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S T A T E  O F  A L A S K A  
1988 L E G I S L A T I V E  S E S S I O N

R E Q U E S T : ________________________

B ILL V E R S I O N : cs HB 415 (Finance) 

PUBLISH D A T E : ____________ ___

FISCAL NOTE

Revision Date:

Title : nair" PvnH'irfi nn rroHitg

Sponsor: t Pi narrp PoTTrrni

Requestor•Ko j c o  Fir,.ir.rn -Cnsmitrtpp________

E X P E N D I T U R E S / R E V E N U E S :  (Thousands of Dollars)

Agency Affected: Natural Resources 
B r u  :Agricultural Management

Components • a r l f _________________ _

OPERATING F Y  88 F Y  89 F Y  90 F Y  91 F Y  92 F Y  93

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND &  STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

-0-

-0-
32.0
-n-

-0-

-0-

-0-

T O T A L  O P ERATING -0- 32.0 -0- -0- -0- -0-

CAPITAL -0- -0- -0- -0- -0- -0-

R E V E N U E -0- (1,991.0) (157.6) (157.6) (156.7) (156.7)

F U N D I N G :  (Thousands of Dollars)

GENERAL FUND 
FEDERAL FUNDS 
OTHER 
TOTAL

32.0

_n_ t ? n -0- -0- -0- -0-

P O S ITIONS:

FULL-TIME
PART-TIME
TEMPORARY

A N A L Y S I S  : (Attach a separate page if necessary)

This fiscal note reflects the effects of a dairy production credit program for 

the vears 1985-1987, with credits applied only to ARLF loans under Title 3. 

The negative revenues are the result of loans which will not be recovered 

because of the credits allowed under this bill,
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Division Division of Ag, ulture

Approved by Commissioner:

Agency: aasuya3. r.amnrrni /.L
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Original sponsors: L a r s o n  and M e n a r d

IN THE HOUSE BY THE FINANCE COMMITTEE

CS F O R  HOUSE BILL NO. 415 (Finance)

IN THE LEGISLATURE OF THE STATE OF AL A S K A  

F I F T E E N T H  LEGISLATURE - SECOND SESSION

A  BILL

For an Act entitled: MA n  Act relating to agricultural industry produc tion

credits for dairy products; and providing for an 

effective date.11 

BE IT ENACTED BY THE LEG ISL A T U R E  OF THE STATE OF ALASKA:

* Section 1. PURPOSE. The purpose of this Ac t is to p ermit  dairy 

farmers in the state to achieve parity w i t h  m i l k  producers who are located 

outside the state and to r eward those dairy farmers in the state who are 

productive and w h o  are making a sincere effort to compete on equal terms 

w i t h  m i l k  producers located outside the state.

* Sec. 2. AS 03.05 is amended b y  adding a n e w  section to read:

Sec. 03.05.017. AGRICULTURAL PRODUCTION CREDITS FOR D A I R Y  P R O D­

UCTS. (a) In addition to the production credits autho rized u n d e r - 

AS 03.05.015, the commissioner shall establish a p r ogram of a g r i c u l­

tural p r o d u c t i o n  credits for dairy products. Credits u n d e r  this

section shall b e  applied against amounts due on agricultural loans 

ma d e  u n d e r  this title. The credits shall be based  on dairy products 

p r o d u c e d  in the state.

(b) The annual credit for the years 1985 - 1987 is $2.68 per 

hundre d w e i g h t  of dairy products as shown on documents acceptable to 

the commissioner. The credit shall be applied to the principal on the 

debts desc ribed in (a) o f  this section. The credits available under 

this section and AS 03.05.015 are limited to 25 percent of the p r i n c i­

pal debt incurred.

(c) A  credit g r anted under this section m a y  not be transferred.

-1- CSHB 4 1 5 (Fin)
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* Sec. 3. This A c t  takes effect immediately under AS 01.10.070(c).
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Original sponsors: Larson and Menard

IN THE HOUSE BY THE F I NANCE COMMITTEEi

CS FOR HOUSE BILL NO. 415 (Finance)

IN THE L EGISLA TURE OF THE STATE OF A L A S K A  

FIFTEEN!*! L E G I S L A T U R E  - SECOND SESSION

A  BILL

For an Act entitled: MA n  Act relating to agricultural industry production

credits for dairy products; and p r o v i d i n g  for an 

effective d a t e . 11 

BE IT ENACTED BY THE L E GISLAT URE OF THE STATE OF ALASKA:

* Section 1. PURPOSE. The purpose o f  this A c t  is to permit dairy 

farmers in the state to achieve p a rity w i t h  m i l k  producers w h o  are located 

outside the state and to r e w a r d  those dairy farmers in the state who are 

p roductive and who are m a k i n g  a sincere effort to compete on equal terms 

w i t h  m i l k  producers located outside the state.

* Sec. 2. AS 03.05 is amended b y  adding a n e w  section to read:

Sec. 03.05.017. A G R I C U L T U R A L  P R O D U C T I O N  CREDITS F O R  D A I R Y  P R O D­

UCTS. (a) In addition to the produc t i o n  credits a uthorized under 

AS 03.05.015, the commissioner shall establish a p r o g r a m  of a g r i c u l­

tural production credits for dairy products. Credits under this 

section shall be a p plied  against amounts due on a g r icultu ral loans

m a d e  under this title. ^ T h e  credits shall be b ased on dairy products

ftewc\ C U - V t u - r \  \ p i a d  ^ P \ . o 5 “I
p r o d u c e d  in the state. -*

(b) The annual credit for the years 1985 - 1987 is $2.68 per 

hundredweigh t of dairy products as shown on documents acceptable to 

the commissioner. The credit shall be applied to the p r i n cipal on the 

debts described in (a) of this section. The credits available under 

this section and AS 03.05.015 are limited to 25 percent of the p r i n c i­

pal debt incurred.
i . .' * * ■ • , • '• '

(c) A credit granted under this section m a y  not be transferred.

-1- CSHB 4 1 5(Fin)
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* Sec. 3. This Act takes effect immediately under AS 01.10.070(c).
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STATE OF ALASKA BILL VERSION
SESSION1988 L_.

R E Q U E S T :

Revis ion Date: 3 / 2 8 / 8 8

FISCAL NOTE

Title: Dairy Production Credits

Sponsor: House Labor S Commerce 

Requestor :House Finance Committee

Agency Affected: Natural Resources 
B R U  * Agricultural Management 

Land s.- Water

Components :a p ,LF

■Public Use

E X P E N D I T U R E S / R E V E N U E S :  (Thousands of Dollars)

OP E R A T I N G

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LA N D  &  STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

T O T A L  O P E R A T I N G

F Y  88 F Y  89 

.38. A.
F Y  90

CAPITAL -n- .... -n~ -n- ... -Or ... -Or -0-

R E V E N U E (1991.0) (157.6) (157.6) (157.6) (157.6) (157.6)

F U N D I N G :  (Thousands of Dollars)

GENERAL FUND 
FEDERAL FUNDS 
OTHER 
TOTAL

FULL-TIME
PART-TIME
TEMPORARY

P O S I T I O N S :

A N A L Y S I S  : (Attach a separate page if necessary)
This fiscal note reflects the effects of this program for the years 1985- 

1987 at $2.68 per cwt of milk produced. The negative revenues are the 

result of loans which will not recovered due to the dairy credits allow 

under this bill. "(Costs based on assumption that application for credits ■

would not be allowed after 12;/88-) Continued on Page 2
Prepared by Hal Ward_______ Dick LeFebvre__________________   phone . 465-24C0___________

Division : Agriculture .— -Land S Water   p a(e. 3/28/88____________

Approved by Commissioner : ^ E _ — i  Iv llO U    p a te : 3 / 2 9 / 8 8

Agency: Natural Resources

Distribution (by preparer):
Legislative Finance i\ . )'•* ... ; • i . j

Legislative Sponsor ' f>\ ) j
Requestor '• [..'£? 3 0  ''.Cr-q  Vi"'
Office of Management and Budget ,‘l 1
Impacted Agency(ies) page-----  of

.  . . . . . . . . .
. . -  i j • • j . .  .



C S  H O U S E  B I L L  415 (L&C)

T h e  r e v e n u e  p r o j e c t i o n s  f o r  t h e  l o a n  f u n d  f o r  F Y  89 a n d  
f u t u r e  y e a r s  w i l l  d e c r e a s e  b y  t h e  a m o u n t s  s h o w n  b e c a u s e  t h e  
p r i n c i p a l  b a l a n c e  d u e  o n  d a i r y  l o a n s  w i l l  d e c r e a s e  b y  
a p p r o x i m a t e l y  20%.

O p e r a t i n g  c o s t s  f o r  F Y  89 t o  c a l c u l a t e  a n d  a p p l y  t h e  
r e t r o a c t i v e  p r o d u c t i o n  c r e d i t s  o n  A R L F  l o a n s  a n d  a g r i c u l­

t u r a l  l a n d  c o n t r a c t s  a r e  as f o l l o w s :

3 8 . 4 1 N a t u r a l  R e s o u r c e  O f f i c e r  I, R a n g e  1 4 A  
( D i v i s i o n  o f  L a n d  a n d  W a t e r  M a n a g e m e n t )

200

300

400 -

- 0 -

30 . 0

5.0

1.0

C o n t r a c t i n g  f o r  s p e c i a l  a c c o u n t i n g  f o r  
c r e d i t s  a n d  a u d i t  o f  m i l k  p r o c e s s i n g  
r e c o r d s  t o  e n s u r e  c o m p l i a n c e  w i t h  t h i s  
b i l l .  ( D i v i s i o n  o f  A g r i c u l t u r e )

C e r t i f i e d  m a i l ,  p u b l i c  n o t i c e s ,  t e l e­
p h o n e  c h a r g e  a s s o c i a t e d  w i t h  l a n d  
c o n t r a c t  a n d  l o a n  c r e d i t  a p p l i c a t i o n s .  
(3.0 D i v i s i o n  o f  L a n d  a n d  W a t e r  M a n a g e­
m e n t ,  2 . 0  D i v i s i o n  o f  A g r i c u l t u r e )

C o m m o d i t i e s  f o r  1 N a t u r a l  R e s o u r c e  
O f f i c e r  I ( D i v i s i o n  o f  L a n d  a n d  W a t e r  
M a n a g e m e n t )

Page 2 of 2



Position Title
Natural Resource Officer I

No. of Positions
1________________

Range/Step
i m  -

Barg. Unit 
GGU

Time Status 
PFT

Staff Months 
12

Location
Anchorage

Election District

Type o f Expenditure
1 2 3

Salarv 2 8 .2 3 6
Benefits 1 0 ,1 3 7
Premium Pay
Other

Total Personal Services i .v.X: '.’A-SS.•.y'J/t'* 3 8 ,3 7 3

Travel
Contractual 3 5 ,0 0 0

Commodities l.U U O
Equipment
Other

Total Cost 7A . 37 3
: :vi.

Funding Source for Total Cost
Federal Receipts 1002
G. F. Match 1003
General Fund 1004
GF Program Receipts 1005
Other

Amount

74,37.3.

Justification

This position will be responsible for 

contracting for special accounting for 

credits and audit of milk processing 

records to ensure compliance with this 

bill.

Request For 
New Position

A g e n c y
BRU

Component

Natural Resources

Land and Water Management 

Land and Water Public Use

FY 89
Page o f
Revised Date
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STEVE COWPER, GOVERNOR

REUASITMENT OF NATURAE RESOURCES

OFFICE OF THE COMMISSIONER

400 WILLOUGHBY AVE. 
JUNEAU, ALASKA 99801-1796 
PHONE: (907) 465-2400

M a r c h  29, 1988

T he H o n o r a b l e  A l b e r t  A d a m s  
C h a i r ,  H o u s e  F i n a n c e  C o m m i t t e e  
P.O. B o x  V  
J u n e a u ,  A l a s k a  99811

D e a r  R e p r e s e n t a t i v e  Adams:

Sub j e c t :  T h e  H o u s e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e  S u b s t i t u t e
for H o u s e  B i l l  415, w h i c h  r e l a t e s  to A g r i c u l t u r a l  p r o d u c t i o n  
c r e d i t s  for d a i r y  products.

P o s i t i o n :  A l t h o u g h  the c o m m i t t e e  s u b s t i t u t e  for this b i l l
h as r e d u c e d  its i m p a c t  by e s t a b l i s h i n g  a d a i r y  p r o d u c t i o n  
c r e d i t  p r o g r a m  for only t h r e e  y e a r s  (1985-1987), the 
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  c a n n o t  s u p p o r t  t h i s  bill.

The loss of  loan p r i n c i p a l  p a y m e n t s  r e s u l t i n g  f r o m  C S H B  415 
c o u l d  b e  d i s a s t r o u s  to the A g r i c u l t u r a l  R e v o l v i n g  L o a n  F u n d  
( A R L F ) , e s p e c i a l l y  w h e n  c o n s i d e r e d  in c o n j u n c t i o n  w i t h  the 
n u m e r o u s  o t h e r  a g r i c u l t u r a l  lo a n  r e d u c t i o n  b i l l s  i n t r o d u c e d  
this year. In addit i o n ,  this b i l l  s u b s i d i z e s  t h e  d a i r y  
i n d u s t r y  by w r i t i n g  d o w n  l oans for d a i r y  farmers, r e g a r d l e s s  
of w h e t h e r  t h e y  h a v e  f i n a n c i a l  p r o b lems.

B a c k g r o u n d : The o r i g i n a l  p r o d u c t i o n  c r e d i t  p r o g r a m  u n d e r
AS 0 3 . 0 5 . 0 1 5  (which ends a f t e r  this tax year) w a s  d e s i g n e d  
to e n c o u r a g e  f a r m e r s  to f i n i s h  c l e a r i n g  t h e i r  l a n d  and b r i n g  
t h e i r  f a r m s  into full p r o d u c t i o n .  D a i r y  and o t h e r  f a r mers 
h a v e  b e n e f i t t e d  f r o m  t h e  o r i g i n a l  p r o g r a m  w h i c h  r e d u c e d  the 
i n t e r e s t  due o n  a g r i c u l t u r a l  loans in p r o p o r t i o n  to the 
v a l u e  of f a r m  p r o d u c t s  sold. T h i s  n e w  p r o g r a m  d o e s  n o t  
e n c o u r a g e  f a r m  d e v e l o p m e n t  o r  sales, b u t  i n s t e a d  p r o v i d e s  
d a i r y  f a r m e r s  w i t h  a r e t r o a c t i v e  c r e d i t  t o w a r d s  A R L F  lo a n  
or l a n d  c o n t r a c t  p r i n c i p a l  e q u a l  to $2.68 p e r  C W T  for d a iry 
p r o d u c t s  p r o d u c e d .



R e pr esentative Adams - 2 - M ar ch  29, 1988

R e c o m m e n d a t i o n : A l l o w  d a i r y  f a r m e r s  in n e e d  o f  d e b t  r e l i e f
to r e s t r u c t u r e  t r o u b l e d  d e b t  t h r o u g h  the e x i s t i n g  A R L F  
p r o g r a m .  A l l o w  t h e  e x i s t i n g  p r o d u c t i o n  c r e d i t  p r o g r a m  t o  
t e r m i n a t e  a f t e r  th i s  t a x  y e a r  a n d  r e f r a i n  f r o m  e s t a b l i s h i n g  
t h e  n e w  p r o g r a m  d e s c r i b e d  in this bill.

S i n c e r e l y ,

O
Juc.ith M. B r a d y  
C o m m i s s i o n e r

(
v /

cc: C o m m i t t e e  M e m b e r s
B i l l  S p o n s o r s  
B o b ' E v a n s  
R o d  S w o p e



STATE OF ALASKA 1988 LEGISLATIVE SESSION
R E Q U E S T ; ________________________

BILL VERSION: cs HB 

PUBLISH D A T E : _______

41 5 (L&C )

FISCAL NOTE

Revision Date: V ? ?  /go_________________

P m i ^ i i r U n n  f r p d i t s ___________

Sponsor: r. Pmnmorfg rnnni t-f-pp

Requestor :I!ouae. r,abor ■ ■ &— Comme-cc« - C o m m .

Agency Affected: Natural REsources 
B R U : Agricultural Management 

Land & Water

Components: ARLF
■Public Use.

T O T A L  O P E R A T I N G

CAPITAL

R E V E N U E (1,991.0) (157.6) (157.6) (156.7) (156.7)

O P E R A T I N G F Y  88

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND &  STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

F U N D I N G ;  (Thousands of Dollars)

GENERAL FUND 121.0

FEDERAL FUNDS
OTHER

PART-TIME
TEMPORARY

A N A L Y S I S  ; (Attach a separate page if necessary)

This fiscal note reflects the changes in this bill and includes the fiscal 

effects of thi's program for the years 1985-1987 at $2.68 per cwt of milk 
produced. The negative revenues are the result of production loans which wi 

not be recovered due t £  the dairy credits allowed under this bill. (Contd.)

Prepared by; Hal Ward 
Division : Division of Agriculture

Approved by Commissioner: ' l\  i r l h
Agency:

Phone 

Date:.

745-7200

3 / 2 2 / ^

D a te : 3 / 2 2 / 8 8

■IIafcura-1 Rcaour-ees- 

Distributron (by preparer):

Legisladve Finance 

Legislative Sponsor 

Requestor
Office of Management and Budget 
Lmpacted Agency(ies)

E X P E N D I T U R E S / R E V E N U E S :  (Thousands of Dollars)

P O S I T I O N S ;

FULL-TIME

TOTAL



F i s c a l  N o te  A n a l y s i s  CS HB 415 (L&C ) c o n t d .

The revenue projections for the loan fund for FY 89 and future years will 

decrease because the principal balance due on dairy loans will decrease by 

approximately 20%.

The operating costs are as follows:

100 —  1 Natural Resource Manager I Range 18 A  50.0 (DL&WM)

1 Natural Resource Technician II Range 12 A 24.0 (DL&WM)

200  0 -  - 0 -

300 —  Contracting for special accounting of credits and audit of mil k  processing 

records to ensure compliance with this bill.
30.0 (D of Ag)

Certified mail, public notice and telephone charges associated 

w ith land contract credit applications under this program.

5.0 (3.0 L&W) (2.0 D. Ag)

400 —  Commodities for 2 new positions 1.0 (L&WM)



No. of Positions Range/StepPosition Title
Natural Resource Manager I

Time Status 
P F T

Staff Months Location Election District

Justification
This position will supervise a N R T  II. The team 

will be responsible for calculating credits 

pursuant to HB 415 * * -- ; * r-

Typc o f  Expenditure Amount

Benefits
Premium Pay
Other

Total Personal Services
Travel
Contractual
Commodities
Equipment
U llic r

: *• i i .........i. v > /•> •••
Funding Source fo r Total Cost

Federal Rcccinlx
F. Match

General Fund
GF Program Receipts 1005

AgCltcy Natural Resources 

D R U  Land and Water 

Component Public Use __

Request For 
New Position Revised Date



Natural
Stalf Months

Amount

S S IS IS iii
Benefits
I'iciiiiuiii Pay

Oilier

Request For 
New Position

Agency 
. BRU 

Component

Jia,tui:al-Re.s.m£Lg£5. FY 89
Land and Water

Public Use Revised Dale

Position Title
Techncian II

No. of Positions Range/Step Barg. Unit
l ime Status Location

Anchorage
Election District

Type of Expenditure

Total Personal Services

Travel

Contractual

Commodities

Equipment

Total Cost

Justification

This position will work under a project leader. 

Will be involved in recalculating credits for 

current dairy contracts- '

3 4 ,0 0 0

2,000

3 6 ,5 0 0

Funding Source lor Total Cost

Oilier

m m
k

General Fund



DEPARTMENT OF NATURAL RESOURCES

OFFICE OF THE COMMISSIONER

M a r c h  29, 19 8 8

STEVE COWPER, GOVERNOR

400 WILLOUGHBY AVE. 
JUNEAU, ALASKA 99601-1796 
PHONE: (907) 465-2400

T h e  H o n o r a b l e  A l b e r t  A d a m s  
C h a i r ,  H o u s e  F i n a n c e  C o m m i t t e e  
P . O .  B o x  V  
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  R e p r e s e n t a t i v e  A d a m s :

S u b j e c t : T h e  H o u s e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e  S u b s t i t u t e
f o r  H o u s e  B i l l  415, w h i c h  r e l a t e s  t o  A g r i c u l t u r a l  p r o d u c t i o n  
c r e d i t s  f o r  d a i r y  p r o d u c t s .

P o s i t i o n : A l t h o u g h  t h e  c o m m i t t e e  s u b s t i t u t e  for t h i s  b i l l
h a s  r e d u c e d  its i m p a c t  b y  e s t a b l i s h i n g  a d a i r y  p r o d u c t i o n  

c r e d i t  p r o g r a m  f o r  o n l y  t h r e e  y e a r s  ( 1 9 8 5 - 1 9 8 7 ) ,  t h e  
D e p a r t m e n t  jf N a t u r a l  R e s o u r c e s  c a n n o t  s u p p o r t  t h i s  b i l l .

T h e  l o s s  o f  l o a n  p r i n c i p a l  p a y m e n t s  r e s u l t i n g  f r o m  C S H B  415 
c o u l d  b e  d i s a s t r o u s  t o  t h e  A g r i c u l t u r a l  R e v o l v i n g  L o a n  F u n d  
( A R L F ) , e s p e c i a l l y  w h e n  c o n s i d e r e d  i n  c o n j u n c t i o n  w i t h  t h e  
n u m e r o u s  o t h e r  a g r i c u l t u r a l  l o a n  r e d u c t i o n  b i l l s  i n t r o d u c e d  
t h i s  y e a r .  I n  a d d i t i o n ,  t h i s  b i l l  s u b s i d i z e s  t h e  d a i r y  
i n d u s t r y  b y  w r i t i n g  d o w n  l o a n s  f o r  d a i r y  f a r m e r s ,  r e g a r d l e s s  
o f  w h e t h e r  t h e y  h a v e  f i n a n c i a l  p r o b l e m s .

B a c k g r o u n d : T h e  o r i g i n a l  p r o d u c t i o n  c r e d i t  p r o g r a m  u n d e r
A S  0 3 . 0 5 . 0 1 5  ( w h i c h  e n d s  a f t e r  t h i s  t a x  y e ar) w a s  d e s i g n e d  
t o  e n c o u r a g e  f a r m e r s  t o  f i n i s h  c l e a r i n g  t h e i r  l a n d  a n d  b r i n g  
t h e i r  f a r m s  i n t o  f u l l  p r o d u c t i o n .  D a i r y  a n d  o t h e r  f a r m e r s  
h a v e  b e n e f i t t e d  f r o m  t h e  o r i g i n a l  p r o g r a m  w h i c h  r e d u c e d  t h e  
i n t e r e s t  d u e  o n  a g r i c u l t u r a l  l o a n s  i n  p r o p o r t i o n  t o  t h e  
v a l u e  o f  f a r m  p r o d u c t s  sold. T h i s  n e w  p r o g r a m  d o e s  n o t  
e n c o u r a g e  f a r m  d e v e l o p m e n t  o r  s a l e s ,  b u t  i n s t e a d  p r o v i d e s  
d a i r y  f a r m e r s  w i t h  a r e t r o a c t i v e  c r e d i t  t o w a r d s  A R L F  l o a n  
o r  l a n d  c o n t r a c t  p r i n c i p a l  e q u a l  t o  $ 2 . 6 8  p e r  C W T  f o -  d a i r v  
p r o d u c t s  p r o d u c e d .  ” 1



Representative Adams - 2 - March 29, 1988

R e c o m m e n d a t i o n ; A l l o w  d a i r y  f a r m e r s  in n e e d  o f  d e b t  r e l i e f  
t o  r e s t r u c t u r e  t r o u b l e d  d e b t  t h r o u g h  t h e  e x i s t i n g  A R L F  
p r o g r a m .  A l l o w  t h e  e x i s t i n g  p r o d u c t i o n  c r e d i t  p r o g r a m  t o  
t e r m i n a t e  a f t e r  t h i s  t a x  y e a r  a n d  r e f r a i n  f r o m  e s t a b l i s h i n g  
t h e  n e w  p r o g r a m  d e s c r i b e d  in t h i s  b i l l .

S i n c e r e l y ,

B i l l  S p o n s o r s  
B o b  E v a n s  
R o d  S w o p e



Session Address: 
STATE CAPITOL BUILDING 

BOX V 
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TO: R e p r e s e n t a t i v e  A1 A d a m s
C h a i rman, H o u s e  F i n a n c e

FROM: R e p r e s e n t a t i v e  R o n  L a r s o n 1

S U B J E C T :  C S H B  415 (Finance)

DATE: M a r c h  29, 1988

C S H B  415 ( F i n a n c e ) , A n  A c t  r e l a t i n g  t o  A g r i c u l t u r e  I n d u s t r y  
P r o j e c t i o n  C r e d i t s  for D a i r y  P r o d u c t s  is b e f o r e  o u r  c o m m i t t e e  
f o r  c o n s i d e r a t i o n .

T h i s  b i l l  w a s  d e v e l o p e d  t o  a s s i s t  p r o d u c t i v e  d a i r y  f a r m e r s  in 
t h e  r e d u c t i o n  o f  tlieir d e b t  load. M a n y  o f  t h e  f a r m e r s  h a v e  
m a d e  s i n c e r e  e f f o r t s  to c r e a t e  v i a b l e  d a i r y  farms. T h o s e  
h o n e s t  e f f o r t s  h a v e  b e e n  s u p p l e m e n t e d  b y  p r i v a t e  m o n e t a r y  
i n v e s t m e n t s  e q u a l i n g  a p p r o x i m a t e l y  12 m i l l i o n  d o l l a r s .

T h e  b i l l  s e e k s  t o  r e w a r d  t h e  p r o d u c i n g  f a r m e r s — as d e t e r m i n e d  
b y  t h e i r  o a s t  p r o d u c t i o n  records.

T h e  F i n a n c e  CS m a d e  the f o l l o w i n g  c h a n g e  t o  t h e  L a b o r  a n d  
C o m m e r c e  CS. I n  l i n e s  21  a n d  22 o f  t h e  f i r s t  p a g e  t h e  w o r d s  
'"and A S  44 and a m o u n t s  d u e  o n  t h e  s a l e  of a g r i c u l t u r e  l a n d  
u n d e r  A S  3 8 . 0 5 "  w e r e  e l i m i n a t e d .  T h e  s e n t e n c e  n o w  reads, 
" C r e d i t s  u n d e r  t h i s  s e c t i o n  s h a l l  b e  a p p l i e d  a g a i n s t  a m o u n t s  
d u e  o n  a g r i c u l t u r a l  l o a n s  m a d e  u n d e r  t h i s  t i t l e . "

T h e  e f f e c t  of t h a t  c h a n g e  w i l l  a l l o w  f o r  t h e  d a i r y  f a r m e r s  t o  
b e  r e w a r d e d ,  in t e r m s  of  p r o d u c t i o n  c j 'edits, o n  t h e i r  
a g r i c u l t u r a l  l o a n s  only. In t h e  p r e v i o u s  CS p r o d u c t i o n  
c r e d i t s  a p p l i e d  to b o t h  a g r i c u l t u r a l  l o a n s  a n d  p a y m e n t s  o n  
a g r i c u l t u r a l  land. T h i s  m o d i f i c a t i o n  r e d u c e s  t h e  f i s c a l  n o t e  
b y  e l i m i n a t i n g  t h e  D i v i s i o n  o f  L a n d  a n d  W a t e r  M a n a g e m e n t ' s  
p a r t i c i p a t i o n  i n  t h e  p r o d u c t i o n  c r e d i t  program.

A c c o r d i n g  t o  t h e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s '  fis c a l  
a n a l y s i s  f o r  C S H B  4 1 5  (Labor & Comme r c e )  t h e  a m e n d m e n t  w o u l d  
r e s u l t  in t h e  f o l l o w i n g  r e d u c t i o n s :

84.0 P e r s o n a l  S e r v i c e s
3.0 L & W  N o t i c i n g
1.0 C o m m o d i t i e s

88.0

• -.is f
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A l a s k a  Q u a l i t y  D a i r y  C o o p e r a t i v e ,  Inc.
P. O .  B o x  3 7 2 3 4 6  
U a s i l l a ,  A l a s k a  9 9 6 8 7

R e p .  D a v e  D o n n e l l y
C h a i r m a n ,  H o u s e  L a b o r  $ C o m m e r c e  C o m m i t t e e  
J u n e a u ,  A l a s k a  9 9 8 1 1  .

D e a r  R e p .  D o n n e l l y ,

T h i s  l e t t e r  is in s u p p o r t  o f  t h e  p r o p o s e d  l e g i s l a t i o n  n o w  
b e f o r e  y o u r  c o m m i t t e e  in r e g a r d  t o  p r o d u c t i o n  c r e d i t s  for 

t h e  A l a s k a n  d a i r y  i n d u s t r y .

T h e  l e g i s l a t i o n  c a l l s  for a f o r g i v e n e s s  of a p o r t i o n  
of t h e  d e b t  o w e d  t h e  S t a t e  of A l a s k a  A g r i c u l t u r a l  R e v o l v i n g  
L o a n  F u n d  b y  c o m m e r c i a l  d a i r y  f a r m e r s  t h r o u g h o u t  the s t a t e .’

T h e  b i l l  c a l l s  f o r  n o  '"new" m o n e y  t o  b e  e x p e n d e d  by 
t h e  fund. I t  w o u l d  r e d u c e  by a s m a l l .p e r c e n t a g e  the t o t a l  
a m o u n t  o f  m o n e y  w h i c h  w o u l d  h a v e  e v e n t u a l l y  b e e n  d u e  f r o m  
t h e  f a r m e r s  i n  t h e  f o r m  of p r i n c i p a l  p a y m e n t s  o v e r  t h e  
n e x t  20 or 30 y e a r s .  T h e  a n n u a l  e f f e c t  o n  t h e  f u n d  w o u l d  
t h u s  b e  v e r y  s m a l l .  B u t  t h e  p o s i t i v e  e f f e c t s  on t h e  c a s h  
f l o w s  a n d  f i n a n c i a l  p o s i t i o n s  o f  t h e  s t a t e ' s  d a i r y  f a r m e r s  
w o u l d  b e  v e r y  l a r g e .

T h e  a m o u n t  o f  t h e  c r e d i t  is e q u a l  t o  t h e  a m o u n t  b y  
w h i c h  t h e  S t a t e  o f  A l a s k a  r e d u c e d  t h e  p r i c e  o f  m i l k  w h e n  it 
t o o k  o v e r  t h e  I’a t a n u s k a  M a i d  c r e a m e r y .  A l l  t h e  n e w  d a i r i e s  
r e c e i v e d  l o a n s  f r o m  t h e  A R L F  b a s e d  u p o n  t h e  h i g h e r  p r i c e  
of m i l k ,  a n d  t h e  s t a t e ' s  r e d u c t i o n  i n  t h e  p r i c e  h a s  h a d  
s e v e r e  i m p a c t s  o n  e a c h  of o u r  c a s h  f l o w s  a n d  a b i l i t i e s  to 
s u r v i v e .

A n o t h e r  i m p o r t a n t  e f f e c t  t h e  p r i n c i p a l  r e d u c t i o n  w o u l d  
h a v e  is t o  b r i n g  t h e  t o t a l  o u t s t a n d i n g  l o a n s  of t h e  d a i r i e s  
u n d e r  t h e  s t a t u t o r y  psr-farm.-unit l i m i t  o f  $ 1 , 0 0 0 , 0 0 0 .  In t h i s  
w a y ,  s o m e  o f  t h e  f a r m s  w h i c h  n e e d  e x p a n s i o n  o r  o p e r a t i n g  
c a p i t a l  i n  o r d e r  t o  b e  m o r e  e f f i c i e n t  w o u l d  h a v e  t h e  n e e d e d  
l e n d i n g  s o u r c e  a g a i n  a v a i l a b l e  t o  t h e m .  T h e  S t a t e  of A l a s k a ,  
in i n s i s t i n g  on l i m i t s  in t h e  l a n d  t i t l e s  a n d  in h o l d i n g  f i r s t  
m o r t g a g e s  o n  all t h e  farms, h a s  p l a c e d  i t s e l f  in t h e  p o s i t i o n  
o £  b e i n g  t h e  o n l y  l e n d e r  a v a i l a b l e  t o  t h e  f a r m s .

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

1. T h e  d a i r y  i n d u s t r y  h a s  b e e n  s e v e r e l y  i m p a c t e d  b y  t h e
f a i l u r e  o f  t l » c  Ila Lunuskci M a id  c r e a m e r y ,  a n d  b y  c o n t i n u i n g
m a r k e t  d i f f i c u l t i e s .
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2. T h e  s e v e r e  p r o b l e m s  w e r e  n o t e d  b y  t h e  A R L F  w h e n  it 

a s s u m e d  o w n e r s h i p  of t h e  c r e a m e r y  i n  N o v e m b e r ,  1984, 
a n d  m a d e  t h e  c r u c i a l  d e c i s i o n  t o  l o w e r  t h e  p r i c e  of 
mill; b e l o w  t h a t  w h i c h  t h e  n e w  f a r m s  a t  P o i n t  M a c k e n z i e  
h a d  p l a n n e d  for,

, 3, A  m oratori um was granted due to these dislocations.
H o w e v e r ,  m o r a t o r i u m s  p o s t p o n e  p r o b l e m s  r a t h e r  t h a n  
s o l v e  t h e m .  . I n t e r e s t  c o n t i n u e d  t o  a c c r u e ,  w o r s e n i n g  
t h e  c a s h  f l o w s  a n d  f i n a n c i a l  p o s i t i o n s  o f  t h o s e  
f a r m s  w h i c h  c o n t i n u e d  t o  p r o d u c e  m i l k  d u r i n g  t h i s  
p e r i o d .  T h e  a c t i v a t i o n  of a o n e - t i m e - o n l y  p r i n c i p a l  
c r e d i t  e q u a l  t o  t h e  a m o u n t  o f  m o n e y  l o s t  b e c a u s e  of 
t h e  d i f f e r e n t  m i l k  p r i c e  w o u l d  s o l v e  a p r o b l e m  the 

m o r a t o r i u m s  o n l y  p u t  off.

4. D a i r y  f a r m s  h a v e  a .vary l a r g o  s t a r t — u p  c o s t ,  o o m m a n s u r a t e

w i t h  t h e i r  a b i l i t y  to p r o d u c e  v e r y  l a r g e  o n - g o i n g  
b e n e f i t s — i n  t h e — f o r m  o f - j o b s  a n d  e c o n o m i c  s t i m u l a t i o n .
T h e  $ 1  m i l l i o n  A R L F  l e n d i n g  l i m i t  h a s  c a u s e d  a h a r d s h i p  
o n  a l l  t h e  f a r m s  n o w  o p e r a t i n g ,  in t h e i r  i n a b i l i t i e s  to 
o b t a i n  a d e q u a t e  o p e r a t i n g  c a p i t a l ,  o r  w h e r e  n e c e s s a r y ,  
c a p i t a l  f o r  e x p a n s i o n .  T h i s  c r e d i t  w o u l d  l o w e r  t h e  
o u t s t a n d i n g  d e b t  t o  A R L F  s u f f i c i e n t l y  t o  a l l o w  f a r m s  to 
q u a l i f y  f o r  n e e d e d  c a p i t a l .  A R L F  is t h e  o n l y  l e n d e r  
a b l e  to l e n d  to t h e  f a r m s  a t  p r e s e n t ,  b o t h  b e c a u s e  of 
t h e  w e a k e n e d  s t a t e  of t h e  f a r m s ,  t h e  w e a k e n e d  s t a t e  of 
p r o s p e c t i v e  l e n d e r s ,  a n d  b e c a u s e  of t h e  n a t u r e  of t h e  
l a n d  t i t l e .

5. T h e  r e d u c t i o n  in d e b t  w o u l d  i m p r o v e  t h e  f i n a n c i a l  
p o s i t i o n s  o f  t h e  d a i r i e s ,  m a k i n g  t h e m  m o r e  a t t r a c t i v e  
t o  o t h e r  p r i v a t e  l e n d e r s  in t h e  f u t u r e .

G. T h e  p r i n c i p a l  r e d u c t i o n  p r o d u c t i o n  c r e d i t  h a s  t h e  a d d e d  

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

\Je h o p e  t h i s  h e l p s  in y o u r  d e l i b e r a t i o n s .  ’To a r e  a w a r e  of * 
t h e  l a r g e  n u m b e r  o f  b i l l s  c o m p e t i n g  for y o u r  a t t e n t i o n  and 
e n d o r s e m e n t .  T h i s ,  w e  b e l i e v e ,  is o ? e  t h a t  f o r  n o  f u r t h e r  
e x p e n d i t u r e  a n d  r e l a t i v e l y  l i t t l e  r e d u c t i o n  i n  f u t u r e  r e c e i p t s ,  
w o u l d  h a v e  a d r a m a t i c  s t a b i l i z i n g  e f f e c t  o n  a j o b s - i n t e n s i v e  
i n d u s t r y .  If w e  c a n  a n s w e r  f u r t h e r  q u e s t i o n s ,  p l e a s e  call.
T h a n k  v o u .

S i n c e r e l y ,

,  AnK a r e n  L e e  
S e c r e t a r y
A l a s k a  Q u a l i t y  D a i r y  C o o o e r a t i v e ,  Inc. 
( 3 7 6 - 0 7 9 0 )
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5 nowcrest Farms, Inc.
P.O. Box 872406, Wasilla, AK 99687 • 376-3546

R e p r e s e n t a t i v e  C u r t  M e n a r d  
A l a s k a  S t a t e  L e g i s l a t u r e  
P.O. B o x  V  (MS 310 0 )  

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

M a r c h  4, 1 9 8 8

D e a r  C u r t ,

T h a n k y o u  f o r  s e n d i n g  m e  c o p i e s  o f  H B  400, 415, 456, a n d  
S B  23 a n d  f o r  y o u r  r e q u e s t  f o r  m y  o p i n i o n

I s t r o n g l y  f a v o r  p a s s a g e  o f  a l l  f o u r  p i e c e s  o f  l e g i s­

l a t i o n  as e a c h  is an i m p o r t a n t  p i e c e  of t h e  l a r g e r  p u z z l e  
w h i c h  h o p e f u l l y  w i l l  y i e l d  s u c c e s s  f o r  t h e  a g r i c u l t u r a l  
i n d u s t r y  a n d  t h e  d a i r y  i n d u s t r y .

P l e a s e  n o t e  t h a t  c o n t r a r y  t o  Mr. C h u c k  F o r c h ' s  l e t t e r ,  
d a t e d  F e b r u a r y  1 2 , 1 9 8 8 ,  to y o u  t h a t  H B  4 1 5  w i l l  n o t  

r e d u c e  t h e  c u r r e n t  f u n d s  of the A R L F  b y  2 m i l l i o n  d o l l a r s .  
It w i l l  r e d u c e  year.ly t h e  a m o u n t  r e t u r n i n g  to A R L F -

W e  a r e  c o n c e r n e d  a b o u t  t h e  s u r v i v a l  o f  t h e  A R L F ,  as a r e  
t h e y ,  b u t  t h e  b o a r d  m u s t  r e m e m b e r  t h a t  if t h e  d e m a n d s  f o r  
r e p a y m e n t  a r e  t o  h i g h  a n d  u n r e a l i s t i c  t h a t  m o n e y  w i l l  n o t  
r e v o l v e  b a c k  a n y w a y  a n d  if t h e y  a r e  s o  c o n c e r n e d  a b o u t  

t h e  f u n d s  b e i n g  b l e e d  o u t  m a y b e  t h e y  o u g h t  to l o o k  at t h e

1 . 1  m i l l i o n  it t o o k  t o  r u n  t h e  f u n d  in 1 9 8 6  a n d  t h a t  n e a r  
a m o u n t  a g a i n  in 1 9 8 7  w i t h  a g r e a t e r  a m o u n t  a n t i c i p a t e d  in 
1988. T h e  f u n d  t h a t  w a s  e s t a b l i s h e d  to " e s t a b l i s h  a n d  
p r o m o t e  A g r i c u l t u r e  in A l a s k a "  is b e i n g  b l e d  d r y  t o  the 
t u n e  o f  1 m i l l i o n  p e r  y e a r  b y  t h e  b u r e a u c r a c y  a n d  t h e y  
h a v e  t h e  a u d a c i t y  t o  c r i t i q u e  us in o u r  d e s i r e  to s u r v i v e  
a n d  b e  p r o d u c t i v e . I a l s o  f i n d  it v e r y  i n t e r e s t i n g  t h a t  

t h a t  t h e  L o a n  B o a r d  e n c o u r a g e d  us to t a k e  o u r  p l i g h t  to 
t h e  l e g i s l a t u r e  a n d  a r e  n o w  o p p o s i n g  us a f t e r  h a v i n g  d o n e  
s o .

I a p p r e c i a t e  y o u r  e f f o r t s  in h e l p i n g  u s  r e s o l v e  t h e s e  

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

i n f o r m a t i o n  n e e d e d  t o  s u p p o r t  t h e s e  p i e c e s  of l e g i s l a t i o n .



A G R IC U L T U R A L  R E V O L V IN G  LO AN  FUND

T h r o u g h  t h e  h i s t o r y  o f  the S t a t e  of A l a s k a  D e p a r t m e n t - o f  A g r i c u l t u r e  the 
m a i n  f o c u s  of p o l i c y  h a s  b e e n  t h e  f a c i l i t a t i o n  of the' d e v e l o p m e n t  of 
a g r i c u l t u r e  a s  a r e n e w a b l e  r e s o u r c e .  A c o n t i n u i n g  p r o b l e m  h a s  a l w a y s  
b e e n  th a t  t h e r e  is l i t t l e  o r  n o  f i n a n c i n g  a v a i l a b l e  for a g r i c u l t u r a l  

v e n t u r e s  in w h a t  is a n  e s s e n t i a l l y  a g r i c u l t u r a l  f r o n t i e r  in the 
c o n t i n e n t a l  U n i t e d  S t a t e s .  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 s  h a v e  n o t  h a d  

the e x p e r i e n c e  in f i n a n c i n g  a g r i c u l t u r a l  c r o p s  a n d  g r o w t h ,  s e m i - p r i v a t e  
c o r p o r a t i o n s  h a v e  not h a d  t h e  f i n a n c i a l  d e p t h  t o  m e e t  t h e  n e e d s  o f  the 
a g r i c u l t u r a l  c o m m u n i t y  a n d  p e r s o n a l  a s s e t s  h a v e  b e e n  r a t h e r  l i m i t e d  in 
t h i s  s t a t e  to a l l o w  t h e  d e v e l o p m e n t  o f  t h i s  a g r i c u l t u r a l  base.

The A g r i c u l t u r a l■R e v o l v i n g  L o a n  F u n d  w a s  e s t a b l i s h e d  b y  t h e  S t a t e  of 
A l a s k a  b e c a u s e  of t h e  a b o v e  p r o b l e m s  a n d  w i t h  t h e  r e c o g n i t i o n  t h a t  in 
o r d e r  to d e v e l o p  t h e  m a n y  f a c e t s  of a g r i c u l t u r e ,  a s  a r e n e w a b l e  
r e s o u r c e ,  t h a t  it w o u l d  in s o m e  f a s h i o n  a l s o  h a v e  t o  s e r v e  as a c a p i t a l  
source.. T h e  e v o l u t i o n  of t h e  A g r i c u l t u r a l  R e v o l v i n g  L o a n  F u n d  h a s  b e e n  
t i e d  h a n d  in h a n d  w i t h  t h e  e v o l u t i o n  a n d  i m p l e m e n t a t i o n  of a g r i c u l t u r a l  
p o l i c y  b y  the v a r i o u s  a d m i n i s t r a t i o n s  of t h i s  s t a t e .

We b e l i e v e  it is e x t r e m e l y  i m p o r t a n t  th a t  t h e  A g r i c u l t u r a l  R e v o l v i n g  
L o a n  F u n d  be l e f t  in t h e  D e p t a r t m e n t  of A g r i c u l t u r e  as it is the o n l y  
w a y  t h a t  a g r i c u l t u r a l  p l a n n i n g  a n d  p o l i c y  c a n  be i m p l e m e n t e d  in th i s  
e v o l v i n g  i n d u s t r y .  W i t h o u t  t h e  A g r i c u l t u r a l  R e v o l v i n g  L o a n  F u n d  the 
Dept, of A g r i c u l t u r e  is e s s e n t i a l l y  e m a s c u l a t e d  as a f u n c t i o n i n g  a g ency. 
We a r c  all a w a r e  o f  t h e  d i f f e r e n c e  in p e r s o n a l i t i e s  on t h e  b o a r d  a n d  in 
the Dept, of A g r i c u l t u r e  w h i c h  h a v e  l i m i t e d  i t s  e f f e c t i v e n e s s ,  h o w e v e r ,  
the b a s i c  c o n c e p t s  a r e  s t i l l  v a l i d  in its c o n c e p t u a l i z a t i o n  a n d  
i m p l e m e n t a t ?  o n .

We u n d e r s t a n d  t h a t  a m o v e  is a f o o t  t o  p l a c e  t h e  A g r i c u l t u r a l  R e v o l v i n g  
L o a n  F u n d  i n t o  t h e  Dep t ,  of C o m m e r c e .  We b e l i e v e  t h i s  w o u l d  be a t r a g i c  
m i s t a k e  in a d m i n i s t r a t i v e  p o l i c y  and w o u l d  e s s e n t i a l l y  h a m s t r i n g  f u t u r e  
p o l i c y  i m p l e m e n t a t i o n  in t h i s  v e r y  b a s i c  i n d u s t r y .

We b e l i e v e  t h i s  a d m i n i s t r a t i o n  h a s  a u n i q u e  o p p o r t u n i t y  to r e - e s t a b l i s h  
c r e d i b l e  a g r i c u l t u r a l  p o l i c i e s  f o r  t h e  n e x t  8 t o  10 y e a r s  in the Sta t e  

of A l a s k a .  W i t h o u t  the u n i q u e  c o m b i n a t i o n  of t h e  Dept, of A g r i c u l t u r e  
a n d  its m e c h a n i s m s  of i m p l e m e n t i n g  t h i s  p o l i c y  h i s t o r y  w i l l  o n l y  r e p e a t  
i t s e l f  as to h o w  t h e  s t a t e  h a s  le f t  t h i s  t o t a l  i n d u s t r y  in d i s a r r a y .

J. M i c h a e l  J a m e s ,  M.D. .
J a m e s  Farms, S R  B o x  5497-S, W a s i l l a ,  A K  9 9 6 8 7
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SUMHARY OF DELINQUENCY AND DEFAULT 

STATE LOAN PROGRAHS 

4TH QUARTER, FY 87

--DELINQUENT LOANS-- --LOANS IN DEFAULT--

LU. 1 PROGRAM i Amount Percent 5 Amount Percent

Indirect Lenders (Bond Sales)

Alaska Housing Finance Corporation (All Programs) 

Alaska Industrial Development Authority

5831,028,385 19.516% $129,345,072 3.038%

AIDA Purchased 50,020,603 19.715% 23,769,309 9.368%

Appropriated to AIDA 8,642,046 11.469% 2,585,041 3.431%

Alaska Medical Facility Authority 0 0.000% 0 0.000%

Alaska Municipal Bond Bank 0 0.000% 0 0.000%

Direct Lenders (Appropriations)

Agriculture Revolving Loan Fund 18,176,063 45.907% 4,792,353 12.104%

Alaska Power Authority

Power Project Fund 0 0.000% 0 0.000%

Rural Elect. Revolving Loan Fund 0 0.000% 0 0.000%

Alaska Resources Corporation 652,136 7.791% 7,718,760 92.209%

Alternate Tech. Revolving Loan Fund 903,000 8.891% 474,000 4.667%

Bulk'Fuel Revolving Loan Fund 169,000 50.659% 4,000 1.199%

Child Care Facility Revolving Loan Fund 146,000 11.281% 184,000 14.217%

Commercial Fishing Revolving Loan Fund 5,646,000 7.385% 3,104,000 4.060%

Fisheries Enhancement Revolving Loan Fund 61,400 0.119% 1,553,900 3.003%

Grain Reserve Loan Fund 1,187 0.262% 33,802 7.474%

Historical District Revolving Loan Fund 86,000 7.998% 0 0.000%

Housing Assistance Loan Fund 5,045,270 3.678% 4,875,346 3.554%

Med. Malpractice Liability Loan Fund 0 0.000% 0 0.000%

Mining Loan Fund 3,778,000 30.754% 3,877,000 31.560%

Power Development Revolving Loan Fund 0 0.000% 0 0.000%

Residential Energy Conservation Fund 339,000 11.806% 118,000 4.109%

Seholorship Revolving Loan Fund 28,275,939 7.723% 49,275,864 13.459%

Small Business Revolving Loan Fund 2,963,000 15.187% 4,343,000 22.261%

Teacher Seholorship Loan Fund 0 0.000% 0 0.000%

Tourism Revolving Loan Fund 102,000 5.196% 108,000 5.502%

Veterans Revolving Loan Fund 7,459,000 11.001% 1,353,000 1.995%

Water Resources Revolving Loan Fund 0 0.000% 0 0.000%

I
v oi

1. Delinquency includes all loans that are more than one day past due at the end of the quarter; 

the exceptions are the Agriculture Revolving Loan Fund, AIDA and the Seholorship Loan Fund.

2. Loans in default are defined as delinquent loans that have been turned over to counsel for 

legal action. Seholorship loans are considered to be default if more than 120 days past due.

Housing Assistance Loan Fund data includes all Nonconforming Housing Loans and loans from the Rural 

Owner-Occupied and Rural Non-Owner Occupied programs purchased since the start of FY 83.

Mortgages made by the two rural loan programs before July 1, 1982 and mortgages recently transferred 

to AHFC are included in AHFC delinquency and default data.



TELEPHONE NO: 

SUBJECT:
745-7200 

UE 415

Hal K. Ward // 
L o a n  M a n a g e r

A n  analycio of tho financial offset on the A R L F  ac a result of the 
subject legislation in as follows:

1985....... $511,241.28

1926....... 5636,047.83

1987....... $823,628.61

Total retroactive lose 51,970,917.72.

Assuming tlie milk production from Point Mackenzie remains stable w i t h  

increase cf 5t per year through the effective end of the bill as 

proposed, the cost would increase to a total a m o u n t  of S 5 , 698,351. This 

represents over ono half of the 510,601,815 investment in current loan 

balances for AKLF a nd lan d  Clearing ltans for the dairy faro parcels on 
Point Mackenzie.
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P U R P O S E  O F  T H E  R E P O R T

In accordance with a Legislative Budget and Audit Committee 
request and Title 24 of the Alaska Statutes, this special 
report has been prepared to document Mat anuska M a i d  Dairy's 
marketing effort and the State of Alaska's involvement in 
the Point MacKenzie agriculture project.
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A U D I T O R ' S  C O N C L U S I O N

In 1979 an administrative a n d  legislative decision was made 
to salvage the dairy industry of southcentral Alaska through 
the development of a dairy project at Point MacKenzie. The 
economic feasibility of the project was based on assumptions 
developed from existing Matanuska-Susitna Valley dairy farms 
and a small test plot at Point MacKenzie. A  plan was devel­
oped utilizing the small, family-run farm concept, state 
provision of infrastructure (roads, electricity, educational 
facilities), low interest loans, deferred payments, and land 
at less than m arket value. It was recognized at the time 
that the economic feasibility of the project was quest i o n­
able. As stated in a 1980 study b y  the Office of Management 
and Budget: "Any combination of earlier interest payments,
higher interest rates, higher construction costs and/or 
lower than required m i l k  production will substantially alter 
the time required before operations are financially sound... 
The margin for costly mistakes is minimal."

As discussed in the following sections of this report, 
mistakes were  made. The project has also been affected by 
circumstances unforesee n in 1980 such as technological 
innovations in shipping w h i c h  allowed competitors to ship 
m i l k  to Alaska faster and cheaper, the bankruptcy of the 
only creamery m a r k e t  for project m i l k  —  Matanuska Maid and 
the subsequent reputati on and market share loss resulting 
from that bankruptcy, and the decline in population in 
southcentral Alaska in recent y e a r s .

The result has been that of the original nineteen dairy 
parcels sold, eight are producing, all of which are c u rrent­
ly delinquent on state loans. Those eight dairies are 
meeting the production expectations for the entire project; 
however, at current production levels and at current m i l k  
prices all farms are not yet economically viable. The 
Matanuska Maid creamery is in state ownership, run by 
contracted management. Althou gh Mata nuska M a i d  pays no debt 
service and sales in 1987 were in excess of $12,000,000, the 
dairy operated at a loss of $850,000, primarily due to state 
policy decisions to purchase mo re m i l k  than demand required 
at a higher than market price.

These questions then arise: Can the dairy industry in
southcentral Alaska be economically viable? If not, should 
the State continue to support the industry for other social 
and economic reasons? The answers to these questions depend 
on administrative and legislative policy decisions which 
need to be made. For all project farms to become v i a b l e . 
production.-Levels-and/or raw m i l k  prices must i n c r e a s e . E a r  
M a tanuska M a i d  dairy to become viable, prices paid to the 
producers must b e  m o d i f i e d  b a sed on m a r ket 'conditions. In 
brief, the road to economic viability  in the current policy 
climate is increased demand or reduced number of suppliers.
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A n  increased demand for local dairy products w o u l d  greatly 
aid both the farmer's and the creamery's ability  to prosper. 
As discussed in this report, Matanus ka M a i d  is employing a 
number of marketi ng strategies aimed at increasing market 
share. There are also several pieces of legislation which 
have been or are currently being considered to encourage 
this to occur. The 1987 Legislative Session saw the passage 
of a bill giving a seven p e r o ^ . t  local bidders preference 
for agricultural products b e i •;<.<£ purchased w i t h  State funds. 
This legislation should bring < imtracts w i t h  large p u r c h a s­
ers of dairy products, such as school districts and Pioneer 
Homes, within Mat-Maid's reach. L eg islation being c o n­
sidered includes SB 105 establishing a standardized method 
of date-labeling m i l k  products w h i c h  could also favorably 
impact demand.

/If demand does not increase, the number of suppliers will
* decline. Inefficient or m a r g i n a l  dairy operations will
• declare bankruptcy or be foreclosed on by their primary 
^creditor, the Agricu l t u r a l  Revolving Loan Fund (ARLF). The 
|result will be a handful of large, w e l l-m anaged dairy farms 
.'meeting demand. The State could then attempt to recapture 
(investment through sale of the assets.

Should viabilit y not occur as a result of these actions, 
policy makers also have the option to continue state support 
of the dairy industry in southcentral A laska for other value 
received. Advocates of this v i e w  point to the following 
benefits: A l askan self-sufficiency; pressure on competitors 
to provide better qualit y products at lower prices; jobs for 
approximately 150 Alaskans; access to fresh, quality p r o­
duce; and investment protection. Several occurrences in 
1987 lent credence to some of these arguments. In December 
of 1987 shipments of dairy products from the Washington area 
were interrupted which could have resulted in a shortage of 
fresh products to the consumer had Mat-Maid not been able to 
meet the increased demand. Division of Agriculture p e r­
sonnel also claimed that the introduction of Mat-Maid yogurt 
to the market resulted in a reduced price of competitive 
products by major retailers.

The State has an investment of approximately $20,000,000 
in the dairy industry at Point MacKenzie. That investment 
is comprised of an investment in Matanus ka M a i d  Dairy of 
$6,000,000, ($3,000,000 in loans prior to foreclosure and
an equal amount in c o ntributed capital and operating funds 
since that time); $11,000,000 in loans including land c l e a r­
ing, chattel, farm  d evelopment and operating; $1,300,000 for 
road survey and construction; and $3,000,000 for e l e c t r i f i­
cation. Other indirect costs have been associated w i t h  the 
project in the form of loan m o r a t o r i u m s , investment in meat 
processing facilities to process cull cows and the sale of 
State land at less than m a r k e t  value.
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Unless demand increases substantially, a decision to ensure 
profitability for all existing Point MacKenzie dairy farms 
will require continued subsidization. Those subsidies might 
be seen through price supports such as those which resulted 
in Matanuska Maid's $800,000 operating loss in 1987; p r o d u c­
tion credits for dairy products as proposed in HB 415 which 
Division of Agriculture personnel predict would cost an 
average of $800,000 per year; or further postponement and/or 
restructuring of installment debt.
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H I S T O R Y  OF T H E  P O I N T  M A C K E N Z I E  A G R I C U L T U R E  P R O J E C T

Concept Origination

The Point MacKenzie agriculture project materialized when 
two major economic situations coincided, the decline in the 
number of commercially operated Alaskan dairies and the 
implementation by the State of an aggressive agricultural 
development program.

The Matanuska Valley, the center of the state's dairy 
industry, had supported the production demands of the 
several small creameries from its development in the 1940s 
until the 1970s. By this time one creamery, Matanuska Maid, 
h a d  expanded considerably and become the principal producer 
of Alaskan dairy products. However, although production 
capabilities had expanded, supply was dwindling. Population 
growth and development pre ssure in the Valley was resulting 
in m a n y  farms being sold for commercial, residential, and 
industrial development purposes.

Matanuska M a i d  Dairy manag e m e n t  and ardent supporters of a 
local dairy industry turned to the State for assistance. 
The Department of Natural Resources had already embarked on 
an agricultural development program for the purpose of 
creating a renewable resource base. That program was 
inaugurated in 1978 with the Delta Barley Project. The 
concept of a state-sponsored dairy project was suggested and 
quickly gathered political support.

The Point MacKenzie area, then in Matanuska-Susitna Borough 
ownership, was recommended because of the size and location 
of the parcel and the feasib ility of developing that p a r­
ticular area as recommended in a Un iversity of Alaska study 
entitled Potential M i l k  P roduct ion in the Pt. MacKenzie Area 
of Southcentral Alaska! Legislative action was taken in the 
form of creating the Agricultural Action Council within the 
Office of the Governor to coordinate the state's a g r i c u l t u r­
al programs and funding for the implementation of the Point 
MacKenzie project.

Project Implementation

The planning phase began during the summer of 1980 and 
continued through the spring of 1981. The Matanuska-Sus itna 
Borough relinquished land rights to the State. A  number of 
state agencies were involved in the implementation phase 
including the Agricultural A c t i o n  Council, the Attorney  
General's Office, and a n u m b e r  of divisions of the D e p a r t­
ment  of Natural Resources including Forest, Land and Water 
Management, Agriculture and Tec hnical Services.
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Implementation was hampered somewhat by conflicts and 
confusion in the roles each of these agencies were to play. 
While planning oversight r e m ained the responsibility of the 
Agricultural A c t i o n  Council and project funding was c o n­
trolled by that Council, it did n o t  possess the statutory 
authority for carrying out the mandate. Coordination with 
appropriate state agencies, p r i m a r i l y  the Department of 
Natural Resources, was envisioned. The conflict w h i c h  
resulted not only b e t w een the Counc il and the Department, 
but w i t h i n  divisions w i t h i n  the Department, contributed to 
complaints and problems w i t h  p r o g r a m  implementation.

One such prob lem revolved around the issue of prequalifi ca­
tion. Whi le the Department r e c o m m e n d e d  a streamlined p r e­
qualifica tion plan, the Council o p t e d  for a more detailed 
regimen including training and educati on criteria and farm 
development plans. Another p r o b l e m  arose from the question 
of land clearing and timber u t i l i z a t i o n  on the parcels being 
offered for lottery. The D i v ision of Forest, Land and Water 
M a n a g e m e n t  desired a two-year timber salvage program while 
the Council proceeded w i t h  an experimental land clearing 
technique, the chaining method. The Council's actions 
resulted in an attempt to stop the land disposal, both for 
the waste of the timber re source and the prequalification 
r e q u i r e m e n t s .

The result was an out-of-court settlement regarding the 
timber and a temporary court order w h i c h  allowed the lottery 
to h appe n as scheduled on M a r c h  6, 1981 conditional on no 
land exchanging hands. A  final court order issued in M a y  of 
that year voided the lottery on the basis the State exceeded 
its authority in prequalify ing applicants by requiring farm 
development plans.

The deci sion was made by the A g r i c u l t u r a l  Action Council to 
proceed w i t h  a second lottery w i t h o u t  prequalifying the 
applicants. That lottery was h e l d  on September 11, 1982. 
At that time agricultural interest in twenty-nine parcels 
was sold.

Project Statistics

The Point MacKenzie Ag ricu l t u r a l  Project consists of 31 
parcels ranging in size from 301.26 acres to 634.03 and 
totaling 14,613.08 acres. T w e n t y  nine of the parcels were 
offered for sale by the State of Alaska, w hile the remaining 
two w ere o f fe red by the M a t a n u s k a - S u s i t n a  Borough. Nineteen 
of the parcels are designated as dairy parcels, while the 
remaining twelve are desig nated non-dairy. Title to all 
parcels limits use of the land to agricultural purposes 
only. Other restrictions include prohibitions against 
selling, leasing or otherwise a ssig n i n g  a part of the parcel 
w i thout prior approval of the D i r e c t o r  of Land and Water 
Management. No parcel of land less than 40 acres in size 
m a y  be created by an assignment of interest.
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Land Clearing and Farm Development

Each parcel owner submitted a Farm Conservation Plan shortly 
after the lottery for approval by the Division of A g r i c u l­
ture. That plan, along with a stocking rate schedule for 
dairy parcels, was approved by the Division and became part 
of the development contracts entered into w i t h  the Division 
of Land and Water Management. Those contracts additionally 
imposed a development schedule requiring the clearing of 
land and planting of the first crop on at least 40% of the 
class II and III soils w i t h i n  the first three years and 
clearing and planting of 75% of the class II and III soils 
w i t h i n  six years.

L a n d  clearing financing was available from the Alaska 
Agricultural Action Council. The Council approved 31 
clearing loans for Point MacKe n z i e  totalling $3,200,000. 
Draws were taken against them w h i c h  to date amount to 
$2,200,000. Terms for these notes were 8% interest, the 
m a j ority maturing 2026, w i t h  payments beginning in 1986.

Land clearing did not proceed as smoothly as planned because 
of problems wi th the smoke prod uced from burning berm piles. 
The intense public reaction to the problem resulted in 
regulations being implemented prohibiting burning when 
weather conditions w o u l d  w o r s e n  the h a rmful effects, and 
also limited the amount w h i c h  could be burned at any given 
time. In rec ognition of an expected slowdown in clearing 
due to the regulations, the D i v i sion of Agriculture, which 
assumed the clearing loan m anage m e n t  responsibilities of the 
Agricultural Action Council when it was terminated, extended 
the terms of the clearing loans two years in conformance 
with ch. 166, SLA 1984. Loan contracts n o w  expire in 1990 
w i t h  loan repayment to begin in 1988.

The farm development schedule r e q uired a minimum acreage of 
40% (5300 acres) to be in p r o d u c t i o n  by September 11, 1985. 
An official inspection of progress on these contracts was 
performed by the Division of A g r i c u l t u r e  at that time and 
found approximately 7,000 acres in production, putting the 
project, as a whole, ahead of schedule. The development 
schedule further requires a m i n i m u m  of 75% (9450 acres) be 
in production by September 11, 1988. Division personnel
estimate that at current the project is close to target at
8,000 to 9,000 acres, though progress on individual tracts 
varies greatly, either behind or ahead of schedule. Another 
inspection is scheduled for the summer of 1988.

The development schedule also set out m i n i m u m  stocking rates 
for dairy parcels. The number of cows to be regularly 
m i l k e d  by November 1, 1985 was 883, and w h e n  inspected at 
that time was found to be 1,061. Again, while project 
totals were ahead of schedule, individual tract schedules 
varied greatly. Ten farmers were b eh ind the stocking and
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milking  schedule; three corrected deficiencies within 60 
days, two w e r e  in litigation and foreclosure proceedings 
were b egun against the remaining five. The two in litigation 
were seeking to amend development requirements in the 
contracts to combine parcels and use one barn and one set of 
cows to mee t the requirements of two separate contracts.

Four of the dairy owners in foreclosure sought an extension 
of the schedule. A  one year extension  was granted if the 
farmer w o u l d  stipulate that at the end of the extension he 
would waive all defenses against the state if not in 
compliance at that time. Four parcel owners signed the 
stipulation and were granted extensions to the Fall of 1986. 
In September of that year the court decided the ongoing 
litigation by decreeing that the commissioner did not have 
the authority to waive or amend development requirements in 
contracts. Shortly thereafter another inspection was 
perfor med at Point MacKenzie and three of four farmers with 
extensions and the two p revi ously in litigation were found 
to be in compliance. At present the State is in foreclosure 
proceedings against two dairy parcel owners who have not 
brought their parcels into compliance w i t h  contract terms.

The 1986 inspection revea led that some farmers who had been 
regularly m i l king in 1985 had ceased m i l k i n g  or were milking 
a red uced n u m b e r  of cows. Project farmers were notified 
that to ensure that the "regularly milki ng" requirement be 
met, the farm structures should be designed for and operated 
as a m i lk ing structure twelve months a year. It was advised 
by the A t t o r n e y  General's Office that to comply wi th the 
contract, they must regularly m i l k  the number of cows 
required by contract daily and continuously from the 1985 
deadline at least until the contract has been satisfied and 
patent is issued. A  recent p olic y issued by the Division of 
Agriculture, however, states that if the parcel was in 
compliance at the 1985 inspection or at the end of the 
stipulated extension the parcel is considered in compliance.

A  final inspection is scheduled for September of 1988. 
Those farmers in compliance at that time and who have 
completed land purchase payments w i l l  be eligible to receive 
patent to their parcels. Development from that point on 
will be at the discretion of the owner provided it :.s 
consistent w i t h  the agricultural restrictions of the land 
title.

D evelopment Costs; Esti mated vs. Actual

Estim a t e d  development costs were  de veloped and published in 
the p r oj ect sale brochure using data developed by the 
Univer sity of Alaska in the 1980 feasib ility study entitled 
Potential M i l k  Production in the Point MacKenzie Area of 
Southcentral A l a s k a . Assump tions m a d e  In that s tuay to 
develop the es timated costs include the following:
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1. Sufficient state land is available in the Point 
MacKenzie area for a dairy farm development project.

2. L a n d  price is $100 per acre with a $50 homestead credit 
making the effective price $50 per acre to the farmers.

3. Land-cle aring costs are $220 per acre for project 
f a r m s .

4. The dairy farms wil l be designed for forage production 
in the form of silage and haylage; concentrate, hay, 
and straw requirements will be m e t  by off-farm 
p u r c h a s e s .

5. Private slaughter facilities are currently available in 
the M a t a nuska V a lley  to handle cull cows and calves 
from project lands.

6. Electrical power hook-up will be provided each farm.

7. Roads to each farm will be constructed.

The Department envisioned a project of small family-run 
farms when putting the Point MacKenzie sale together. 
However, a number of factors contributed to driving the 
development costs beyond what could be recovered by small 
farm operations. The m a j ority of these factors, such as the 
smoke from land clearing, problems associated w i t h  soil 
conditions anc w a ste disposal were simply the result of 
developing farms in a previously unfa rmed locale and learn­
ing to deal w i t h  the conditions endemic to that region. 
Historically, farm development in a previously u ndeveloped 
area w o u l d  be a lengthy process of trial and error, but the 
Point MacKenzie land purchase contract placed a strict 
development schedule on the farmers. This necessitated 
additional expenditures to meet the development deadlines.

A l t h o u g h  there is agreement that costs exceeded what was 
projected, there is disagreement between project farmers and 
Department of Natural Resources (DNR) personnel as to the 
extent the overages were  necessary. State personnel contend 
that existing debt load is in part the result of bad m a n a g e­
ment decisions by the farmers. It is acknowledged that the 
State's easy farm credit contributed to the bad management. 
Project farmers contend that development contracts were 
based on unrealistic assumptions, and that state management 
of those contracts has not been sufficiently flexible in 
times of economic change.

The result of the high development costs coupled with a 
declining demand for m i l k  resulting from declining p o p u l a­
tion has been an inability for some project farmers to meet 
their debt obligation to the Agricultural Revolving Loan
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Fund ( A R L F ) . The Department, utilizi ng its authority 
granted at AS 03.10.020(4), placed the loans in moratorium. 
That m o r a t o r i u m  was ended December of 1986.

Althou gh loan repayment was postponed and all m i l k  produced 
has been purchased at a subsidized rate, all farms are 
currently delinquent on loan repayment. Review of dairy 
financial statements by ARLF personnel during recent appli­
cations for loan restructuring indicated not all d e l i nque n­
cies w e r e  the result of inability to pay, however. Some, in 
fact, could be attributed to a lax enforcement policv of the 
D i v i sion as documented in previous financial audits of the 
Loan Fu nd b y  the Division of L egislative Audit.

S T A T E  O F  A L A S K A -12- d i v i s i o n  O r  L E G I S L A T I V E  A U D I T



MATANUSKA MAID DAIRY

Background

The Matanuska Maid Dairy is comprised of a creamery in 
Anchorage and a feed mill  and wholesale/ret ail store located 
in Palmer, Until the business was acquired at foreclosure 
sale by A R L F  in November of 1985, it was operated by M a t a­
nuska Maid, Inc. an agricultural cooperative corporation.

The same economic factors w h i c h  lead to the initiation of 
the Pt. Ma cKenzie Dairy Project, namely an increased demand 
for dairy products, a reduction in number of producing dairy 
farms in southcentral A laska  and improved shipping t e chnol­
ogy from competitive markets, caused financial problems for 
Matanuska Maid. The creamery expanded its plant to meet the 
growing demand but found itself w i t h  a declining inventory 
of m i l k  to process. During the p e r i o d  September 1979 
through October 1980 M a t a nuska  M a i d  r e c eived four loans from 
ARLF totalling $2,900,000 secured by real property, i n v e n­
tory and accounts receivable. A  chapter 11 reorganization 
petition was filed in bankruptcy court b y  the Corporation 
in November of 1983 w i t h  ARLF receiving p ermission to f o r e­
close. T h r ough a series of settlement proceedings, title 
to inventory was obtained, culminating in the purchase at 
foreclosure sale in 1985 by offset b i d  from ARLF.

During this period a contract was let w i t h  the Small 
Business Development Center of W a s h i n g t o n  State Universi ty 
(WSU) to study the feasibility of successfully reorganizing 
M atanuska M a i d  Inc. That study, released July 1984, c o n­
cluded that "With strong fiscal and m anagement control and 
the assumption of a aggressive m a r k e t i n g  posture, r e o r g a n i­
zation of Matanuska M a i d  is feasible. That study mad e 
recommendations such as waiver of past due interest and 
principal and a m o r a t o r i u m  of future interest and principal 
against state debts for both the creamery and producers for 
a period of at least three years. It also recommen ded 
consideration of legislation which w o u l d  limit the shelf 
life for m i l k  produced in the lower 48 states and t r a n s­
ported to Alaska.

The ARLF Board of Directors assumed directorship of 
Matanuska M a i d  after foreclosure. Recog nizing their lack of 
expertise in the creamery business, a m a n a g e m e n t  contract 
was let for the day to day manage ment of the creamery. The 
directorship of the creamery proved to be v e r y  time c o n s u m­
ing for the ARLF Board. The Board decided that retention of 
the creamery in state ownership was not in the best interest 
of the state. Offers to purchase we re re que s t e d  during the 
spring of 1986 but all w e r e  found to be unacceptable.

A  n e w  strategy for moving Matan uska M a i d  from state to 
private ownership was born in 1987. The incorporation of an
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entity na med Alaska Dairy, Inc. (ADI) has been proposed to 
provide oversight management for M a t a n u s k a  Maid. The ADI 
board w o u l d  consist of an ARLF Board representative, four 
dairy farmers, the director of the D i v ision of Agriculture, 
the " m a n a g e r  of Matanuska M a i d  and six public repre­
sentatives. The ADI Board was to assume directorship in 
January 1988 under a one-year agreement. The agreement 
specifies that payable accounts wil l be kept current, the 
manage ment contract w o u l d  be honored, and that all profits 
and/or losses generated by the creamery operation would 
belong to ARLF. ARLF w i l l  provide up to a m a ximum of 
$60,000 a m onth for the initial six m onths to cover o p e r a t­
ing losses. If losses exceed this ceiling m i l k  prices paid 
to dairy farms must be a djusted accordingly.

The p r i m a r y  m o t i v a t i o n  in the n e w  strategy is to allow the 
dairy farmers . . to participate in the m anagement o v e r­
sight for the creamery, w h i c h  is curre ntly the only entity 
which will purchase the m i l k  produced on their f arms.”

Mil k  Pricing: The Double Kdged Sword

The price of m i l k  paid to the producers has been the basis 
of a difficult policy dilemma. The ability of Pt. MacKenzie 
dairy farmers to produce adequate income to cover operating 
costs and cover debt incurred, pri ma r i l y  to ARLF, is p r e­
dominantly effected b y  the price they receive for milk
produced. The a b i lit y of Matanuska M a i d  to be economically 
viable also depends on that entity's ability to adjust the 
price of milk p a i d  to producers. As concluded in the 1984 
WSU study: "Crucial to the future survival of Mat- Maid are
strong controls and a rethinking of the relationship between 
producers and the creamery. Price pai d to producers should 
be adjusted and modified based u p o n  m a r k e t  conditions and 
the ability to compete ef fectively as the creamery is the 
market extension of the producers rather than a buyer of r aw 
m i l k  at producer-directed p r i c e s .”

Alt hough A l a s k a  is exempt from federal m i l k  price controls 
w h i c h  e ffectively place b o t h  ceiling and floor on the price 
paid to producers, it competes w i t h  producers from the Puget
Sound area w h i c h  are controlled. The Puget Sound area
produces one of the largest m i l k  surpluses n a t i o n a l l y  and 
Alaska has traditionally been a p r imary market for that
surplus. Thus, prices paid to local producers must be 
m aint ained sufficiently low so w h e n  added to production and 
delivery costs the final price to distributors competes w i t h  
delivered cost of i?vget Sound surplus milk. Ironically, the 
Puget Sound area is also the market for A l a s k a n  surplus, 
w h i c h  results in an extremely low price being received for 
A l a s k a n  m i l k  shipped to that market.

The Division of Agriculture, an advocate for agricultural 
interests in the state, and the ARLF Board have h a d  to
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balance the needs of the dairy farmers with the need to 
cover operating costs of the creamery. As previously d i s­
cussed, a number of debt relief methods had been implemented 
to assist Pt. MacKenzie farmers. The policy decision of the 
Division of Agriculture in 1987 to not reduce the price of 
milk to producers when market forces (i.e. increased p r o­
duction from Pt. MacKenzie and decreased market demand due 
to shrinking population) necessitated it then became, in 
essence, another form of state support of the Alaska dairy 
industry. This action resulted in operating losses for 
Ma t -M aid w h i c h  were covered by ARLF in 1987 in the amount of 
$800,000.

The proposed contract betw een ARLF and ADI w o u l d  limit the 
amount of operating losses w hi ch will be covered b y  ARLF to 
$60,000 per month. It also includes the following language 
regarding pricing. "ADI m a y  not increase the price of milk 
as it exists on November 1, 1987 paid to dairy farms if the 
creamery shows an operating loss. ADI m a y  lower the price 
of m i l k  paid to dairy farms at any time; however, ADI will 
lower the price of m i l k  paid to dairy farms if the operating 
loss exceeds $60,000 in any one m o n t h  during the period 
January 1, 1988 to June 30, 1988." If this agreement is 
entered into it will reflect a change in policy for the 
Division of Agricultur e from subsidizing the dairy industry 
through price supports towards creating a more open market 
system where price is determined by supply and demand.

Marketing; Problems and Strategy

The need for a more aggressive marketing posture by 
Ma t a nuska M a i d  was discussed in the 1984 WSU study and has 
continued to be a source of criticism of the creamery by 
A l ask an dairy farmers. Since the State assumed ownership in 
1984 M a t a nuska M a i d  management has been making a significant 
effort to address this problem. F r o m  a virtually n o n­
existent advertising budget, the creamery began spending 
between  $5,000 to $10,000 a m o n t h  in 1986, predominantly in 
radio and television spots and a total of $218,000 in 1987.

The creamery has also increased its product lines by 40 
items, including introducing two n e w  products in 1986, 
another two in 1987 w i t h  plans for two more in 1988. The 
n e w  items w h i c h  have been added are cottage cheese, sour 
cream, ice cream base which is sold to an independent 
producer, and yogurt. These products have done well and 
yield a higher profit m ar gin to the creamery than does the 
sale of b o t t l e d  milk.

Plans for 1988 include the introduction of cheese which, for 
the first time in M a t - M a i d  h i story w i l l  give the creamery a 
w a y  of utilizing surplus milk. Other methods of using 
surplus milk, n a mely converting it to powde r e d  m i l k  or to 
butter have not been used because of the high capitalization
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cost for producing powdered m i l k  and insufficient fat 
content to produce butter. The inability to utilize surplus 
m i l k  lead to the situation in 1987 w h ereby surplus milk was 
purchased b y  M a t - M a i d  then dumped or exported to Seattle. 
Once cheese production begins that situation should not 
occur again.

An additional benefit to cheese production is that it should 
allow M a t - M a i d  to participate in a Federal program which 
will purchase and store the cheese produced in excess of 
local demand. A l t hough this situation will allow purchase 
of v i r t ually  all m i l k  produced in state, a n e w  pricing 
structure for price paid to producers will have to be 
implemented. It is a common industry practice that milk 
purchased as surplus m i l k  for conversion to a product with a 
long shelf life is purchased at a lower price than that 
purchased for conversion to bottled milk.

The most d ifficult marketin g challenge has been the general 
public w h i c h  Ma t-M a i d  is attempting to win through advertis­
ing, promoting the benefits of locally produ ced products. 
They have seen results in the form of increased market share 
only to have those results reversed by pricing strategies of 
retail distributors. Though M at-M a i d  has attempted to 
produce a competitivel y priced product, they cannot control 
the price c h arged to the consumer by the retail distributor.

The m a j o r i t y  of dairy products sold in southcentral Alaska 
are sold b y  the two major retail grocery chains. Both 
chains distribute M a t -M aid as a secondary product line, 
utilizing various techniques such as pricing and shelf space 
allotted to encourage the primary line be sold first. 
Pull-dating procedures by competitive producers also effects 
consumer interest. There is currently no governmentally 
imposed standards for what date appears on the product thus 
identically dated m i l k  m a y  differ significantly in age. 
M a t - Maid has adopted a conservative dating policy in an 
effort to develop and m a i n t a i n  a reputation for quality. 
Mat-Maid also guarantees repurchase of past-dated products 
where the p r i m a r y  product line m a y  not. To woo the general 
public, therefore, Mat-Maid must not only create a public 
awareness of its product, but demonstrate a superiority of a 
locally p r o d u c e d  product w h i c h  justifies the price d i ffer­
ential charged by retail distributors.

Ma t a n u s k a  M a i d  continues efforts to become a primary product 
line w i t h  the m a j o r  retailers while exploring other avenues 
of distributi ng its product lines. The corporation has 
worked w i t h  private distributors offering home delivery 
w h i c h  has seen a resurgence in popularity recently as well 
as distributors for restaurants and small stores. The 
number of small retail operations is limited, however, 
because of the declining economic condition of the State 
combined w i t h  a M a t - M a i d  policy of discontinuing service to 
retailers whose delinquent accounts exceed 60 days.
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Dear Mr. Welker:

AUDIT

I appreciate the opportunity to comment on the preliminary 
report for the Point MacKenzie Agricultural Project. I 
compliment you on a thorough effort, and believe that you 
have provided an accurate perspective on the history of the 
project and on the new direction being adopted by the 
Division of Agriculture.

You may wish to consider the following comments and obser­
vations :

1) The continued evolution of the Point MacKenzie project 
is likely to result in the failure of some of the farms, as 
well as successes for others. Critical factors in this 
evolution include not only future milk prices and state 
subsidies (or lack t h e r e o f ) , but also the management ability 
of individual producers, the amount of private capital 
available to producers, and the implementation of a r e struc­
turing program for existing debt.

A restructuring program has been developed for ARLF 
borrowers. It effectively reduces debt service on ARLF 
loans for those who cannot meet original loan terms by 
providing for repayment at reduced rates of interest over a 
longer period of years.

2) You note in the third paragraph of page three 
("Auditor's Conclusion") that at current production levels 
and at current milk prices, all farms are not yet econom­
ically viable. This statement is true. It is also true 
that the use of loan funds and personal funds varied c onsid­
erably among producers. Some u ndoubtedly made, e x c e s sive
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e x p enditures for non income producing assets (e.g. homes and 
u n n e c e s sary equipment) while others used a higher percentage
of funds for milk cows arid'other necessary assets —  r e sult­
ing in higher income potential for the invested dollar.
Thus, the fact that a farm is not economically viable may be 
the result of management strategies that were not as e f f i­
cient as they could have been.

3) The statement in the third paragraph that Matanuska Maid 
loans are "in moratorium" probably should be modified. The 
M a t a nuska Maid real estate was purchased at a foreclosure 
sale by offset bid on November 29, 1985. The state now owns 
the business and assets, and the loans receivable were 
converted to assets at cost. New funds advanced are c o nsid­
ered as investment in the asset, not as loans to a business.

4) With respect to the fourth paragraph of page three, I 
have already noted that the department believes that it is 
not likely that all of the operating dairies on the project 
will prove viable under existing management. Again, this is 
because of inevitable differences in financial strength and 
m a n a g e m e n t  abilities of the operators, and forces of competi­
tion that we believe to be healthy and necessary if e f f i­
cient farming is to be encouraged.

5) The department disagrees with the statement on page 12 
that a lax enforcement policy on loan collections is the 
reason for the delinquency rate on Point MacKenzie farms.
The department has w orked for over 14 months to develop and 
implement a trouble debt restructure program. This was 
initiated immediately after the period during which Point 
MacKenzie loans were in legal moratorium, as soon as it 
became clear that some, if not all, of the Point MacKenzie 
farmers were financially distressed and unable to make 
payments. The intent of the department was to develop a 
p r o g r a m  to handle this troubled debt and to minimize 
financial losses to the ARLF, and we are now both restruc­
turing debt and collecting on loans made to borrowers w h o  do 
not qualify for restructuring. We will continue this policy 
and p r o g r a m  for all borrowers, including those at Point 
MacKenzie.

- 18 -

to note that we are continu 
the creamery operation into

6) Finally, it may be helpful 
ing to pursue options to place
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the private sector, and are trying to do so w i thout exposing 
the state or the industry to undue risk from unqualified 
management or to an ownership group lacking the assets to 
operate the business.

I hope these comments prove helpful.

cerely,

Jupith M. Brady 
Commissioner
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O r i g i n a l  s p o n s o r s :  L a r s o n  and M e n a r d

B Y  T H E  L A B O R  A N D  
C O M M E R C E  C O M M I T T E EI N  T H E  H O U S E

CS F O R  H O U S E  B I L L  NO. 4 15 (L&C)

IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

F I F T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i tled: " A n  A c t  r e l a t i n g  to a g r i c u l t u r a l  i n d u s t r y  p r o d u c t i o n

c r e d i t s  f o r  d a i r y  p r o d u c t s ;  a n d  p r o v i d i n g  f o r  an 

e f f e c t i v e  d a t e . "

B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  OF  A L A S K A :

* S e c t i o n  1. P U R P O S E .  T he p u r p o s e  of thi s  A c t  is to p e r m i t  d a i r y

11 f a r m e r s  i n  the s t a t e  to a c h i e v e  p a r i t y  w i t h  m i l k  p r o d u c e r s  w h o  a re l o c a t e d

12 o u t s i d e  t h e  s t a t e  a nd to r e w a r d  t h o s e  d a i r y  f a r m e r s  in  t h e  s t a t e  w h o  are

13 p r o d u c t i v e  a nd w h o  a r e  m a k i n g  a s i n c e r e  e f f o r t  to c o m p e t e  o n  e q u a l  terms

14 w i t h  m i l k  p r o d u c e r s  l o c a t e d  o u t s i d e  t he state.

* Sec. 2. A S  0 3 . 0 5  is a m e n d e d  b y  a d d i n g  a n e w  s e c t i o n  to read:

Sec. 0 3 . 0 5 . 0 1 7 .  A G R I C U L T U R A L  P R O D U C T I O N  C R E D I T S  F O R  D A I R Y  P R O D­

UCTS. (a) In  a d d i t i o n  to t h e  p r o d u c t i o n  c r e d i t s  a u t h o r i z e d  u n d e r  

A S  0 3 . 0 5 . 0 1 5 ,  th e  c o m m i s s i o n e r  s h a l l  e s t a b l i s h  a p r o g r a m  of a g r i c u l­

tura l  p r o d u c t i o n  c r e d i t s  f o r  d a i r y  p r o d u c t s .  C r e d i t s  u n d e r  this 

s e c t i o n  s h a l l  be a p p l i e d  a g a i n s t  a m o u n t s  d u e  on a g r i c u l t u r a l  loans 

m a d e  u n d e r  t his t i t l e  and A S  44 a n d  a m o u n t s  d u e  o n  t he sal e  of a g r i­

cul t u r a l  l a n d  u n d e r  A S  38.05. T h e  c r e d i t s  s h a l l  b e  b a s e d  o n  d a i r y  

p r o d u c t s  p r o d u c e d  in t he state.

(b) T h e  a n n u a l  c r edit for t he y e a r s  1985 - 1987 is $ 2 . 6 8  p e r  

h u n d r e d w e i g h t  of  d a i r y  p r o d u c t s  as s h o w n  on d o c u m e n t s  a c c e p t a b l e  to 

the c o m m i s s i o n e r .  T h e  c r e d i t  s h a l l  be a p p l i e d  to t h e  p r i n c i p a l  o n  the 

d e b t s  d e s c r i b e d  i n  (a) of t h i s  s e c tion. T h e  c r e d i t s  a v a i l a b l e  u n d e r  

this s e c t i o n  a n d  A S  0 3 . 0 5 . 0 1 5  are l i m i t e d  to 25 p e r c e n t  of the p r i n c i­

pal  d e b t  incurred.

HB0415B -1- CSHB 415(L&C)



(c) A  c r e d i t  g r a n t e d  u n d e r  this s e c t i o n  m a y  n o t  be tra n s f e r r e d .  

* Sec. 3. T h i s  A c t  takes e f f e c t  i m m e d i a t e l y  u n d e r  AS  0 1 . 1 0 . 0 7 0 ( c ) .
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IN THE HOUSE B Y  L A R S O N  A N D  M E N A R D

H O U S E  B I L L  NO. 415 

I N  T HE L E G I S L A T U R E  OF  T HE S T ATE OF  A L A S K A  

F I F T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N  

A  B I L L

F o r  an  A c t  e n t i tled: "An Ac t  r e l a t i n g  to a g r i c u l t u r a l  i n d u s t r y  p r o d u c t i o n

c r e dits f or d a i r y  p r o ducts; a nd p r o v i d i n g  f o r  an 

e f f e c t i v e  d a t e . "

B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  OF T H E  S T ATE OF  ALASKA:

* S e c t i o n  1. PURPOSE. The p u r p o s e  of this Act is to p e r m i t  d a i r y

11 f a r m e r s  in the state to a c h i e v e  p a r i t y  w i t h  m i l k  p r o d u c e r s  w h o  a r e  l o c a t e d

12 o u t s i d e  the s t a t e  a nd to r e w a r d  t h ose d a i r y  f a r mers in the s t a t e  w h o  are

13 p r o d u c t i v e  an d  w ho are m a k i n g  a s i n cere effort to c o m p e t e  o n  e q u a l  terms

14 w i t h  m i l k  p r o d u c e r s  l o c a t e d  o u t s i d e  the state.

15 *  Sec. 2. A S  0 3 .05 is a m e n d e d  by a d d i n g  a n e w  s e c t i o n  to read:

16 Sec. 0 3 . 0 5.017. A G R I C U L T U R A L  P R O D U C T I O N  C R E D I T S  F O R  D A I R Y  PROD-

17 U C T S . (a) In a d d i t i o n  to the p r o d u c t i o n  c r e dits a u t h o r i z e d  u n d e r

18 AS  0 3 . 0 5 . 0 1 5 ,  t he c o m m i s s i o n e r  shall e s t a b l i s h  a p r o g r a m  of a g r icul-

19 t u ral p r o d u c t i o n  c r e dits f or d a i r y  p r o d ucts. C r e d i t s  u n d e r  this

20 s e c t i o n  s h a l l  be a p p l i e d  a g a inst a m o u n t s  d u e  on a g r i c u l t u r a l  loans

21 m a d e  u n d e r  this t i tle a nd A S  44 a nd a m o unts d ue on the s ale of a g ri-

22 c u l t u r a l  lan d  u n d e r  A S  38.05. T he credits s h all be  b a s e d  o n  d a i r y

23 p r o d u c t s  p r o d u c e d  in the state.

24 (b) T h e  a n n u a l  c r edit for the y e a r s  1985 - 1 991 is $ 2 .63 p e r

25 h u n d r e d w e i g h t  of d a i r y  p r o d u c t s  as s h o w n  on d o c u m e n t s  a c c e p t a b l e  to

26 the c o m m i s s i o n e r .  T h e  credit s h all be a p p l i e d  to th e  p r i n c i p a l  on the

27 d e b t s  d e s c r i b e d  in (a) of this section. T he c r e d i t s  a v a i l a b l e  u n d e r

28 t his s e c t i o n  a nd AS 0 3 . 0 5 . 0 1 5  are l i m i t e d  to 50 p e r c e n t  of t he

29 p r i n c i p a l  d ebt incurred.

HB0415A HB 415
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1 (c) A  c r edit g r a n t e d  u n d e r  thi s  s e c t i o n  m a y  n ot be transferred.

2 *  Sec. 3. Thi s  A ct takes e f f e c t  i m m e d i a t e l y  u n d e r  AS 01.10.070(c).
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