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H o n o r a b l e  J o h n  R i n g s t a d  
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D e a r  John:

A p p r o x i m a t e l y  70% of A l a s k a n s  r e c e i v i n g  c e n t r a l  s t a t i o n  e l e c t r i c  
s e r v i c e  a r e  s e r v e d  b y  c o n s u m e r  o w ned u t i l i t i e s  w h i c h  b o r r o w  from 
the R u r a l  E l e c t r i f i c a t i o n  A d m i n i s t r a t i o n .  M i s s i s s i p p i  w i t h  a b o u t  
30% its p o p u l a t i o n  s e r v e d  by  REA b o t r o w e r s  is the s t a t e  w i t h  next 
h i g h e s t  u t i l i z a t i o n  of REA. As y o u  c a n  see, R E A  is far m o r e  
i m p o r t a n t  to A l a s k a  than it is to a n y  o t h e r  state.

REA has two e l e c t r i c  loan p r o g r a m s .  T h e  g u a r a n t e e d  loan p r o g r a m  
p r o v i d e s  g e n e r a t i o n  and t r a n s m i s s i o n  l o a n s  at the c o s t  of f e d e r a l  
b o r r o w i n g  p l u s  o n e - e i g h t h  of one p e r c e n t .  T h i s  is the p r o g r a m  
V'hich c o u l d  be used to f i n a n c e  p a r t  of the S u s i t n a  h y d r o e l e c t r i c  
p r o j e c t .  T h e  i n s u r e d  loan p r o g r a m  is u s e d  to m a k e  l o w e r  i n t e r e s t  
lo ans for p a r t  of the c o s t  of e l e c t r i c  d i s t r i b u t i o n  p r o j e c t s .  T h i s  
p r o g r a m  is s e r i o u s l y  t h r e a t e n e d ,  and an e x p r e s s i o n  of s u p p o r t  fr o m  
the A l a s k a  L e g i s l a t u r e  at this time c o u l d  be v e r y  h e l p f u l .

REA s t a r t e d  out in the 1 9 3 0 ' s  m a k i n g  d i r e c t  l o ans from 
a p p r o p r i a t e d  f unds at 2% i n t e rest. In 1973, the d i r e c t  loan 
p r o g r a m  was c o n v e r t e d  to a r e v o l v i n g  loan fund k n o w n  as the 
i n s u r e d  lo a n  p r o g r a m  w h i c h  m a k e s  loans u s u a l l y  at 5% interest. T h e  
o u t s t a n d i n g  loans w e r e  a s s i g n e d  to the fund as its c a p i t a l  for 20 
yea r s .  P r i n c i p a l  r e p a y m e n t s  d o n ' t  r e v o l v e  q u i c k l y  e n o u g h  to m e e t  
the c a p i t a l  n e e d s  of r.he b o r r o w e r s ,  so REA has b e e n  a u t h o r i z e d  to 
b o r r o w  a g a n i s t  its o u t s t a n d i n g  loans in o r d e r  to m a k e  new loans. 
T h i s  w o r k e d  w e l l  u n t i l  i n t e r e s t  rates w e n t  up. At the p r e s e n t  
time, i n t e r e s t  e x p e n s e s  of the fund e x c e e d  its i n t e r e s t  income.
T h e  fund is o b v i o u s l y  in t r o u b l e  u n l e s s  s o m e  c h a n g e s  a r e  m a d e  
q u i c k l y .
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A f t e r  an e x t e n s i v e  s t u d y  of the p r o b l e m ,  our n a t i o n a l  a s s o c i a t i o n  
r e c o m m e n d e d  l e g i s l a t i o n  w h i c h  w o u l d  b a l a n c e  the in c o m e  and 
e x p e n s e s  of the fund b y  f l o a t i n g  the i n t e r e s t  r ates on n e w  loans 
d e p e n d i n g  on the m o n e y  m a r k e t .  U n u e r  c u r r e n t  c o n d i t i o n s ,  this 
a p p r o a c h  w o u l d  p r o d u c e  i n t e r e s t  r a tes of a p p r o x i m a t e l y  6.5% to 7%. 
T h i s  l e g i s l a t i o n  al s o  w o u l d  keep the fund c a p i t a l i z a t i o n  of $7.9 
b i l l i o n  in the fund b e y o n d  the o r i g i n a l  20 y e a r  p e r i o d  w h i c h  
e x p i r e s  in 1993. Of s p e c i a l  i n t e r e s t  to A l a s k a ,  this l e g i s l a t i o n  
a l s o  p r o v i d e s  for lower i n t e r e s t  r a t e s  in h a r d s h i p  c a s e s  w h i c h  are 
r e d e f i n e d  for the f irst ti m e  to i n c l u d e  the h i g h  c o s t  a r e a s  of 
r u r a l  A l a s k a .

T h e  H o u s e  v e r s i o n  of this l e g i s l a t i o n  is H.R. 3050, and it p a s s e d  
the H o u s e  b y  a v o t e  of 2 8 3 - 1 1 1  on M a r c h  1st. T h e  S e n a t e  b i l l  is 
S. 1300, and it has g o n e  t h r o u g h  h e a r i n g s  in the S e n a t e  
A g r i c u l t u r e  C o m m i t t e e ' s  S u b c o m m i t t e e  on A g r i c u l t u r a l  C r e d i t  and 
R u r a l  E l e c t r i f i c a t i o n .  The bill n e e d s  to go t h r o u g h  m a r k - u p  and 
on to the floor so o n  if it is to b e c o m e  law this year.

U n f o r t u n a t e l y ,  so m e  e l e m e n t s  in the R e a g a n  A d m i n i s t r a t i o n ,  
a p p a r e n t l y  led by D a v i d  S t o c k m a n  in OMB, c o n t e n d  that REA has 
" f i n i s h e d  its job" and s h o u l d  be t e r m i n a t e d .  T h e y  d o n ' t  s e e m  to 
u n d e r s t a n d  that e v e r y  u t i l i t y  has a c o n t i n u i n g  ne e d  for funds for 
g r o w t h  and r e d e v e l o p m e n t .

T h e  REA b o r r o w e r s  w e r e  o r g a n i z e d  to s e r v e  n e e d s  w h i c h  w e r e  not 
o t h e r w i s e  b e i n g  met. T h e y  have b e e n  s u c c e s s f u l  in d o i n g  their job 
w i t h  REA loans, but th e y  do not h a v e  a c c e s s  to the tax e x e m p t  b o n d  
m a r k e t  like m u n i c i p a l  u t i l i t i e s ,  and they do not h a v e  the 
f i n a n c i a l  s t r e n g t h  to o b t a i n  f i n a n c i n g  li k e  the l a r g e  i n v e s t o r  
o w n e d  u t i l i t i e s .  If REA is in fact t e r m i n a t e d ,  this will r e s u l t  
in real h a r d s h i p  for the p e o p l e  t h r o u g h o u t  rural A m e r i c a  and for 
a b o u t  70% of the p e o p l e  of Alaska.

O n  A p r i l  12th, A d m i n i s t r a t i o n  s p o k e s m a n  s u b m i t t e d  a s u b s t i t u t e  for 
S. 1300. T h i s  p r o p o s a l  d o e s  a b s o l u t e l y  n o t h i n g  to r e s o l v e  the 
p r o b l e m s  fac i n g  REA, and it w o u l d  in fact s p e e d  the d e m i s e  of REA. 
Its d e n s i t y  c r i t e r i a  w o u l d  ha v e  the i m m e d i a t e  e f f e c t  of 
p r o h i b i t i n g  11 of A l a s k a ' s  14 REA b o r r o w e r s  f r o m  r e c e i v i n g  f u t u r e  
R E A  loans.

T h a t  is w h e r e  we are today, and a n y t h i n g  y o u  can do w i t h  the 
A d m i n i s t r a t i o n  and w i t h  S e n a t o r s  S t e v e n s  and M u r k o w s k i  to g a i n  
s u p p o r t  for s p e e d y  p a s s a g e  for S. 1300 w i l l  be v e r y  i m p o r t a n t  for 
A l a s k a .

S i n c e r e l y ,

D a v i d  H u t c h e n s  
E x e c u t i v e  D i r e c t o r
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