective in effect. The Department of Law could address the 
"'indemnity Agreement" problem as well as the anti-trust issues. The 
rtate liability arising from its potential exposure from it's "Indem­
nity Agreement" with Marsh and McLennan-Corroon & Black/Dawson & Co. 
might very well justify filing a judicial action to have the agreement 
declared void on any one or more of the grounds iraentioned in this 
letter and attached memoranda. On the other hand, the State may 
prefer to wait until actual demand is made cm the State for payment 
under the "Indemnity Agreement" before challenging its legality so as 
to avoid the expense of litigation without knowing whether the loss 
experienced from the Tyee Lake project will ever b e  high enough to 
bring the "Indemnity Agreement" into play. If more information is 
needed, or if the Legislature is desirous of pursuing its own 
investigation of these matters it could do so through the Legislative 
hearing process. This approach appears more appropriate n o w  that 
Alaska Pcwer Authority has amended it's brokerage contract with Marsh 
and McLennan-Corroon & Black/Dawson & Co. so that it is no longer 
open-ended, but instead is restricted only to the Tyee Lake project.

As you might well appreciate, the volune of factual data and tte 
various nuances of each major legal issue is euite considerable. 
Thus, not all of them could be readily summarized :n this letter when 
caibined with the changing facts, administrations and statutory 
authority. Accordingly, if you have any questions, please d o  not 
hesitate to contact us. This letter and attached memoranda constitute 
work oaipleted pursuant to the attomey-client relationship and
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a t t o m e y  work-product. Dissemination of this letter a:nd attachments 
may waive the related privileges and we would request that you contact 
us prior to making the letter and attachments available to others. In 
the meantime, w e  will await your further instructions as to whatever 
action, if any, you wish us to pursue in this matter.

Please let us know if you need the subpoenaed documents we  have 
retained. If litigation is desired we stand ready to undertake it. 
If assistance is desired for structuring of legislative hearing 
inquiries or contacts with the various executive branch w e  will be 
happy to assist you in any way you see fit.

Sincerely,

HARTIG, RHODES, NORMAN,

GKE:WWS:ndv
Enclosures



ALASKA  INDUSTRIAL DEVELOPMENT AUTHORITY

February 2, 1983

The Honorable Walt Furnace, Chairman 
House Labor 8 Commerce Committee 
Alaska State Legislature 
Pouch V
Juneau, Alaska 99811 

Dear Mr. Furnace:

While appearing before your committee on H .B . 26 several questions were 
asked that I was unable to answer at the time. I indicated these ques­
tions would be resolved and answers provided to the committee in writing.

Question : (from Representative Malone)

Please provide asset base, cash flow and amount pledged for bonds 
as of 12/31/82.

Answer:

Total assets as of 12/31/81 are $344 miMion. All assets of the Author­
ity are pledged as payment /or the bonds ( i .e . full faith and credit 
of the Authority). Cash flow projections on appropriated and federal 
guaranteed loans are prepared twice a year (6/30 and 12/31). Attach­
ment "A" was compiled using 6/30 figures. ! will furnish updated 
12/31 figures in approx»r,ately 2 weeks. Cash flows representing re­
payment of loans from bond proceed arid from other investments are 
updated when required for Official Bond Sale Statements. Attachment 
"A ’1 is from a December 1982 Official Statement.

Question:

Would you please furnish a written position paper on H .B . 26 8
H .B . ,22.

Answer:

Attached are position papers on H .B . 26 and H .B 22.

In addition your committee requested extra copies of our annual report 
which I have included. If 1 can furnish any further information please 
advise.
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Sincerely,

Bertram L . Wagnon 
Executive Director

BLW :mr

Enclosure(s/

C C : Catherine Wallen, Information Officer 
Division of Administrative Services



Aggregate Debt Service and Estimated Coverage Schedule
T he following table sets io rth , for each respective annual period ending June 30, the to ta l D eb t Service R equirem ents for t'ne 

outstanding Economic D evelopm ent Bonds, Series 1-231 and Consolidated Bonds, Series A -D , and includes estim ated D ebt Service 
R equirem ents for the Bonds and $3,335,000 Economic D evelopm ent Bonds expected to bo issued concurrently  with the Bonds. T he 
estim ated to tal N et Income of the A uthority , and the estim ated D ebt Service Coverage are calculated by dividing estim ated to tal N et 
Incotno (including projected loan repaym ent*) by t! -3 total D ebt Service Requirem ents. ^

Annual Dui.il Survicu Jim jiruincnts Estimated Nut Incoinu

— .— -Ll—  Current Issues Survicu ----------- L i— — ---- “ --------  appropriated and aunuul Estimated Estimated
Period Ending Principal     Require- Outstanding Current to the excess net total Net Coverage

Ju n e  30 t> Interest Principal Interest mcnls IJonds(l) Issuc(l) Authority (2) rovcnuus (3) Incotno (-1)

1083 ........................................ $ • $ 271,590 $13,831,070 $13,419,745 f  109,200 $2 1,7 3 1 ,5 11 $ 3,210,270 $11,770,820 3.02
10 8 1 ........................................ 105,000 1 ,15 7 ,1 12 15,402,080 14,430,0'Jl 1,302 ,113 22,991,200 5,405,580 44,189,015 2.87
1085 ........................................ 210,000 1,13 7 ,0 12 11 ,7 20 ,10 1 13,720,300 1,300,229 23,302,228 7,051,307 •15,500,10' 3.09
1080............ 235, (XX) 1 ,1 10 ,0 12 14 ,103 ,2 17 13,158,814 1,300,220 21,354,147 8 ,7 11 ,3 7 1 4l,tl23.«0S 3 .1 1
1 0 8 7 . . . . , ........................... 205,01X1 1,003 ,112 13 ,7 12 ,118 12,005,217 1,300,220 10 ,3 10 ,381 10 ,118 ,432 43,730.203 3.10
11)88............ 285,000 1,0110,012 12,801,680 11,871,300 1,300,221) 18,230,018 12,070,300 43,517,813 3.38
1080 ........................................ 176,000 1,033 ,112 12,485,801 11,602,300 1,228,676 10,600,002 13,760,200 43,0811,273 3.46
1000............ 175,000 1,020,912 12,305,013 11,480,441 1,228,575 15,205,400 15,439,592 43,160,015 3.53
n u n ........................................ 216,000 1,003 ,112 12,3115,002 11,160 ,000 1,228,5/6 14,738,200 17 ,15 1,15 0 •11,007,007 3.01
1002 ........................................ 230,000 081,0 12 >2,031,212 1 1 ,1 2 2 ,10 1 1,228575 13 , (XII, 15 1 18 ,0 2 1,0 11 41,300,778 3.00
iu ik i............ 260,1X10 1)68,1112 11,63 1,250 10,768,1X16 1,228,676 11 ,0 10 ,3 17 20,703,620 44,030,117 3.87
10 0 1............ ................................... ■ 10 ,10 1,202 200,000 930,175 11,38 1,737 10,574,412 1,223,576 10,235,238 22,521,090 41,502,322 3.01
1005 ........................................ 305,000 807,187 11,250,803 10 ,50 1,122 1,2 :8 ,575 10,221,025 24,319,200 •10,300,810 •1.1!
1000 ........................................ 355,000 802,703 11,200 ,7 18 10 .5 13 ,331 1,228,575 2,058,027 20,27U,25tl 41,000,703 3.03
1007 ........................................ ..................................  9,027,708 385,(XX) 822 ,112 10 ,835,181 10 ,031,180 1,228,575 1,0 0 1 ,12 1 27 ,010 ,221 40,831,413 3.77
1003 ........................................ ..................................  8,731,0' J •115,000 778,018 0,028,312 0,233,011 1,213,331) 1,235,892 20,559,702 41,212 ,020 4.15
1000............ •125,000 7 3 1 ,1 12 0,852,387 0,101,308 1,107,500 1 ,10 1 ,7 15 3 1,28 1,0 10 42,7(5,235 4.34
21)00........................................ 405,000 083,008 Q,82G,425 0,207,050 1,107,500 705,321 33,001,072 44,201,018 4.50
21X11 ........................................ 615,000 030,173 9,803,775 9,252,002 1,107,500 405,827 31,084.528 45,870,653 4.05

600,000 571,503 9,388,513 8 ,710 ,315 1,107,590 183,237 30,901,088 47,025,830 5.01
2003 ........................................ 635,000 5C 1,481 8,230,808 7,001,330 1,107,590 147,732 39,035,050 47,051,714 5.82
2(H)1 ........................................ ................................... 0,015 ,513 725,000 432,250 8,072,703 7.430,573 1,10 7  590 41,218,080 •10,87.2,219 0.17
2IHI5 ............ 705,000 340 781 8,(08,208 7,482,300 1,107,500 43 ,5 11,0 12 62,101,803 0.13
21X!U......................................... ................................... 0,958,050

..................................  5,821,325
800,000 250,350 8,108,000 7,515,37 J 1,107,590 45,937,108 51,020,377 0.74

21X17 ........................................ 875,(XX) 15 8 ,112 0,857,437 0,002,800 1,030,005 48,105,218 55,028,082 8 .11
21X18 ........................................ •100,000 ..8,581 1,0 10 ,0 18 1,501,200 530,057 51,177 ,702 63,302 050 27.38
21X10 ........................................ 56,000 0,250 01,260 L’2,087 64,001,(108 61,003,005 882.57

( I )  llnvim m m  nru nut of all hum and expanses on u fisunl yuur lutein.
Ilepresuiils revenues from the hums iipproprlnlotl to thu Authority , ivut of ull feus, plus uslimutud holding puriud Intermit aaluulalud at 6.6% and o ilier ruvunuus. I'rlnulpal 
nod inturun uo hums dcliiiipiuiit more than 00 days nru not inolodud. Th is uoliinm inchidus Small liusinuss Adm inistration Ionu rupnymuuts.

(3) liiolmlus income from iovusiiiiunl of eorlnin nseuts nod uxcoas out ruvunuus of thu Authority at uo assumed rate of 6.60% compounded annually for periods nflor
Ducundiur I , 1082.

( I)  There nru curruntly uiitslunding $0,036,000 principal amount of Eoonoiido Duvulopinunl llonds tvhiuh may hu (endured for pnyinunt by thu holders thuraof commencing
on April I , 1087. If ull of such llonds wuru tendered on April I , 1087 uslimutud uovurugo for the period ending mi Ju n o  30, 1087 would dcclino from 3.11) to 2 .2 1. Ilowuvur, 
(hu ruditulion in nnniinl dulil survicu roipiiroinuiitjt thuronftur would rusuli in higliur covorngo multiple's than tlii.su shown nliovu.



DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT 
ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY

Position Paper

Sponsor Substitute for House Bill Number 22

We appreciate the opportunity to comment on SSHB22. Tne effect of the bill 
would be to preclude utilizing the credit of the Authority for any loan in 
which the applicant was not a resident of the state. The current statutes of 
the Authority require that the "project" be located \7ithin the state 
(44.88.070). The purpose of the Authority is to promote, develop and advance 
the general prosperity of the people of Alaska. By having "non-resident"
corporations construct facilities within the state and accordingly have the 
construction and operation employment within the state seems an appropriate 
way of furthering that purpose.

SSHB22 does not define residents' so regulations would be needed. The 
constitutional questions regarding residency are well known and to what extent 
regulations could limit residency and still pass a legal challenge are 
unknown. A considerable portion of the benefit of utilizing financing though 
the Authority is obtained by Federal law regarding tax-exempt ion. ^ I t — is 
possible that a definition of residency would have to be of a very short 
duration in that the benefits flow from federal legislation.

A  review of our loan report indicates that out of 266 loans that pledged the 
full faith and credit of the Authority 6 were to possible non-residents.
These 6 loans supposedly created or retained 65 jobs within the State of 
Alaska.

i

While we certainly understand the desire to ensure that benefits of the 
program are provided to Alaskans, rather than outside corporations, w e  believe
that the present program already generates this result.

Richard A. Lyon, Commissioner

Date
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A LA SKA  INDUSTRIAL DEVELOPMENT  AUTHORITY

Department of Commerce & Economic Development 
Alaska Industrial Development Authority

Position Paper 
House Bill No. 26

Thank you for the opportunity to comment on HB 26. This bill changes 
the Statutes of both the Alaska Industrial Development Authority as well as 
the Alaska Permanent Fund. Our comments will consider the impact only on the 
authority, as we assume the Permanent Fund will be presenting their own 
testimony on the bill.

The initial effect of this bill is that any qualifying business having 
an outstanding loan with an interest rate in excess of 10.9% will seek 
refinancing under the program. As the interest rate on an eligible loan is 
set at the lesser of 10.9% or 1% above prime, should the prime rate fall below 
9.9% the demand for refinancing will be correspondingly greater. Furthermore, 
any new qualifying borrowers would undoubtedly prefer this program over 
existing higher priced alternative finaLcing. It is impossible to accurately 
estimate volume,, but it seems reasonable to expect that within two years the 
25% Permanent Fund allotment will have beer exhausted, and the program will be 
reduced to a much lower level (25% of annual Permanent Fund Contributions).

Another possible effect of the interest rate ceiling is that if the
prime rate drops below 9.6%, AIDA would have to begin subsidizing loans. For 
instance, if prime is 9%, then the loan rate is 10%, with .6% going to a bank
for servicing fees, and 9.4% going to AIDA. However, AIDA is required to pay
10% to the Permanent Fund on its bonds, or a los.? of .6%.

Another feature of the bill is that it appears to preclude AIDA from 
making any credit decisions on loans, but rather requires that the authority 
purchase any loan that a bank certifies is eligible.

Tie combination of the above factors, when coupled with the requirement 
that these loans must be guaranteed by the authority most likely mean; that 
AIDA will no longer bu able to issue any other bonds based on the general
obligation of the authority. This results from the fact that the general 
credit worthiness of the authority will have been so weakened that it will no 
longer be possible to sell bonds at any reasonable rates.

Unfortunately, this bill seems to follow the historic patterns of State 
loan programs. Phase one begins with a program put in place that provides a 
source of funds requiring no ongoing subsidy yet structured to provide an 
attractive interest rate to borrowers. Phase two is the expansion of a 
successful program to include other forms of borrowing and allow a larger 
number of individuals access to the program, often with some form of slightly 
below market interest rates. Phase three is additional liberalization and
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subsidization resulting in a massive increase in loan volume. This is 
eventually followed by Phase four, the demise of the program brought about
because of the now large costs that can no longer be sustained.

In our opinion, not only does the bill jeopardize the continued useful 
functioning of one of the authority's main programs, it does not appear to be 
necessary. Presently the authority can finance a significant portion of 
small business expansion with tax-exempt bond financing. For much of the
demand for financing that is ineligible for bond financing, the authority
also has the small enterprise loan account (AS 44.88.156).

This program provides funds ($47 million thus far) for business
refinance, working capital, inventory, acquisition and expansion of
business. First lien position is not required since these loans are
guaranteed by the federal government. Banks and financial institutions
originate the loans and the authority purchases the guaranteed portion
without underwriting delay. The interest rate is fixed and the loan term may 
be as long as 25 years and may be prepaid without penalty,. The maximum loan
is $500,000', however, there is no limit as to the number of loans a business
may have. The authority collects no fee and the banks are allowed a 1 or
1-1/2 percent fee depending on loan size. The authority's interest rate is
set as the A a  corporate bond rate, which is currently 12.25%.

A1 h ough this program is not as lucrative to a borrower as the
proposed program, it does provide for a wide variety of financing uses at a 
competitive interest rate, and, further, is a sustainable program that
complements, rather than jeopa-dizes othei programs of the authority.
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