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Finance Committee considered CS FOR HOUSE BILL NO. 471 (CRA) 
HB 471 AIDEA LOANS AND DIVIDEND

"An Act increasing the maximum amount of loans from the bulk fuel revolving loan fund operated by the Alaska Energy 
Authority; relating to the definitions of ’net income’ and ’unrestricted net income’ for purposes of determining the amount 
of the Alaska Industrial Development and Export Authority’s dividend to the state; relating to communities within which 
rural development loans may be made by the Alaska Industrial Development and Export Authority; and providing for an 
effective date."
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HB 471 modifies the Alaska Industrial Development and Export Authority dividend policy statutes to reflect 
recent changes in governmental accounting standards. The bill also clarifies eligibility for the Rural 
Development Initiative Fund.

HB 471 has no fiscal impact to AIDEA.
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Sponsor Statement for House Bill 471

H ouse B ill 471  proposes changes to the A laska Industrial D evelopm ent and Export A uthority (A ID E A )  
statutes relating to the com putation o f  the A ID E A  dividend and the elig ib ility  requirem ents for A ID E A ’s 
Rural D evelopm ent Initiative Fund (RDEF) program. T he H ouse C & R A  com m ittee am ended H ouse B ill 
471 to include a proposal to increase the m axim um  loan am ount for the A laska Energy Authority's (A E A ) 
Bulk Fuel R evo lv in g  Loan Fund.

T he change to the dividend statute results in a status quo dividend form ula necessitated by accounting and 
reporting changes. U nder current state law , A ID E A  pays an annual dividend to the State o f  A laska’s 
General Fund, the am ount o f  w hich is based on the ag en cy ’s “net incom e” and “unrestricted net incom e."  
A laska Statutes define these two terms as the “net incom e” and "unrestricted net in com e” included in 
A ID E A ’s audited financial statement.

N ew  standards adopted by the Governmental A ccounting Standards Board (G A SB ) provide that audited  
financial statem ents, such as the one produced by A ID E A , w ill no longer include the term s for either “net 
incom e” or “unrestricted net incom e." This elim inates the reference used by current statutes to d efin e the 
tw o terms.

In addition, the new  G A SB standards also require that intergovernmental transfers, capital contributions 
and grants be included as either a revenue or exp en se  o f  the governm ental entity. A ID E A 's dividend  
paym ents to the state w ill be included as an expense, causing a further reduction c f  the a gen cy ’s "net 
in com e,” and resulting in an automatic reduction o f  the potential d ividend.

S in ce its inception, A ID E A  has provided S128 m illion in dividends, including the d iv idend  that w ill be 
paid to the state for fiscal year 2003 . In order to preserve this important source o f  general fund revenue, 
HB 471 m akes the necessary changes in response to the new  accounting requirements. The bill addresses 
both issues by defin ing “net incom e” and “unrestricted net income" using the terms to be found in future 
audited financial and excluding amounts attributable to intergovernm ental transfers, capital contributions 
and grants.

A ID E A ’s R D IF program w as designed to make com m ercial loans to rural businesses that did not have 
other financing options because o f  their location. HB 471 reinserts the definition o f  “com m unity" and 
further clarifies the definition to ensure that the loans are going to the intended recipients, those w ho are 
in truly rural com m unities. The amended standards specify  that qualifying participants must be in 
com m unities o f  less than 5 ,0 0 0  people if  they are not connected to A nchorage or Fairbanks by road, rail 
or the M arine H ighw ay, and less than 2 ,000  people i f  they are connected to A nchorage or Fairbanks by 
road or rail.



Finally, this leg islation  increases the m axim um  loan amount from the B u lk  Fuel R evo lv in g  L oan Fund to 
$2 0 0 ,0 0 0  per loan. In rural A laska, com m unities purchase their fuel in bulk because it cost'; less  to buy 
larger quantities o f  fuel than to buy in sm aller increm ents, and the w indow  for transporting fuel is 
seasonal. T he 150 com m unities o ff  the road system  have to purchase their fuel to secure its delivery  in a 
sin g le  shipment, w orking around Alaska's notorious co ld  weather and freezing conditions that drastically  
lim it transportation options. T his program is in high demand in rural com m unities. Petroleum  price 
increases and increases in bulk fuel tank farm capacity in m any com m unities have m ade the current lim it 
o f  $10 0 ,0 0 0 , w hich  w as enacted in 1993, too lo w  to accom m odate the needs o f  many borrow ers. AJEA 
has received leg isla tive  authorization to capitalize the BFR L F with a $5 m illion  federal grant. T his grant 
is expected to be finalized  in April.
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HB 471 
AIDEA Bill 

Sectional Analysis

Sections 1 a n d  2 -  A ID E A ’s D iv id e n d  P ro g ra m .  Sections 1 and 2 o f  the bill amend definitions used in 

the statutory guidelines for the A ID EA  dividend program tc accommodate recent changes in governmental 

accounting and reporting standards. Section 1 amends the definition o f  "net incom e" and section 2 amends 

the definition o f  “unrestricted net income.” Additionally, Section 4 o f  the bill is a transitional provision 

that clarifies that the amendm ents made in section 1 and 2 will become efiective for the dividend calculated 

from A ID EA 's  audited financial statements for fiscal year 2002 - - the first audited financial statements 

after these changes in governmental accounting standards become effective.

Background. Since its inception, AIDEA has provided 5128 million in dividends, including the dividend 

AIDEA in Decem ber 2001 declared available to the state for fiscal year 2003. AS 44.88.088 provides 

statutory guidelines for A ID E A 's  dividend policy. AIDEA is to provide to the state a dividend o f  between 

25 percent and 50 percent o f  A ID E A ’s net income for the base fiscal year, but in no event may the dividend 

exceed A ID E A ’s unrestricted net income for the base fiscal year.

AS 44.88.088(b) defines "net income" and "unrestricted net income" used in the statutory guidelines for 

A ID EA 's  dividend policy to be the amount o f  net income and unrestricted net income that ore set out in the 

audited financial statements o f  AIDEA. A ID E A 's  audited financial statements comply with standards 

adopted by the Governmental Accounting Standards Board (GASB). T w o  recent changes to these 

governmental accounting and reporting standards alter or create ambiguity regarding how the statutory 

guidelines for A ID EA 's  div idend program would be implemented.

First, GASB Statement 34 provides that audited financial statements will no longer report any amount for 

either "net income" or “unrestricted net income." Without those amounts reported in A ID E A 's  audited 

financial statements, AS 44.88.088 will no longer provide clear instruction to the Board for determining the 

amount o f  the AIDEA dividend. This ambiguity will compel the Board either to attempt to calculate what



the "net income” and "unrestricted net income" would have been without GASB Statement 34, or to 

declare no dividend as the audited financial statements will include no amount for “net income."

Second, GASB Statement 33 requires that grants be included as either revenue or expense o f  the 

governmental entity. GASB Statement 34 requires that intergovernmental transfers be included as 

components o f  the Statement o f  Revenues, Expenses and Changes in Fund Net Assets. These accounting 

modifications will alter the calculation of  A ID E A ’s future dividends. For example, the amount 

appropriated from any AIDEA dividend will be an intergovernmental transfer item that will reduce "net 

income" for that fiscal year. This reduction of "net income" wilt simultaneously reduce the amount o f  the 

AIDEA dividend that will be calculated from the audited financial statement for that fiscal year. For the 

firs' time, the payment o f  an AIDEA dividend will automatically reduce the amount o f  a future dividend.

The amendments proposed in sections 1 and 2  neutralize the impact the recent changer to governmental 

accounting and reporting standards in GASB Statements 33 and 34 would otherwise have on the AIDEA 

dividend program.

Section 3 -  R u ra l  D evelopm ent Initiat ive  F und  P ro g ra m .  Section 3 of  the bill modifies AIDEA's rural 

development initiative fund program (RDIF) by making R D IF  available to businesses located in 

communities with populations o f  less than 5,000 if  not connected by road or rail to Anchorage or 

Fairbanks, or to businesses in communities with populations of  less than 2,000 if connected by road or rail 

to Anchorage or Fairbanks. Section 3 of the bill also provides definitions for terms.

Background . The  intent of  the RDIF program is to provide commercial financing to businesses in the rural 

areas of  Alaska that do have access to standard commercial financing because o f  their location. While the 

statutory language refers to businesses located in a  community o f  5,000 or less, the definition of 

community was dropped over the years. This definition more clearly sets forth tne intent o f  the program 

and will allow users o f  the program to use established references for determining eligibility.



Section 4 -  A ID E A ’s D ividend P ro g ram .  Section 4 is a transitional provision that clarifies that the 

amendments to the statutory guidelines for A ID E A 's  dividend program under sections I and 2 o f  the bill 

will first be used for the dividend to be calculated from A ID E A ’s audited financial statement for fiscal year 

2002.
Background . Sections 1 and 2 o f  the bill amend definitions o f  terms used in the statutory guidelines for the 

AIDEA dividend program in order to ne.tralize the impact of  changes made in governmental accounting 

and reporting standards under GASB Statements 33 and 34. These provisions first become effective for the 

audited financial statements o f  AIDEA. that will be prepared for fiscal year 2002. The transitional 

provision clarifies that the amendments will be effective for dividend to be calculated from that fiscal year 

2002 audited financial statement.

Section 5 -  Effective  Date. Section 5 of the bill provides for an immediate effective dale.
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May 9,2002

The Honorable John Torgerson 
Alaska State Legislature 
State Capitol 
Juneau, AK 99801-1182

Dear Senator Torgeson:

Thank you for your support of House Bill 471 in the Senate Labor & Commerce 
Committee. I hope this letter answers questions raised in committee and clears the way 
for successful floor action.

The Bulk Fuel Revolving Loan Fund is a short term, low interest loan that allows rural 
communities to make their bulk fuei purchase in a cost effective manner. The interest 
rate on a community's first bulk fuel loan is zero percent. The interest rate charged on 
subsequent loans is tied to municipal bond yields and is much lower than available 
through other funding sources. A community then has up to nine months to repay the 
loan.

The current cash balance in the fund as of 4/30/02 is $6,125,067. With $191,429 in 
outstanding commitments, there is an uncommitted cash balance of $5,933,638 available 
for future loans. This balance includes the $5 million recently received from the U.S. 
Department o f Agriculture, Rural Utilities Service, which represents a four-fold increase 
in the amount o f funds that can be provided to help rural Alaskans with the high cost of 
purchasing their winter fuel supplies.

Cuncnily there arc 48 outstanding loans. O f the 21 loans committed in FY02, three arc 
thirty days delinquent and five arc 60 days delinquent. Of the 41 loans committed in 
FY01, two arc 30 days delinquent and one is 90 days delinquent. A borrower is not 
eligible for another loan if they have any unpaid outstanding loans.

The Rural Development Initiative Fund is a loan program designed to create job 
opportunities in rural Alaska by providing small Alaska businesses with needed capital 
that may not be available through traditional commercial markets. Existing law requires 
that businesses eligible for assistance under this program must be Alaskan-owned and 
located in a community of 5,000 or less. The eligibility revisions in House Bill 471 help 
ensure that the loans arc going to the intended recipients, those who are in truly rural 
communities.

1 U / o . i  I • U a j  i l » n r r l  • A r r k f i r m M  4  U r L n  O Q C H I
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Over the past ten years, A lika 's  population has grown 12%. The population in Bethel, 
however, has increased by 17% in the same period. I believe this indicates the evolution 
of Bethel into a strong regional center for the 56 villages in the Yukon-Kuskokwim 
Delta. Food, fuel, transportation, medical care and other services for these villages are 
provided by businesses in Bethel.

Businesses and organizations in Bethel, like those located anywhere in the larger 
communities in Alaska, have access to our Loan Participation Program and Loan 
Guarantee Program. Those programs require the borrower to find a bank to originate the 
loan. Those banking sources are available in Bethel. However, with the RDIF program, it 
is a direct loan from the RDIF Fund; therefore, smaller communities that may not have 
access to a bank sponsor are most in need of the RDIF program.

AIDEA has been involved in past Bethel business loans for a grocery store and an air 
service company. We recently made 5 1.2 million available for a loan participation with 
Wells Fargo Bank Alaska to renovate the old Kuskokwim Inn. This project gives a new 
face to the historic inn and will provide business and leisure travelers to Bethel with a 
badly needed lodging option. AIDEA is pleased to help make this project happen.

I hope this adequately answers issues raised in committee. Please feel free to contact me 
if 1 can be o f further assistance.

cc: Senator Ben Stevens
Senator Austennan 
Senator Leman 
Senator Davis 
Representative Joe Green
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TO: Senator Dave Donley and Senator Tim Kelly, Co-Chairmen
Membeu of the Senate Judiciary Committee

Re: Opposition to CS For House Bill No. 296, An Act Relating to Mergers and
Consolidations of Municipalities

Dear Senators Donley, Kelly and Committee Members:

1 understand that the Senate Finance Committee will be bolding a bearing on CS for 
House Bill No. 296 this morning at 9:00 p.m. The bill (hereinafter referred to as HB 296) 
would change the voting requirements needed for approval of the consolidation of a 
borough and a dry lying within that borough. Present law requires a simple majority of all 
voters in order to approve a consolidation of dr/ and borough governments. HB 296 would 
require approval of the consolidation by separate majorities of voters within the dry and 
those outside of the dty.

The dry of Ketchikan has long supported the present law's requirement of a simple 
majority vote of all borough residents to approve of a consolidation. Several years ago we 
opposed an effort similar to HB 296 to divide the vote of borough residents living inside me 
dty and those borough residents living outside of a dty. With the concurrence of City 
Mayor Robert Weinstein and Qty Manager Karl Amylon, I would like to submit those written

My comments can be summed up by three points. The present requirement of a 
simple majority vote for consolidation works, is fair and allows for the future development 
of effective local government. 1 believe that HB 296 thwarts all three of thare important 
purposes.

Consolidation efforts have generally been proposed by dty governments or dty 
residents, The purpose of thoi t efforts has been to end the duplication, overlap, conflict,

comments.

h w d m m M#» I
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and inefficiency which occurs when two load governments exercise jurisdiction within the 
same community. In Ketchikan, for example, the City provides borough-wide electric, 
telephone, mental health/substance abuse, hospital, and library service. It also provides 
ambulance service to roost of the outlying borough and is the economic, financial, and 
transportation center for the entire Ketchikan Gateway Borough. The Borough provides 
borough-wide planning, tax collection, animal control and transit Both the City and 
Borough exercise duplicating jurisdiction over economic development within the dty 
boundaries.

In 1991, the City began work on a proposal to consolidate the dty government and 
borough government This effect continued for 10 years, leading up to a consolidation 
election last summer. While City residents strongly favored consolidation, the proposal 
M ed  to achieve majority approval of all the voters. This was due to overwhelming 
opposition among voters who resided ouuide of the City.

From reading HB 296 one would assume that city-sponsored consolidation are being 
imposed on rural residents across the State. This would be an entirely wrong assumption. 
Indeed, to our knowledge, nfi consolidation proposal has ever been approved. Recent 
urban-sponsored consolidations in Haines, Ketchikan, and Fairbanks have all been defeated 
through the democratic process of one person—one vots. Those borough residents who live 
outside of ddes have won through the democratic process. The present requirement of a 
simple majority of all voters has not resulted in their intern s being Ignored or defeated. 
We fall to see why residents of outlying areas need further protection from the very 
democratic process which has brought them success In the past.

The present system of a simple majority vote is fairest and best reflects democratic 
Ideals. The vote of borough residents who live inside a dty and those who live outside a dty 
count equally in determining how their borough will be governed. HB 296 gives a minority 
veto power over the form of government and the allocation of government costs. To use an 
extreme example for purposes of Illustration, suppose that 95% of the redd# ,ts of a borough 
lived within a dty and 5% of the borough residents lived outside of that dty. Under HB 
296, the 5% living outside of the dty would determine whether the dty and borough would 
consolidate. HB 296 gives control over the future form of local government to such 
minorities.

Proponents of HB 296 will likely argue that die bill is fair despite its deviation from 
democratic pxindples. If their argument is anything like that which we heard during our 
consolidation effort, they will argue that they moved outside of die dty so that they would 
non be taxed for community services that they did not want. They argue that their desire 
to avoid taxation entitles them to a veto over consolidation proposals which may more 
equitably spread the costs of the community's government. This argument has been 
traditionally rejected for good policy reasons. No matter bow much we would like it to be 
otherwise, government is not a cafeteria plan where each taxpayer can pick and choose from 
the "services” he or she wants. One must pay taxes for schools even though one does not 
have children.
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By requiring a majority of all residents to approve a consolidation, the present law 
allows each resident of a community an equal say in how that community's costs will b« 
paid and how community resources will be allocated. People who live outside of artificial 
dty limits have not left the community. They still use the services provided by the dty and 
in many cases are dependent upon them. While they have left the jurisdiction of the dty 
government, they have not left the community and so should not be given veto power over 
how that community will be governed. In order for any consolidation to proceed to an 
election, it Is necessary to prove that the areas being consolidated are in fact a community. 
This is a function of the Local Boundary Commission. If a consolidation is proposed for 
areas having no community connection, that consolidation will be barred by the Commission 
or the courts before it even gets to an election.

If passed, HB 296 will Uhdy freeje the patchwork of local gfivennrifltt found 
throughout the State. It is unlikely that the City of Ketchikan would have bothered to seek 
consolidation if legislature similar to HB 296 had been In place. We correctly believed that 
despite our efforts to address the concerns of outlying reddens, consolidation could never* 
be adopted by a majority of those residents.

We believe that the State needs to support consolidated regional local governments. 
The costs of patchwork local governments is bome not only by local residents but by the 
State as well. To the extent that local government does not have the tools to address local 
problems, the State is the only other authority to address those problems. When, for 
example, the City of Ketchikan annexed the adjoining Shoreline area, die State was one of 
the biggest beneficiaries. The costs of read maintenance and law enforcement were 
transferred from the State to the City and the City became responsible m the State for other 
governance matters In that area. Consolidation of local governments can create similar 
state-wide benefits which will not be otherwise achieved. If the costs of regional 
government can be allocated on a regional basis through united, strong local government, 
less demand for State participation will occur.

HB 296 is a bad idea. It ends a process which has worked and which holds the 
promise of improved local government, it ends a fair process and gives minorities a veto 
power, It will freeze local government jurisdictions, leaving a greater demand for Sate  
resources. We urge you r j reject HB 296.

Yours very truly,

Steven H, Schweppc 
City Attorney

cc: Mayor Weinstein
Kari Amylon



Cliff Notes for HB 471

HB 471 amends 3 important programs for AIDEA/AEA

1. The AIDEA dividend calculation
2. The Bulk Fuel Revolving Loan Fund

3. The Rural Development Initiative Fund.

The AIDEA dividend calculation:

• Under current state law, AIDEA pays an annual dividend of which is 

based on the agency's "net income" and "unrestricted income". 

Alaska statues define these two terms as the NET INCOME and 

UNRESTRICTED NET INCOME included in AIDEA'S audited financial 

statement.

• New standards adoptea by the Governmental Accounting 

Standards Board will no longer include the terms for "net Income" in 

the audited financial statements
o Without those amounts reported it does not give AIDEA clear 

instruction for determining the amount of the dividend. This 

eliminates the reference used by current statutes to define 

these two terms.

• In addil on to that change, GASB standards will now require that 

intergovc rnmental transfers, capital contributions and grants be 

Included as an expense.

o These accounting modifications will alter the calculation of 

AIDEA's future dividends.

o In other words - since our dividend from AIDEA is a 

intergovernmental transfer item - then that will reduce the 

"net income" for that fiscal year.

J. Mcnendcz



j That reduction of "net income" will then simultaneously 

reduce the amount of the d i\. Jend that is calculated from 

the audited financial statement, 

o Sections 2 & 3 addresses both issues by defining "net income" 

and "unrestricted net income" using the terms to be found in 

future audited financial statements and excluding amounts 

attributable to intergovernmental transfers, capital 

contributions and grants.

The Bulk Fuel Revolving Loan Fund:

• HB 471 also increases the maximum amount from the Bulk Fuel 

Revolving Loan fund to 200,000 per loan.

o The purpose of the Rural Bulk Fuel Revolving Loan Fund is to 

help small rural communities in purchasing annual bulk fuel 

supplies.

o In rural Alaska, communities buy their fuel in bulk because it is 

cheaper than buying in smaller increments - and the window 

for transporting fuel is seasonal, 

o A 5 million grant from Department of Agriculture, Rural Utilities 

Service, will support this program.

The Rural Development Initiative Fund:

• Finally, Section 4 - adds language describing the eligibility 

requirements for AIDEA's Rural Development Initiative Fund - this 

program was designed to provide commercial loans to rural 

businesses who don't have other financing options because of their 

location.

J. Mcnendcz



AIDEA wants to Insure that the loans are going to the 

intended recipients who are truly In a rural community.

So qualifying participants must be in communities of less than 

5,000 people if they are not connected by road or rail to 
Anchorage or Fairbanks or less than 2,000 people if they are 

connected to Anchorage or Fairbanks by road or rail.

J. Menendez
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