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FISCAL NOTE

C
A p r il 15. 1991

» S T A T E  O F ALASKA
1991 LEG ISLA TIV E SE SSIO N

C- No. 2
Bill Version: CSHB 206(FIN) 
(H) Publish Date: 5/6/91

Revision Date: A p r il i t , 1991_________  Department Affected: Commerce <S Economic Dev.
Title:. ,A? / c t / elfts i ng.,the l ° ^ n a u th o r ity rhu : AK In d u s tr ia l Dev. & Export Au tho rity

Component: _________________________ _ _ _ ____or the T3Tindustrial Dev. 4 Export 
Autliurl ty
Sponsor:
Requestor:

Choquette, Baker
COMPONENT SER IAL NO. 1

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 92 FY 93 FY 94 FY  95 FY 90 FY 97

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SU PP L IE S

EQUIPMENT

LAND A STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0 0 0 0
.  0 Q

CAPuAL [ 25 ,000 25,000 | 25,000 25.000 25.000 — 2 L 2  00

REVENUE 25,000 25,000 i 25.000 i 25 .000 2 d f a o _ 25*000

FUNDING: (Thousands of Dollars)

GENERAL FUND

FEDERAL FUNDS

OTHER 25,000 25,000 25,000 25,000 25.000 .25-.QQQ
TOTAL

POSITIONS:

FULL-TIM E ----

PART-TIM E

TEMPORARY

Estimate of current year impact:.

ANALYSIS: (Attach a separate page if necessary.)

SEE ATTACHED
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Approved by Commissioner: Glenn A.  ____________________________ _ _ _ _ _

Agency: Department o f Corrmerce & Economic Development Date: H v'^o\c\ \

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).
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FISCAL NOTE - CSSB 206 (LAC)

Raising the loan lim its from $10 to $15 m illion w ill tend to increase 
the amounts loaned and, in conjunction with shorter amortization on 
the originators' (banks) part, increase the number of loans. The new 
language restricting the program to "new business ventures" w ill tend 
to decrease usage of the program. The preparer's best estimate is 
that the net effect w ill result in the $25 m illion range subject, of 
course, to external economic factors which impact lending.

Note: All funds are available for these purposes and require no 
appropriation from the Legislature.

ANALYSIS:

✓
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CS FOR HOUSE BILL NO. 206 (FINANCE) am 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTEENTH LEGISLATURE - FIRST SESSION 

BY THE HOUSE FINANCE COMMITTEE

Amended: 5/7/91 
Offered: 5/6/91
Referred: Rules

Sponsor(s): REPRESENTATIVES CIIOQUETTE, Baker, Ulmer

A BILL 

FOR AN ACT ENTITLED

1 "An Act revising the loan authority of the Alaska Industrial Development and Export

2 Authority, and relating to the authority’s loan guarantees under its business assistance

3 program ; and providing for an effective date."

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

5 * Section 1. AS 44.88.155(d) is amended to read:

6 (d) A loan purchased in whole or in part by the authority with assets of the enterprise

7 development account or with proceeds of bonds secured by assets of the enterprise development

8 account, other than a loan which is financed with the proceeds of bonds of the authority and

9 secured only by a project applicant or a project,

10 (1) may not exceed $15.000.000 [$10,000,000];

11 (2) may not exceed the cost of the project or 75 percent of the appraised value

12 of the project, whichever is less, unless the amount of the loan in excess of this limit is federally

13 insured or guaranteed or is insured by a qualified mortgage insurance company;

14 (3) may not be for a term longer than three-quarters of the authority’s estimate

HB0206d -1- CSHB 206(FIN) am
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1 of the life of the project or 25 years from the date the loan is made, whichever is earlier;

2 (4) shall contain [COMPLETE] amortization provisions; the amortization

3 provisions

4 (A) must be complete and satisfactory to the authority and require

5 [REQUIRING] periodic payments by the borrower;

6 (B) may allow the loan originator to amortize the portion of flic loan

7 retained by the loan originator using a shorter amortization schedule than the

8 amortization schedule for the portion of the loan held by the authority if

9 (i) in the au thority’s opinion, the project financed can support

10 the increased debt service; and

11 (ii) the accelerated amortization schedule is required to induce

12 the originator to make the loan;

13 (5) shall be in the form and contain the terms and provisions with respect to

14 insurance, repairs, alterations, payment of taxes and assessments, default reserves, delinquency

15 charges, default remedies, acceleration of maturity, secondary liens, and other matters the

16 authority prescribes;

17 (6) shall be secured as to repayment by a mortgage or other security instrument

18 in the manner the authority determines is feasible to assure timely repayment under a loan

19 agreement entered into with the borrower;

20 (7) may not be made unless

21 (A) the project applicant is not, or. if the applicant is not a single

22 proprietorship, all members of the business enterprise or enterprises constituting the

23 project applicant are not, in default on another loan made by the state or by a

24 public corporation of the state; and

25 (B) with respect to the loan.

26 (i) at least 20 percent of the principal amount of the loan is

27 retained by the Im h  originator [OF THE LOAN AS LONG AS THE LOAN IS

28 OUTSTANDING]; or

29 (ii) [(B)] 100 percent of the principal amount of the loan is

30 guaranteed by the United States or an agency or instrumentality of the United

31 States;

CSHB 206(FIN) am -2-
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2 (A) financed from the proceeds of bonds; or

3 (B) expected by the authority to be financed from the proceeds of bonds.

4 * Sec. 2. AS 44.88.535(a) is amended to read:

5 (a) The authority may guarantee a loan under AS 44.88.500 - 44.88.599 if the

6 (1) loan

7 (A) is commercially reasonable!

8 (B) [,] contains amortization provisions satisfactory to the authority!

9 (C) [,] is secured by adequate collateral: 'rowever, the authority may

10 waive on a case-bv-case basis the requirement of collateral for a loan guarantee of

11 $50.000 or less for which the proposed loan amortization period does not exceed five

12 years, bu t the ability to waive the requirement of this subparagraph o r the g ran t of

13 a waiver does not prevent the financial institution that holds the loan guaranteed bv

14 the authority  from requiring reasonable collateral for the loan:

15 (2) [AND THE] net cash flow from the borrower provides adequate coverage for

16 the debt service on the loan;

17 (3) [(2)] term of the loan does not exceed 20 years;

18 (4) [(3)] loan is originated with and serviced by a state chartered or federally

19 chartered financial institution;

20 (5) [(4)] portion of the loan not guaranteed by the authority is held by the

21 originating financial institution or another financial institution approved by the authority;

22 (6) [(5)] loan is made to a business with a majority interest held by state

23 residents; and

24 £7} [(6)] loan guarantee provides a benefit to the borrower.

25 * Sec. 3. AS 44.88.535(b) is amended to read:

26 (b) The authority may provide a guarantee from the fund

27 (1) of 80 percent of a loan of $50.000 or less that qualifies under

28 AS 44.88.500 - 44.88.599:

29 (2) for up to 80 percent of a loan of more than $50.000 that qualifies under

30 AS 44.88.500 - 44.88.599: the [. THE] ratio of the guarantee to the outstanding principal of the

31 loan may not increase over the term of the loan.

HB0206d -3- CSHB 206(FIN) am
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1 * Sec. 4. Section 4, ch. 162, SLA 1988, is amended to read:

2 Sec. 4. AS 44.88.500 - 44.88.599 are repealed July 1, 1993 [1991].

3 * Sec. 5. LOAN RATIOS NOT TO BE INCREASED. For a loan of $50,000 or less for which a loan

4 guarantee was made from the business assistance fund of the Alaska Industrial Development and Export

5 Authority before the effective date of this Act, the authority may not increase the ratio of the guarantee

6 to the outstanding principal of the loan in effect on the effective date of this Act over the term of the

7 loan.

8 * Sec. 6. This Act takes effect immediately under AS 01.10.070(c).

$
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A l a s k a  ^ > t a t e  I L e g t ^ l a t u r e

$ o u s c  o f  E c p u c S e n t a t t b e s

3111 C Street 
Anchorage. Alaska 99503 

(907) 561-2032

INTERIM

2
T o :

F r o m :

R e :

iA c p i e s e n t a t t b c  B a b e  C l jo q u e t t e

S e n a t o r  P a t  P o u r c h o t  

C h a i r ,  F i n a n c e

R e p r e s e n t a t i v e  D a v e  C h o q u e t t e  I / / f e z ___

P 0. Box V 
Juneau, Alaska 99811 

(907) 465-2995

SESSION

C S H B 2 0 6  ( F i n a n c e )  , a n  a c t  r e l a t i n g  t o  t h e  A u t h o r i t y  o f  

t h e  A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  a n d  E x p o r t  A u t h o r i t y  

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

g u a r a n t e e s  u n d e r  t h e  B u s i n e s s  A s s i s t a n c e  P r o g r a m ,  a n d  

p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e .

H B 2 0 6  h a s  r e c e i v e d  c a r e f u l  r e v i e w  s i n c e  i t s  i n t r o d u c t i o n .

Y o u  h a v e  r e q u e s t e d  a  l i s t  o f  c h a n g e s  t h a t  o c c u r r e d  t o  H B 2  0 6  

t h r o u g h o u t  t h e  l e g i s l a t i v e  p r o c e s s .  T h o s e  c h a n g e s  a r e  a s  f o l l o w s :

1 .  W e  h a v e  r e m o v e d  t h e  p r o v i s i o n  i n  t h e  o r i g i n a l  b i l l  t h a t  

A I D E A  p r o v i d e  a  d i f f e r e n t i a l  a m o r t i z a t i o n  r a t e  i n  a l l  c a s e s .  

I n  t u r n ,  w e  h a v e  i n s t i t u t e d  a  p r o c e s s  w h e r e  A I D E A  c a n  c h o o s e  

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

w i l l  i n d u c e  t h e  p a r t i c i p a t i o n  o f  t h e  b a n k .

2 .  W e  h a v e  a d d e d  t h e  r e q u i r e m e n t  t h a t  A I D E A  m a y  n o t  f i n a n c e  

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

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

3 .  W e  h a v e  i n c r e a s e d  t h e  s i z e  o f  a  l o a n  t h a t  m a y  b e  f i n a n c e d  

t h r o u g h  A I D E A  f r o m  $ 1 0  m i l l i o n  t o  $ 1 5  m i l l i o n .

4 .  A s  t o  t h e  b u s i n e s s  a s s i s t a n c e  p r o g r a m ,  a m e n d m e n t s  h a v e  

b e e n  i n c o r p o r a t e d  t o :

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

t w o  y e a r s .  S u n s e t  p r o v i s i o n s  w i t h i n  t h e  o r i g i n a l  

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

J u l y  1 ,  1 9 9 1 ;

b .  a l l o w  A I D E A  t o  w a i v e  a  c o l l a t e r a l  r e t i r e m e n t  f o r  

l o a n s  o f  $ 5 0 , 0 0 0  o r  l e s s  o n  a  c a s e  b y  c a s e  b a s i s ,  a n d  t o  

a l l o w  f o r  b a n k  d e t e r m i n a t i o n  o f  w h a t  a  r e a s o n a b l e *  

c o l l a t e r a l  r e q u i r e m e n t  m a y  b e .  O r i g i n a l  p r o v i s i o n s  i n  

t h e  b i l l  m a n d a t e d  t h e  c o l l a t e r a l  w a i v e r  i n  a l l  c a s e s ;  a n d



c .  r e m o v e  a  p r o v i s i o n  t o  w a i v e  a p p l i c a n t  f e e s  f o r  l o a n s  

o f  $ 2 5 , 0 0 0  o r  l e s s .

T h a n k  y o u .  I f  I  c a n  b e  o f  f u r t h e r  a s s i s t a n c e ,  p l e a s e  l e t  m e  k n o w .
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£ l l a s f c a  ^ > t a t c  l e g i s l a t u r e

$ o u s c  o f  f t e p r e s c n t a t t o c s

INTERIM

3111 C S tre e t 
A nchorage . A laska  995C3 

(907) 561-2032
\M j0 4  . k- u

□

S E SSION

P. 0 . Box V 
Ju n e a u , A laska  99811 

(907) 465-2995

f t c p u c s c n t a t t o c  £ 3 a b c  (C ljo q u c ttc

M a y  1 6 , 1 9 9 1

T o : S e n a t o r  P a t  P o u r c h o t

C h a i r ,  S e n a t e  F i n a n c e  C o m m i t t e e ^

F r o m : R e p r e s e n t a t i v e  D a v e  C h o q u e t t e A ^ ^

R e : C S H B 2 0 6  ( F i n a n c e ) , A n  A c t  r e l a t i n g  c o  t h e  A u t h o r i t y  o f  

t h e  A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  a n d  E x p o r t  A u t h o r i t y  

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

g u a r a n t e e s  u n d e r  t h e  B u s i n e s s  A s s i s t a n c e  P r o g r a m ,  a n d  

p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e .

T h a n k  y o u  f o r  h e a r i n g  C S H B 2 0 6  ( F i n a n c e ) .

H B 2 0 6  w a s  i n t r o d u c e d  f o r  t w o  r e a s o n s .  F i r s t ,  t o  i n c r e a s e  b a n k  

p a r t i c i p a t i o n  i n  A I D E A  p r o g r a m s ,  a n d ,  s e c o n d ,  t o  f o s t e r  a  s m a l l  

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

t h i s  s e c t o r  o f  t h e  e c o n o m y .

C S H B  2 0 6  h a s  f o u r  c o m p o n e n t s .

a .  I t  p r o v i d e s  a u t h o r i t y  f o r  A I D E A  t o  a l l o w  a  d i f f e r e n t i a l  

a m o r t i z a t i o n  s c h e d u l e  i n  o r d e r  t o  i n d u c e  b a n k  p a r t i c i p a t i o n  

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

b .  I t  i n c r e a s e s  t h e  s i z e  o f  l o a n s  t h a t  m a y  b e  m a d e  u n d e r  t h e  

c o m m e r c i a l  l o a n  p r o g r a m  f r o m  $ 1 0  m i l l i o n  t o  $ 1 5  m i l l i o n .

c .  I t  p r o v i d e s  t h a t  A I D E A  m a y  i n c r e a s e  t h e  l o a n  g u a r a n t e e  

f r o m  6 0 %  t o  8 0 %  f o r  l o a n s  o f  $ 5 0 , 0 0 0  o r  l e s s .

d .  I t  p r o v i d e s  t h a t  A I D E A  m a y  w a i v e  o n  a  c a s e  b y  c a s e  b a s i s  

t h e  c o l l a t e r a l  r e q u i r e m e n t  f o r  l o a n  g u a r a n t e e s  o f  $ 5 0 , 0 0 0  o r  

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

T h a n k  y o u  f o r  y o u r  a t t e n t i o n  t o  t h i s  m a t t e r .  C S H B ^ 6  ( F i n a n c e )  

w i l l  g o  a  l o n g  w a y  t o  t o  f u r t h e r  A I D E A ' s  r e s o l v e  t o  a d v a n c e  t h e *  

e c o n o m i c  p r o s p e r i t y  o f  t h i s  s t a t e .

★ ★



A I D E A  B A C K G R O U N D

T h e  A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  a n d  E x p o r t  A u t h o r i t y  

( A I D E A )  i s  a  p u b l i c  c o r p o r a t i o n  o f  t h e  S t a t e  o f  A l a s k a ,  a n d  a  

p o l i t i c a l  s u b d i v i s i o n  w i t h i n  t h e  D e p a r t m e n t  o f  C o m m e r c e  a n d  

E c o n o m i c  D e v e l o p m e n t  ( D C E D ) . I t  m a i n t a i n s  a  s e p a r a t e  a n d  

i n d e p e n d e n t  l e g a l  e x i s t e n c e  f r o m  D C E D .  A I D E A ' s  o b j e c t i v e  i s  t o  

p r o m o t e ,  d e v e l o p ,  a n d  a d v a n c e  t h e  g e n e r a l  p r o s p e r i t y  o f  A l a s k a n s .  

I t  s e r v e s  t h i s  e n d  b y  f i n a n c i n g  i n d u s t r i a l ,  m a n u f a c t u r i n g ,  a n d  

o t h e r  b u s i n e s s  e n t e r p r i s e s  l o c a t e d  w i t h i n  t h e  s t a t e ,  a n d  b y  

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

d e v e l o p m e n t  o p p o r t u n i t i e s .

A I D E A  a c t i v i t i e s  a r e  f u n d e d  t h r o u g h  t h e  r e v o l v i n g  f u n d  e s t a b l i s h e d  

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

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

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

a u t h o r i t y .

T h e  a c t i v i t i e s  o f  t h e  A I D E A  r e v o l v i n g  f u n d  a r e  a c c o u n t e d  f o r  i n  t h e  

E n t e r p r i s e  D e v e l o p m e n t  A c c o u n t  a n d  t h e  E c o n o m i c  D e v e l o p m e n t  

A c c o u n t .  B o t h  a c c o u n t s  w e r e  e s t a b l i s h e d  b y  t h e  L e g i s l a t u r e  f o r  

s e p a r a t e  a n d  d i s t i n c t  p u r p o s e s .  T h e  E n t e r p r i s e  D e v e l o p m e n t  A c c o u n t  

i s  a  t r u s t  f u n d  e s t a b l i s h e d  t o  f i n a n c e  i n d u s t r i a l ,  m a n u f a c t u r i n g ,  

a n d  b u s i n e s s  e n t e r p r i s e s  n o t  o w n e d  o r  o p e r a t e d  b y  A I D E A .  T h e  

E c o n o m i c  D e v e l o p m e n t  A c c o u n t  i s  u s e d  o n l y  t o  f i n a n c e ,  a c q u i r e ,  

m a n a g e ,  a n d  o p e r a t e  d e v e l o p m e n t  p r o j e c t s  t h a t  A I D E A  i n t e n d s  t o  o w n  

o r  o p e r a t e .

A .  T h e  c o m m e r c i a l  l o a n  p r o g r a m

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

1  A c c o r d i n g  t o  A I D E A ' s  1 9 9 0  A n n u a l  R e p o r t ,  s i n c e  J u l y  1 ,  1 9 8 0 ,  

t h i s  a c c o u n t  c o n s i s t s  o f :

a .  $ 3 2 , 2 1 2 , 3 0 0  i n  a p p r o p r i a t i o n s

b .  a l l  r i g h t s ,  t i t l e ,  a n d  i n t e r e s t  i n  l o a n s ,  w i t h  p r i n c i p a l  

b a l a n c e s  t o t a l l i n g  a p p r o x i m a t e l y  $ 1 6 6 , 0 0 0 , 0 0 0  a t  t h e  d a t e  o f  

t r a n s f e r ,  p r e v i o u s l y  h e l d  b y  t h e  D e p a r t m e n t  o f  R e v e n u e  a n d  t h e  

D e p a r t m e n t  o f  C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t .

c .  a s s e t s  a n d  l i a b i l i t i e s  o f  t h e  A l a s k a  S t a t e  D e v e l o p m e n t  

C o r p o r a t i o n ,  t h e  S m a l l  B u s i n e s s  D e v e l o p m e n t  C o r p o r a t i o n ,  a n d  t h e  

A l a s k a  T o l l  B r i d g e  A u t h o r i t y ,  w i t h  a  f u n d  b a l a n c e  o f  $ 2 , 5 5 4 , 0 5 5 .



D e v e l o p m e n t  A c c o u n t .  A t  p r e s e n t ,  m o n e y  w i t h i n  t h e  a c c o u n t  m a y  b e  

u s e d  t o  p u r c h a s e  l o a n s  o r  t o  s e c u r e  b o n d s  i s s u e d  t o  f i n a n c e  t h e  

p u r c h a s e  o f  l o a n s  f o r  c o m m e r c i a l  p r o j e c t s .  A t  p r e s e n t ,  a  l o a n  m a y  

b e  s e c u r e d  b y  b o n d  o r  p u r c h a s e d  s o  l o n g  a s  i t :

1 .  d o e s  n o t  e x c e e d ,  $ 1 0 , 0 0 0 , 0 0 0 :

2 .  d o e s  n o t  e x c e e d  t h e  c o s t  o f  t h e  p r o j e c t  o r  7 5 %  o f

t h e  a p p r a i s e d  v a l u e  o f  t h e  p r o j e c t ,  w h i c h e v e r  i s  l e s s ,

u n l e s s  t h e  a m o u n t  i n  e x c e s s  o f  t h i s  l i m i t  i s  f e d e r a l l y  

i n s u r e d  o r  g u a r a n t e e d  o r  i n s u r e d  b y  a  q u a l i f i e d  m o r t g a g e  

i n s u r a n c e  c o m p a n y ;

3 .  i s  n o t  f o r  a  t e r m  l o n g e r  t h a n  3 / 4  o f  t h e  a u t h o r i t y ' s  

e s t i m a t e  o f  t h e  l i f e  o f  t h e  p r o j e c t ,  o r  f o r  2 5  y e a r s  f r o m  

t h e  d a t e  o f  t h e  l o a n ,  w h i c h e v e r  i s  e a r l i e r ;

4 .  c o n t a i n s  c o m p l e t e  a m o r t i z a t i o n  p r o v i s i o n s ,  t h e s e

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

i n s t a l l m e n t  p a y m e n t s ;  a n d

5 .  c o n t a i n s  p r o v i s i o n s  w i t h  r e s p e c t  t o  i n s u r a n c e ,

r e p a i r s ,  a l t e r a t i o n s ,  p a y m e n t  o f  t a x e s  a n d  a s s e s s m e n t s ,  

e t c .

A d d i t i o n a l l y :

r e p a y m e n t  i s  t o  b e  s e c u r e d  b y  m o r t g a g e ,  o r  a n o t h e r  

s e c u r i t y  i n s t r u m e n t ;

a t  l e a s t  2  0 %  o f  t h e  p r i n c i p a l  a m o u n t  o f  t h e  l o a n  i s  

r e q u i r e d  t o  b e  r e t a i n e d  b y  t h e  o r i g i n a t o r  o f  t h e  l o a n ,  

o r  1 0 0 %  o f  t h e  p r i n c i p a l  i s  t o  b e  g u a r a n t e e d  b y  t h e  

U n i t e d  S t a t e s ;

a n d  t h e  l o a n  s h o u l d  b e  f i n a n c e d  o r  e x p e c t e d  t o  b e  

f i n a n c e d  f r o m  t h e  p r o c e e d s  o f  b o n d s .

P r o p o s e d  A m e n d m e n t s  t o  t h e  C o m m e r c i a l  L o a n  P r o g r a m

T h e  c o m m e r c i a l  l o a n  g u a r a n t e e  p r o g r a m  h a s  n o t  b e e n  a  r e s o u n d i n g  

s u c c e s s .  B a n k s  a r e  r e t i c e n t  t o  p a r t i c i p a t e  i n  i t .  A c c o r d i n g  t o  

t h e  A l a s k a  B a n k e r ' s  A s s o c i a t i o n ,  t h e  l o a n  p r o g r a m  c o u l d  b e t t e r  

f u l f i l l  i t s  p u r p o s e  o f  p r o v i d i n g  c a p i t a l  t o  s m a l l  a n d  m e d i u m  s i z e d  

b u s i n e s s e s  b y  a l l o w i n g  b a n k s  p a r t i c i p a t i n g  i n  t h e  A I D E A  p r o g r a m  t o  

b e  p a i d  b a c k  o n  a  f a s t e r  a m o r t i z a t i o n  s c h e d u l e  t h a n  A I D E A .

A s  i t  p r e s e n t l y  s t a n d s ,  t h e  r e q u i r e m e n t  t h a t  a  b a n k  r e t a i n  a t  l e a s t  

2  0 %  o f  t h e  p r i n c i p a l  a m o u n t  o f  t h e  l o a n  f o r  a s  m u c h  a s  2 5  y e a r s  

w o r k s  a g a i n s t  t h e  c a p i t a l  s t r u c t u r e  u n d e r  w h i c h  b a n k s  o p e r a t e .  

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



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

i s  s h o r t  t e r m .  T o  t i e  u p  a  d i s p r o p o r t i o n a t e  s h a r e  o f  a s s e t s  i n  

l o n g  t e r m  l o a n s  w o u l d  b e  d e t r i m e n t a l  t o  t h e  b a n k s ,  a n d  w o u l d  

s u b j e c t  t h e m  t o  a  h i g h  d e g r e e  o f  s c r u t i n y  b y  b a n k  e x a m i n e r s .  

A I D E A ,  o n  t h e  o t h e r  h a n d ,  i s  a n  i n s t r u m e n t  c a p a b l e  o f  m a i n t a i n i n g  

l o n g  t e r m  l o a n s .

T h e  a m e n d m e n t s  p r o f f e r e d  i n  S e c t i o n  1  o f  t h e  b i l l  a d d r e s s  t h i s  

n e e d e d  c h a n g e .  F i r s t ,  t h e y  a l l o w  t h e  b a n k s  t o  a m o r t i z e  t h e i r  

p o r t i o n  o f  t h e  l o a n  o v e r  a  t i m e  p e r i o d  l e s s  t h a n  t h e  a m o r t i z a t i o n  

p e r i o d  f o r  t h e  p o r t i o n  o f  t h e  l o a n  h e l d  b y  t h e  a u t h o r i t y ;  o r  f o r  

t e n  y e a r s ,  w h i c h e v e r  i s  l e s s .  S e c o n d ,  t h e y  r e m o v e  t h e  r e g u i r e m e n t  

t h a t  a t  l e a s t  2 0 %  o f  t h e  p r i n c i p a l  a m o u n t  o f  t h e  l o a n  b e  r e t a i n e d  

b y  t h e  b a n k  f o r  a s  l o n g  a s  t h e  l o a n  i s  o u t s t a n d i n g .

S e c t i o n  O n e  a l s o  i n c r e a s e s  t h e  s i z e  o f  l o a n s  t h a t  A I D E A  m a y  

p u r c h a s e  o r  f i n a n c e  f r o m  $ 1 0  m i l l i o n  t o  $ 1 5  m i l l i o n .  T h i s  i n c r e a s e  

w i l l  a l l o w  A I D E A  t o  p r o v i d e  a d d i t i o n a l  s u p p o r t  t o  c o m m e r c i a l l y  

s o u n d  p r o j e c t s .  F u n d s  w i t h i n  t h e  E n t e r p r i s e  D e v e l o p m e n t  A c c o u n t  

a r e  q u i t e  s u f f i c i e n t  t o  h a n d l e  t h i s  i n c r e a s e .
i

L a s t l y ,  a s  a  s e c u r i t y  t o  p r o t e c t  t h e  f i n a n c i a l  w e l l - b e i n g  o f  t h e  

E n t e r p r i s e  D e v e l o p m e n t  A c c o u n t ,  S e c t i o n  O n e  r e q u i r e s  t h a t  A I D E A  m a y  

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

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

o f  t h e  s t a t e .

B .  B u s i n e s s  A s s i s t a n c e  P r o g r a m

A I D E A  a l s o  o p e r a t e s  a  b u s i n e s s  a s s i s t a n c e  f u n d ,  c o m m o n l y  k n o w n  a s  

a  l o a n  g u a r a n t e e  p r o g r a m .  T h e  p u r p o s e  o f  t h e  l o a n  g u a r a n t e e  

p r o g r a m  i s  t o  f u r n i s h  u p  t o  a n  8 0 %  g u a r a n t e e  o f  t h e  p r i n c i p a l  

b a l a n c e  t o  t h e  f i n a n c i a l  i n s t i t u t i o n  m a k i n g  t h e  l o a n .  T h i s  a d d e d  

d e g r e e  o f  s u p p o r t  i s  i n t e n d e d  t o  m a k e  p r o j e c t  f i n a n c i n g ,  

r e f i n a n c i n g ,  a n d  w o r k i n g  c a p i t a l  l o a n s ,  a v a i l a b l e  t o  b o r r o w e r s  t h a t  

m i g h t  n o t  o t h e r w i s e  b e  f i n a n c e d .

T h e  f u n d  i s  e s t a b l i s h e d  i n  t h e  a u t h o r i t y  f r o m  m o n e y  w i t h i n  t h e  

a u t h o r i t y ' s  r e s e r v e s .  B y  s t a t u t e  a s  m u c h  a s  $ 5 0 , 0 0 0 , 0 0 0  m a y  b e  

r e s e r v e d  f o r  t h e  p r o g r a m ,  w i t h  a t  l e a s t  $ 2 5 , 0 0 0 , 0 0 0  o f  t h i s  a m o u n t  

r e s e r v e d  f o r  l o a n s  o f  $ 5 0 0 , 0 0 0  o r  l e s s .  A t  p r e s e n t ,  t h e  a u t h o r i t y  

o n l y  h a s  $ 3 . 6  m i l l i o n  w i t h i n  t h e  f u n d ,  a n d  h a s  o n l y  l e n t  o u t  

$ 5 0 0 , 0 0 0 .  T h e  p r o g r a m  i s  n o t  f i l l i n g  t h e  f i n a n c i n g  v o i d  i t  w a s  

c r e a t e d  t o  a l l e v i a t e .

A m e n d m e n t s  t o  t h e  B u s i n e s s  A s s i s t a n c e  P r o g r a m

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

i n c e n t i v e s  c a n  b e  c r e a t e d  t o  m a k e  p r i v a t e  b a n k s  m o r e  w i l l i n g  

p a r t i c i p a n t s  i n  t h e  p r o g r a m .  J u s t  a s  i m p o r t a n t l y ,  i t  c a n  b e  a n  

e f f e c t i v e  v e h i c l e  f o r  f i n a n c i n g  t h e  p r o g r a m s  a n d  n e e d s  o f  A l a s k a ' s  

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

t h e s e  e n d s .  A d d i t i o n a l l y ,  t h e y  r e s p o n d  t o  t h e  r e c o m m e n d a t i o n s  o f  

t h e  1 9 8 9  G o v e r n o r ' s  C o n f e r e n c e  o n  S m a l l  B u s i n e s s  o n  t h i s  m a t t e r .



S e c t i o n s  2 t h r o u g h  5 o f  t h e  b i l l  l a y  o u t  t h e  a m e n d m e n t s .

S e c t i o n  2  a d d r e s s e s  t h e  c o n d i t i o n s  b y  w h i c h  t h e  a u t h o r i t y  m a y  

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

p r e s e n t ,  t h e  a u t h o r i t y  m a y  g u a r a n t e e  a  l o a n  m a d e  t o  a  b u s i n e s s  w i t h  

a  m a j o r i t y  i n t e r e s t  h e l d  b y  s t a t e  r e s i d e n t s  s o  l o n g  a s  t h a t  l o a n  

i s :  c o m m e r c i a l l y  r e a s o n a b l e ;  c o n t a i n s  s a t i s f a c t o r y  a m o r t i z a t i o n

p r o v i s i o n s ;  i s  s e c u r e d  b y  a d e q u a t e  c o l l a t e r a l ;  s o  l o n g  a s  t h e  n e t  

c a s h  f l o w  o f  t h e  b o r r o w e r  p r o v i d e s  a d e q u a t e  c o v e r a g e  f o r  d e b t  

s e r v i c e ;  a n d  s o  l o n g  a s  t h e  b o r r o w e r ' s  c r e d i t  c h e c k  i s

s a t i s f a c t o r y .

S e c t i o n  2  a m e n d s  t h e  f r a m e w o r k  b y  p r o v i d i n g  t h a t  t h e  a u t h o r i t y  m a y  

g u a r a n t e e  a  c o m m e r c i a l l y  r e a s o n a b l e  l o a n  o f  $ 5 0 , 0 0 0  o r  l e s s  t h a t  

a m o r t i z e s  i n  f i v e  y e a r s  w i t h o u t  r e q u i r i n g  s e c u r i t y .  C u r r e n t l y ,

A I D E A  r e g u l a t i o n s  p l a c e  a  d i f f i c u l t  b u r d e n  o n  A l a s k a n  b u s i n e s s e s

a t t e m p t i n g  t o  g e t  s m a l l  l o a n s .  N a m e l y ,  t h e y  p r o v i d e  t h a t  a  b a n k  

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

c o l l a t e r a l  f o r  u p  t o  7 5 %  o f  t h e  r e q u e s t e d  a m o u n t .  D e s p i t e  t h e  f a c t  

t h a t  t h e  b o r r o w e r ' s  l o a n  r e q u e s t  m a y  b e  c o m m e r c i a l l y  s o u n d ,  t h a t  

h e  o r  s h e  m a y  h a v e  a d e q u a t e  c a s h  f l o w  t o  s e r v i c e  t h e  d e b t ,  a n d  t h a t  

t h e i r  c r e d i t  h i s t o r y  i s  s a t i s f a c t o r y ,  m a n y  A l a s k a n  s m a l l  b u s i n e s s  

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

R e s u l t i n g l y ,  m a n y  c a n n o t  g e t  a n  A I D E A  g u a r a n t e e d  l o a n  f r o m  t h e  

b a n k .

T h i s  a m e n d m e n t  w i l l  a l l o w  t h e  b a n k  t o  m o r e  a c c u r a t e l y  w e i g h  t h e  

s e c u r i t y  r e q u i r e m e n t  f o r  w o r t h y  l o a n s  o f  $ 5 0 , 0 0 0  o r  l e s s ,  a n d  t o  

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

S e c t i o n  3  a m e n d s  e x i s t e n t  s t a t u t e  a n d  p r o v i d e s  t h a t  t h e  a u t h o r i t y  

m a y  g u a r a n t e e  8 0 %  o f  a  l o a n  o f  $ 5 0 , 0 0 0  o r  l e s s .  B y  r e g u l a t i o n ,  t h e  

a u t h o r i t y  g u a r a n t e e s  o n l y  6 0 %  o f  l o a n s  o f  t h i s  t o t a l - .

O f t e n  b a n k s  f i n d ^  t h a t  a  s m a l l  l o a n  i s  n o t  w o r t h  t h e  t i m e  a n d

e x p e n s e  o f  a d m i n i s t e r i n g  i t .  A s  a  m a t t e r  o f  p r a c t i c e ,  m a n y  s m a l l  

l o a n s  m a d e  t o  b u s i n e s s e s  f o r  i n v e n t o r y ,  a c c o u n t s  r e c e i v a b l e ,  o r  

w o r k i n g  c a p i t a l  d o  n o t  e x c e e d  o n e  y e a r  i n  d u r a t i o n .  A  b a n k  

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

q u a l i f y i n g  l o a n s  d u e  t o  t i m e  c o n s i d e r a t i o n s  a n d  a d m i n i s t r a t i v e  

c o s t s .

I n c r e a s i n g  t h e  g u a r a n t e e  t c  8 0 %  i s  i n t e n d e d  t o  o f f s e t  t h i s

d i f f i c u l t y  a n d  t o  o f f e r  o p p o r t u n i t i e s  f o r  c r e d i t  t o  n e w  b u s i n e s s e s  

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

d i f f i c u l t  t i m e  o b t a i n i n g  c r e d i t .  A  2 0 %  r i s k  f a c t o r  f o r  m o s t  

b a n k e r s  w o u l d  b e  s u f f i c i e n t  f o r  a  b a n k  t o  m a i n t a i n  q u a l i t y  

s t a n d a r d s .  T h e  c o l l e c t i o n  o f  e x c e s s  b a d  d e b t s  b y  a  b a n k  i s  a  d r a i n  

o n  p r o f i t a b i l i t y  w h i c h  t h e y  a r e  n o t  w i l l i n g  t o  u n d e r t a k e .

S e c t i o n  4  p r o v i d e s  t h a t  t h e  a u t h o r i t y  m a y  n o t  i n c r e a s e  i t s

g u a r a n t e e  o f  l o a n  o f  $ 5 0 , 0 0 0  o r  l e s s  f o r  l o a n s  m a d e  b e f o r e  t h e



L a s t l y ,  s e c t i o n  5  p r o v i d e s  a n  i m m e d i a t e  e f f e c t i v e  d a t e .

e f f e c t i v e  d a t e  o f  t h e s e  a m e n d m e n t s .

C .  C o n c l u s i o n

H o u s e  B i l l  2 0 6  i s  a n  a t t e m p t  t o  f u r t h e r  A I D E A ' s  r e s o l v e  t o  a d v a n c e  

t h e  e c o n o m i c  p r o s p e r i t y  o f  t h e  S t a t e .  T h i s  i s  c o m p l e t e d  b y  

i n c r e a s i n g  b a n k  p a r t i c i p a t i o n  w i t h i n  t h e  A I D E A  f r a m e w o r k  a n d  b y  

r e s p o n d i n g  t o  t h e  c a l l  o f  A l a s k a n  s m a l l  b u s i n e s s e s  u n a b l e  t o  s e c u r e  

l o a n s  o f  $ 5 0 , 0 0 0  o r  l e s s .  W e  l o o k  f o r w a r d  t o  w o r k i n g  w i t h  t h e

c o m m i t t e e  t o  a c h i e v e  t h e s e  e n d s .

T h a n k  y o u .
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* h e  H o n o ra b le  D av e  C h o u q u e t te  
H o u s e  of R e p r e s e n t a t i v e s  
S t a t e  O f A la sk a  
P O  Box V
J u n e a u ,  A la sk a  99811

D e a r  R e p r e s e n t a t i v e  C h o u q u e t te :

I a m  m o s t  g ra te fu l  for y o u r  l e a d e r s h ip  in s p o n s o r in g  H o u s e  Bill 2 0 6  
a s  n o w  a m e n d e d  to  a c c o m m o d a te  o u r  c o n c e r n s  for re n d e r in g  AIDEA 
m o re  r e s p o n s e  to A la s k a 's  n e e d s  for e c o n o m ic  d e v e lo p m e n t .

R a is in g  t h e  c a p  to  $ 1 5 ,0 0 0 ,0 0 0  will p e r m i t  tw o im p o r ta n t  in it ia t ives  in th e  
p ip e l in e  e s s e n t i a l  to  o u r  d e v e lo p m e n t  in th e  e n e r g y  field. P e rm itt in g  
la t i tu d e  in c o l la b o ra t io n  with le n d in g  b a n k s  re : le n d in g  t im e  f r a m e s ,  a n d  
th e i r  im p o r ta n t  ro le  in p r iv a te  in t ia t iv e s  will s t r e n g t h e n  o u r  s u p p o r t  
l e v e i a g e  fo r  l a rg e r  p r iv a te  s e c t o r  in v o lv e m e n t  in d e v e l o p m e n t  lo a n s .

I t r u s t  th is  le g is la t io n  will m o v e  fo rw a rd  s m o o th ly .  I fully e x p e c t  AIDEA to 
p lay  a n  in c re a s in g ly  im p o r ta n t  ro le  in t h e  d e v e l o p m e n t  of A la s k a 's  
d iv e rs if ie d  e c o n o m y .  T h is  effo rt leg is la t iv e ly  s h o u ld  h e lp .  T h a n k s .

C o r d i a l l y ,

^  ,
—^ Cc? y \S

G fenn  A. O ld s  
C o m m i s s i o n e r
D e p a r t m e n t  of E c o n o m ic  D e v e lo p m e n t
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A l a s k a  S t a t e  L e g i s l a t u r e  

H o u s e  F i n a n c e  C o m m i t t e e

R e :  A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  a n d  E x p o r t  A u t h o r i t y

D e a r  H o n o r a b l e  C o - C h a i r m a n :

T h e  A l a s k a  B a n k e r ' s  A s s o c i a t i o n  r e c o m m e n d e d  a  p r o p o s a l  w h i c h  w e  

f e l t  w o u l d  m a k e  A I D E A  a  m o r e  v i a b l e  e n t e r p r i s e  f o r  p r o v i d i n g  

c a p i t a l  t o  s m a l l  a n d  m e d i u m  s i z e d  b u s i n e s s e s  i n  t h e  s t a t e  o f  

A l a s k a .  O u r  p r o p o s a l  w a s  b a s e d  o n  a  r e s o l u t i o n  f r o m  t h e  A l a s k a  

B a n k e r ' s  A s s o c i a t i o n  w h i c h  w o u l d  s u p p o r t  l e g i s l a t i o n  a n d  a n  

a m m e n d m e n t  t o  A I D E A ' s  r e g u l a t i o n s  w h i c h  w o u l d  a l l o w  t h e i r  

r e q u i r e d  p a r t i c i p a t i o n  i n  a n  A I D E A  l o a n  t o  b e  p a i d  b a c k  o n  a  

f a s t e r  a m o r t i z a t i o n  s c h e d u l e  t h a n  f u n d s  a d v a n c e d  b y  A I D E A .

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

I n s t i t u t e  o f  S o c i a l  a n d  E c o n o m i c  R e s e a r c h  o f  t h e  U n i v e r s i t y  o f  

A l a s k a  A n c h o r a g e  w h i c h  i n d i c a t e d  t h a t  c o m m e r c i a l  b a n k s  a n d  

A I D E A  h a v e  d i f f e r e n t  c a p i t a l  s t r u c t u r e s  w h i c h  c a u s e  s o m e  

c o n f l i c t .  T h e y  s t a t e d  t h a t  " s i n c e  b a n k s  a b h o r  l o n g - t e r m  

f i n a n c i n g ,  t h e  j o i n t  f i n a n c i n g  c o u l d  b e  a r r a n g e d  s o  t h a t  b a n k s  

c o u l d  b e  p a i d  b a c k  m o r e  q u i c k l y  a n d  s i n c e  A I D E A ' s  m a i n  i n t e r e s t  

i s  l o n g - t e r m  e c o n o m i c  d e v e l o p m e n t ,  i t  c o u l d  b e  p a i d  b a c k  o v e r  a  

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

t h e  s t a r t  a n d  h i g h e r  o n e s  a s  t h e  c a s h  f l o w  w a s  a d e q u a t e . "

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

l o n g - t e r m  c a p i t a l  w h i c h  i s  o t h e r w i s e  n o t  a v a i l a b l e  i n  t h e  s t a t e  

o f  A l a s k a  t o d a y  t o  b u s i n e s s  e n t e r p r i s e s  t h r o u g h o u t  t h e  s t a t e  

a n d  s e c o n d a r i l y  e n h a n c e  a n d  s t r e n g t h e n  t h e  b a n k i n g  c o m m u n i t y ,  

w h i c h  w a s  s e r i o u s l y  s h a k e n  b y  t h e  e c o n o m i c  d e p r e s s i o n  i n  A l a s k a  

t o  t h e  l a t e  1 9 8 0 s ,  w h i c h  u l t i m a t e l y  r e s u l t e d  i n  t h e  f a i l u r e  o f  

o v e r  h a l f  o f  t h e  b a n k i n g  i n s t i t u t i o n s .

S i n c e  t h e  1 9 5 0 s ,  N B A  a c t e d  a s  a  c a t a l y s t  f o r  a t t r a c t i n g  c a p i t a l  

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

I n d u s t r i a l  R e v e n u e  B o n d  f i n a n c i n g  i n  t h e  1 9 8 0 s ,  N B A  d i d  n o t

Alaska 's Must Cnnrcn icn t Batik
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P a g e  T w o

g e n e r a t e  f o r  o u r  o w n  p o r t f o l i o  l o n g - t e r m  r e a l  e s t a t e  o r  

d e v e l o p m e n t  l o a n s  t o  a n y  e x t e n t  a s  w e  f e l t  t h e s e  l o a n s  d i d  n o t  

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

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

W e  w e r e  a b l e  t o  a t t r a c t  l a b o r  u n i o n  p e n s i o n  f u n d s ,  s t a t e  

p e n s i o n  f u n d s ,  i n s u r a n c e  c o m p a n i e s ,  a n d  t h r i f t  i n s t i t u t i o n s  

i n t o  i n v e s t i n g  i n  v a r i o u s  p r o j e c t s .  W e  a l s o  p a r t i c i p a t e d  

w i t h  s u c h  p r o g r a m s  a s  t h e  F a r m e r ' s  H o m e  A d m i n i s t r a t i o n  B u s i n e s s  

a n d  I n d u s t r i a l  L o a n  P r o g r a m ,  t h e  S B A  G u a r a n t e e d  L o a n  P r o g r a m ,  

t h e  B u r e a u  o f  I n d i a n  A f f a i r s ,  a n d  v a r i o u s  g o v e r n m e n t  p r o g r a m s .  

I n  r e c e n t  y e a r s ,  a l l  o f  t h e s e  p r o g r a m s  e x c e p t  t h e  F e d e r a l  S B A  

a n d  t h e  B I A  h a v e  d r i e d  u p .  I n  d i s c u s s i o n s  w i t h  o t h e r  

c o m m e r c i a l  b a n k s ,  I  c a n  f i n d  n o  r e c e n t  i n s t a n c e  w h e r e  a  m a j o r  

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

c a p i t a l  i n  t h e  s t a t e .  R o b e r t  G r a y ,  P r e s i d e n t  o f  N B A ,  i n  a  

r e c e n t  t a l k  i n d i c a t e d  t h a t  h e  f e l t ,  d u e  t o  t h e  c r e d i t  c r u n c h  i n  

t h e  U n i t e d  S t a t e s , -  t h a t  A l a s k a  w o u l d  b e  t h e  l a s t  s t a t e  i n  t h e  

u n i o n  t o  b e g i n  t o  a t t r a c t  l o n g - t e r m  c a p i t a l  w h e n  t h e  c r e d i t  

c r u n c h  r e l a x e s ,  p r i m a r i l y  d u e  t o  t h e  m o r e  a t t r a c t i v e  i n v e s t m e n t  

o p p o r t u n i t i e s  i n  o t h e r  p a r t s  o f  t h e  U . S .  a n d  p r o b l e m s  l e n d e r s  

s u s t a i n e d  d u r i n g  t h e  8 0 s .

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

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

s o u r c e  o f  l o n g - t e r m  c a p i t a l  a v a i l a b l e  f o r  t h e  d e v e l o p m e n t .  T h e  

s t a t e  d o e s  h a v e  t h e  A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  a n d  E x p o r t  

A u t h o r i t y  w i t h  a  s u b s t a n t i a l  c a p a c i t y  d u e  t o  i t s  c r e d i t  r a t i n g  

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

s i z e d  b u s i n e s s  e x p a n s i o n .  O u r  l o a n  p o l i c y  o f  t e r m s  t o  t e n  

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

r e l i e d  o n  2 0  t o  2 5 - y e a r  a m o r t i z a t i o n .  T h e  r e c o m m e n d e d  p r o g r a m  

s h o u l d  p r o v i d e  s o m e w h a t  h i g h e r  p a y m e n t s  t h a n  a  n o r m a l  2 0 - y e a r  

a m o r t i z a t i o n  b u t  n o t  s u b s t a n t i a l l y  h i g h e r  a s  c a n  b e  

d e m o n s t r a t e d  b y  t h e  e x a m p l e s .  W e  a r e  a w a r e  o f  p r o j e c t s  a n d  

c o m m e r c i a l  d e v e l o p m e n t  w a i t i n g  f o r  s u i t a b l e  f i n a n c i n g  i n  K e n a i ,  

K o d i a k ,  A n c h o r a g e ,  a n d  F a i r b a n k s .
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P a g e  T h r e e

W h a t  s o r t  o f  e f f e c t  o n  s m a l l  a n d  m e d i u m  s i z e  b u s i n e s s e s  w i l l  

t h e  a v a i l a b i l i t y  o f  l o n g - t e r m  c a p i t a l  h a v e ?  I  h a v e  o v e r  1 5  

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

s t a t e  o f  A l a s k a  p l u s  a n  a d d i t i o n a l  s e v e n  y e a r s  o f  b a n k i n g  

e x p e r i e n c e  i n  t h e  s t a t e .  C e r t a i n l y ,  i n  t h e  e a r l i e r  y e a r s  o f  m y  

d e v e l o p m e n t  e x p e r i e n c e  w e  d i d  n o t  h a v e  l o n g - t e r m  c a p i t a l  t o  

p r o v i d e .  W e  u s e d  a  c o m b i n a t i o n  o f  p r o g r a m s  i n  a t t r a c t i n g  

c a p i t a l .  S u c h  p r o j e c t s  a s  a  f i s h e r i e s  p l a n t  i n  H o m e r  c r e a t e d  

s u b s t a n t i a l  e m p l o y m e n t  t h a t  w a s  n o t  p r e v i o u s l y  a v a i l a b l e  i n  t h e  

c o m m u n i t y .

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

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

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

c r e a t e d  a  f a c i l i t y  t h a t  i n  i t s e l f  e m p l o y s  i n  e x c e s s  o f  2 0 0  

p e o p l e  i n  s e a s o n .  S u c h  a  p l a n t  a l s o  c r e a t e s  a  s u b s t a n t i a l  

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

m e r c h a n t s ,  a n d  t h e . s u p p l y  a n d  t r a n s p o r t a t i o n  i n d u s t r y .

T h e  r e a s o n  f o r  t h i s  r e c o m m e n d a t i o n  f o r  a  c h a n g e  i n  t h e  l a w  w a s  

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

c o m m e r c i a l  b a n k s  w h i c h  a r e  p r e d o m i n a t e  i n  A l a s k a  a n d  A I D E A  

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

w h i c h  i s  l a c k i n g  i n  t h e  s t a t e  o f  A l a s k a .  O u r  i n t e r n a l  p o l i c i e s  

c o n s i d e r  a  l o n g - t e r m  f i n a n c i n g  a s  a m o r t i z i n g  o v e r  1 0  y e a r s .  W e  

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

p r e p a r e d  b y  t h e  A l a s k a  B a n k e r s  A s s o c i a t i o n  t o  t h e  e f f e c t  t o  

a m e n d  A I D E A ' s  l a w s  a n d  r e g u l a t i o n s  w h i c h  w o u l d  a l l o w  t h e  b a n k s  

r e q u i r e d  p a r t i c i p a t i o n ' s  i n  A I D E A ' s  v a r i o u s  l o a n  p r o g r a m s  t o  b e  

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

A I D E A .  T h e  r i s k  t o  A I D E A  s h o u l d  d e c r e a s e  a s  a c t u a l  e q u i t y  

b u i l d  u p  i n  l o a n s  w o u l d  i n c r e a s e .

D u r i n g  t h e  1 9 9 0  l e g i s l a t u r e ,  A I D E A  o b t a i n e d  c h a n g e s  t o  t h e  l a w  

w h i c h  c h a n g e d  t h e  b a n k  p a r t i c i p a t i o n  r e q u i r e m e n t s  u n d e r  S e c t i o n  

4 4 . 8 8 . 1 5 5 ( 7 ) ( A )  t o  " a t  l e a s t  2 0 %  o f  t h e  p r i n c i p a l  a m o u n t  o f  t h e  

l o a n  i s  r e t a i n e d  b y  t h e  o r i g i n a t o r  o f  t h e  l o a n  a s  l o n g  a s  t h e  

l o a n  i s  o u t s t a n d i n g . T h i s  c h a n g e  i n c r e a s e d  t h e  b a n k  

p a r t i c i p a t i o n  f r o m  1 0 %  t o  2 0 %  a n d  r e q u i r e d  t h e  b a n k  t o  r e t a i n  

t h a t  p e r c e n t a g e  a s  l o n g  a s  t h e  l o a n  i s  o u t s t a n d i n g . 11 A I D E A  

a l s o  m a d e  c h a n g e s  i n  t h e i r  r e g u l a t i o n s  u n d e r  S e c t i o n  3 A A C  

9 9 . 3 5 0 ( a )  t o  r e a d  " t h e  o r i g i n a t o r  o f  t h e  l o a n  s h a l l  r e t a i n  a t  

l e a s t  a  2 0 %  s h a r e  o f  t h e  p r i n c i p a l  a m o u n t  o f  t h e  l o a n  a s  l o a n  

a s  t h e  l o a n  i s  o u t s t a n d i n g . "  D u e  t o  t h e s e  c h a n g e s  i n  t h e  l a s t  

l e g i s l a t u r e ,  i t  w o u l d  s e e m  t h a t  a  c h a n g e  i n  t h e  l a w  a n d  

r e g u l a t i o n s  i s  r e q u i r e d  t o  b r i n g  a b o u t  t h e  c h a n g e s  w e  r e q u e s t .



A l a s k a  S t a t e  L e g i s l a t u r e  

H o u s e  F i n a n c e  C o m m i t t e e  

A p r i l  2 6 ,  1 9 9 1  

P a g e  F o u r

I f  y o u  h a v e  a n y  q u e s t i o n s ,  p l e a s e  f e e l  f r e e  t o  c o n t a c t  m e  a t  

2 6 5 - 2 9 9 1  o r  m y  f a x  n u m b e r  2 6 3 - 2 5 8 2 .

S i n c e r e l y  y o u r s ,

S e n i o r  V i c e  P r e s i d e n t

m l c
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W ALTER! HICKEL. GOVERNOR

D EPAR TM EN T OF COMMERCE &  
ECONOM IC D EVE LO PM EN T

OFFICE OF THE COMMISSIONER !
RO. BOX D
JUNEAU. ALASKA 3981V0800 
PHONE: 1907) 465-2500

April 15, 1991

Mr. Bruce Kendall 
Legislative Liaison 
Office of the Governor 
P.O. Box A
Juneau, AK 99811-0101 

Dear Bruce,

Regarding our meeting today concerning Hydrocarb, I believe we have 
firmed up everything as follows:

(1) We w ill be supportive of the legislative action to extend the 
cap for AIDEA to $15 m illion.

(2) I t  1s our understanding that the request is  for a loan, not a 
grant, and that all of the funding 1s 1n place for an appro­
priate assessment of a good fa ith  capability on the part of 
AIDEA when the proposal comes before them on whose board I 
serve.

(3) We are agreed that we w ill have consultation before any final 
agreement regarding the possibility of some share 1n whatever 
profits  might come from the technology and the demonstration 
development here in Alaska to the state for Its  early support 
and In itia tiv e .

(4) We are agreed that this should not be conceived narrowly as a 
pure research Indoor demonstration project but should be linked 
to a wider service function even 1n the early stages of its 
development.

I hope very much that this w ill go well, as the prospect of cleaning 
up coal and rendering I t  more comprehensively relevant without 
environmental pollution 1s one of the c ritica l tasks of our world 
and our time.

Cordially,

Commissioner

GA0/sh9232M
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T o :  R e p .  D a v e  C h o q u e t t e  ~

F r o m :  V i r g i n i a  S a m s o n ,  ( F o r m e r )  E x e c u t i v e  D i r e c t o r  

G o v e r n o r ' s  C o n f e r c n c o  o n  S m a l l  D u s i n e s s

D a t e :  M a r c h  1 7 ,  1 9 9 1

Subject: HB 206

T h a n k  y o u  f o r  y o u r  f o l l o w  u p  o n  t h e  R e c o m m e n d a t i o n s  f r o m  t h e  1 9 0 9  

G o v e r n o r ' s  C o n f e r e n c e  o n  S m a l l  D u s i n e s s  a n d  f o r  a s k i n g  m e  t o  c o m m e n t  

o n  H B  2 0 6 .  A l s o ,  t h a n k s  t o  R e p .  B a k e r  f o r  c o - s p o n s o r i n g  t h e  b i l l .

H B  2 0 6  r e s p o n d s  t o  P r o b l e m  4 A :  " S m a l l  b u s i n e s s  r e q u i r e s  b e t t e r  a c c e s s  

t o  l o a n s  f r o m  S 1 0 , 0 0 0  t o  $ 1 0 0 , 0 0 0 " .  W i t h i n  t h a t  p r o b l e m  a r e a ,  t h i s  

b i l l  s e e m s  t o  a d d r e s s  R e c o m m e n d a t i o n s :

1 .  T h e  S t a t e  g u a r a n t e e d  l o a n  p r o g r a m  s h o u l d  b e  s i m p l i f i e d  a n d

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

3 .  T h e  S t a t e  s h o u l d  p r o v i d e  i n c e n t i v e s  t o  b a n k s  t o  m a k e  $ 1 0 , 0 0 0  -  

$ 1 0 0 , 0 0 0  l o a n s  t o  s m a l l  b u s i n e s s e s  i n  r u r a l  c o m m u n i t i e s .

T h e  m a i n  t h r u s t  o f  t h e  b i l l  s e e m s  t o  b e  t o  e x p a n d  a n d  c l a r i f y  

A I D & E A ' s  i n v o l v e m e n t  w i t h  l o a n  g u a r a n t e e s  b y  a l l o w i n g  8 0 %  g u a r a n a t e e  

f o r  a  q u a l i f y i n g  l o a n  u n d e r  $ 5 0 , 0 0 0  a n d  a l l o w s  t h e  o p t i o n  o r  n o  

s e c u r i t y  f o r  a n  a m o r i t i z a t i o n  p e r i o d  u n d » R 5  y e a r s .

T o  t h e  e x t e n t  t h a t  A I D & E A  w i l l  w o r k  w i t h  a n d  p r o v i d e  i n c e n t i v e s  t o  

p r i v a t e  b a n k s  t o  m a k e  f u n d s  a v a i l a b l e  t o  s m a l l  b u s i n e s s e s  a r o u n d  t h e  

b t a t e ,  t h i s  b i l l  w i l l  h e l p .  B u t ,  i f  t h e  b a n k s  c o n t i n u e  t o  t h i n k  t h a t  

" i t ' s  n o t  w o r t h  t h e  t r o u b l e  t o  d o  s m a l l  l o a n s "  ( i e  t h e y  c a n ’ t  m a k e  

e n o u g h  m o n e y  f o r  t h e  t i m e  a n d  p a p e r w o r k  i t  t a k e s ) ,  n o  b i l l  w i l l  h e l p .

A d m i n i s t r a t i v e  f o l l o w  u p  i s  s t i l l  n e e d e d  o n  R e c o m m e n d a t i o n  3 :  " T h e

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

t h r o u g h o u t  t h e  s t a t e . "  L a c k  o f  k n o w l e d g e  a b o u t  w h a t  f i n a n c i n g  

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

p r o b l e m .

I n  s u m m a r y ,  I  s u p p o r t  t h e  g e n e r a l  i d e a  o f  H B  2 0 6  a s  a  g r e a t  s t e p  i n  

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

s m a l l  b u s i n e s s e s .
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H O U S E  B I L L  N O .  2 0 6

A L L  A S P E C T S  O F  T H I S  B I L L  A P P E A R .  T O  I M P R O V E  A I D E A *  S

■*

A U T H O R I T Y  T O  A S S I S T  A L A S K A N  S M A L L  B U S I N E S S E S .

H O W E V E R ,  T O  M Y  K N O W L E D G E  A I D E A  H A S  N O T  B E E N  A N  A C T I V E  

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

I N T E R E S T I N G  T O  K N O W  J U S T  H O W  M A N Y  L O A N S  A I D E A  H A S  M A D E  T O  

A L A S K A  S M A L L  B U S I N E S S  F I R M S  I N  A M O U N T S  O F  / / 1 0 0 , 0 0 0  O R  L E S S  

I N  T H E  P A S T  F I V E  Y E A R S .  I  B E L I E V E  N O N E .

S U G G E S T E D  I M P R O V E M E N T  T O  H B  2 0 6  W O U L D  B E  T O  I N C R E A S E  T H E  

? 5 0 , 0 0 0  t o  $ 1 0 0 , 0 0 0  U N D E R  T H E  8 0 %  L O A N  G U A R A N T E E .



110 W illow S i.. S u ite  106 » Kenai. A lask a  99611 » (907) 283 '3335 FAX (907) 283.3913

KENAI PENINSULA BOROUGH

E C O N O M I C  

D E V E L O P M E N T  

D I S T R I C T .  IN C ,

March 19, 1991

To:

From:

RE:

House Labor and Commerce Committal

Mike Tagliavento, Executive Direc^b'r, Kenai Peninsula 
Borough Economic Development District

HB 206, Act Revising Loan Authority of AIDEA

Our organization is working very closely with local entrepreneurs 
to create employment through the retention, expansion and 
creation of small businesses. I applaud the efforts of this 
bill's sponsors to find creative way;- to overcome the problems 
small businesses are having in accessing capital.

AIDEA has the potential of contributing to the capital needs of 
small businesses to a greater extent than it has in the past. HB 
206 provides new options for AIDEA in this regard, and I would 
urge your support.

MBT/ss




