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Governor's Welcome

Dear Fellow Alaskans,

Trade is a passport to increased economic opportunities in
Alaska. Trade translates directly into jobs in our communities,
investment in our infrastructure, and development cf our manu-
facturing and service base. At 10 percent of our Gross State
Product; it is an important part of our efforts to grow a healthy,
diversified economy.

Although Alaska is an attractive trade partner because of the.
quality”of our goods and services and the stability of our busi-
ness Climate, Stiff competition is a fact of life in international

M overnor markets. It js imperativ that Alaska not let up jn our aggres
overnor , -
State of Alaska sjve efforts t pr motte ang_ _a_C|\|tate trade. H? {he onggﬁm, the
hard work Pays off. The Division of International Trade and
Market Development (ITMD) is the State's only division that provides day-to-day commer-

cial trade services. | am pleased that during my administration we have been able to
provide their supgort to help Alaska businesses to make international sales. In 2001,
Alaska exported $2.4 hillion worth of goods to 89 countries.

International trade promotion is hard work, comprised of long hours building relation-
ships, seeking opportunities, researching market trends and Selling, selling, Selling. Ask
any of the business leaders who travel on our trade missions abodit the pace we Set and
thé opportunities we create. It was an honor to lead a trade mission to Europe in March
2002. "Alaska business leaders in tourism, seafood, energy su_Pport services, and hanking
joined me in promoting our wonderful seafood, the many ‘exci mg destinations in our
state, and our technical expertise in two key European markets: the United Kingdom and

Germany.

The Europe Mission was good timing and t)épmal of the_hard work that international
marketing, requires.. We met with seafood buyers, retailers, and reprocessors on the
heels of Significant increases during 2001 in seafood sales to these countiies. We agfqres—
sively sold"Alaska at the precise time when international travelers are seeking safe, at-
tractive destinations. We also had the opportun|t¥ to thank investors who have spent
billions of dollars in developing Alaska's infrastructure and industries. My thanks to ITMD

for organizing the mission.

| commend the consistent efforts of Alaska's businesses in the international marketplace.
Thanks to them, international trade creates good things for Alaskans.
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The Overview

DEBORAH SEDWICK
Commissir ier
Department of Community
and Economic Development

Dear Alaskans:

Alaska's businesses are up to the challenges of the international marketplace.
They know that international trade opportunities are a way to expand and grow
business. The Division of International Trade and Market Development (ITMD)
knows this first hand as hundreds of businesses and individuals take advantage of
che Division's export assistance, trade leads, and market research. ITMD helps
Alaska firms succeed overseas by organizing inbound and outbound trade missions
from existing and potential customers in Japan, Korea, the Russian Far East, and

many other countries.

Here are two examples of the positive result from promoting Alaska goods and
services in international markets.

Business executives and government officials from Taipei and Kaohsiung traveled
to Alaska in the spring of 2001 to see firsthand the state's oil spill preparedness
and response capabilities. They learned about ways to structure their own re-

sponse systems. The Taiwan Environmental Protection Agency ultimately hired an
Alaskan environmental engineering firm in partnership with a Taiwan company to

provide training in this important area.

Another good example, is a two-year-long campaign to introduce Alaska seafood to deluxe hotels in Seoul and
other Korean cities. Approximately two million dollars worth of salmon, halibut, crab, scallops, and other Alaska
products made their way onto the menus and into promotional events of these high-end hotels for the first time.

ITMD helps Alaska sellers become export ready, acquire essential market information, and find buyers.
Through these direct tiade services, ITMD helps Alaska businesses diversify our economy. This annual report
is part of ti.at effort. | invite you to take the time to look at these snapshots of Alaska's major markets and
commodities. We hope you find value in the information provided in this report and look forward to working

with our Alaska businesses to find trade opportunities in the near future.

greg wolf

&Virket Devebpmert

Deborah B. Seawick, Commissioner

Dear Alaskans:

I am proud to present the third Annual Report on Alaska's international trade
performance. The following pages provide a snapshot of Alaska's largest exports
and top trading partners for the year 2001. Each year, in response to feedback and
suggestions from readers of previous reports, we strive to improve the quality of
information and expand the quantity of information presented. This year, for
instance, we have added a section on foreign currencies important to Alaska
exporters.

2001 saw a changing of the guard among the state's top ten trading partners.
Mexico, Thailand, and Australia moved into the top ranks lending further evidence of
the growing diversification of export sales by Alaska companies. Japan and Korea,

traditionally the state's number one and number two top markets, maintained their
dominant positions. Taken together, these two countries account for more than 60

P*cent of the state's total exports.
I hope that you find this report informative and useful as you work, to expand your

business, explore export opportunities or move into new markets. Please do not hesitate to contact me or
members of the division's trade staff if you need assistance or have questions on pursuing global opportunities.

Sincerely,

Greg Wolf, Director
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Alad@a®s Top Bqoort Partrers
\

[

Rank  Rank Value of %of _
in in Exportin Total in Major
2001 2000 Country 001 2001 Commodities

1 1 Japan $ 1,038,965,164 43.0%  Seafood, Oil & Gas, Wood

2 2 Korean Republic $463,090,974 19.2% g?gfood, Fertilizer, Mineral

3 3 Canada $188,032,082 7.8%  Mineral Ore, Seafood,
Wood

4 9  Germany $115,147,217 4.8%  Seafood, Mineral Ore,
Machinery

5 5  China $102,446,718 4.2%  Seafood, Animal Feed,
Petroleum Products

6 7 Mexico $82,427,390 3.4%  Fertilizer, Petroleum
Proaucts

7 4 Belgium $81,456,658 3.4%  Mineral Ore

8 11 Thailand $33,063,977 1.4%  Fertilizer, Seafood

9 13 Austrdlia $30,893,389 1.3% Minelr,al Ore, Machinery,
Fertilizer

10 6  Tawan $30,853,426 1.3%  Fertilizey, Animal Feed,
Seafood

V J
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Alad@’s \Worldwide Bqoorts
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Trading Partners
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8

Highlights

CB Exports to Japan declined 21 percent in 2001
as Japan's economic woes continued. Japan's
weak economy, continuing deflation and
weaker yen all contributed to decreased
demand for Alaska's exports in Japan.

E3 Despite the 21 percent decrease in exports,
Japan continued to be Alaska's largest export
market. 43 percent of Alaska's exports are
destined for Japan.

Q0O Japan is Alaska's top export market for the
seafood, energy, and wood sectors.

Ea An LNG contract extension was signed
between Alaskan sellers and Japanese buyers.
The new contract will run from 2005 to 2009.

! grl:()cla\{lﬂg\r}e glnr%%wtadm& gg%%%s%ska’s
USiNesses to export:

 Participated in the 51st Tokyo Interna-
tional Gift Show (TIGS) with nine Alaska
companies. With over 150,000 attendees,
TIGS resulted in new market exposure for
many small Alaska companies.

 Assisted Japanese film crews visiting
Alaska - from salmon runs to glaciers,
northern lights, and World Eskimo-Indian
Olympics.

» Conducted "Alaska Products Fair* at a
popular Tokyo department store. The
promotion ran six days and showcased
popular Alaska products.

» Provided market response and information
for new business development in the dried
kelp market.

« Provided continuous updated market
information in seafood and energy.

Alaska's Exports to Japan
Yearly Totals ¢ In Millions

Alaska's Exports to Japan

2001
Oilier 4%
Minerals 5%
Wood 9%
0il & Gas 19%

Seafood 63%

» Produced the Alaska Export Industry Brochure in Japanese.

Background

Alaska's history with Japan has been long-standing and successful, starting as the first state to receive
post World War Il Japanese investment - in a pulp mill in Southeastern Alaska. Japanese investment
continues extensively from seafood, minerals, and the visitor industry. In 1965, Alaska was the first
American state to open a trade office in Japan. The following year Japtn opened a full time consulate
in Anchorage, and since 1982 has been represented by a Consul General. The current Consul General

Kazuo Obinata arrived last year.
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Highlights

EB Total exports to Korea increased 3 percent in 2001
totaling $463 million. Korea accounted for over
19 percent of Alaska's total exports. Seafood and
mineral exports increased while fertilizer and
wood exports decreased in 2001.

H Korea was Alaska's number two export market for
seafood, number two for minerals, number two
for energy, number one for fertilizer, and number
two export market for forest products.

8n Seafood exports to Korea in 2001 totaled $237
million. This was a 78 percent increase from
2000. Pollock surimi, roe and fillets were the
main reason behind the increase.

m Korea is anticipating growth in the economy for
2002. Gross domestic product is expected to
increase 5to 6 percent during 2002.

BB e

» Conducted seafood promotional events at
high-end Korean hotels that resulted in over
one million dollars in new sales for Alaska
companies.

 Participated in the U.S. Food Showcase to
promote the products of Alaska companies.

« Organized incoming seafood buyers mission
of executive chefs and purchasing managers
from deluxe hotels in Korea.

» Promoted Alaska environmental and technical
services through the participation in
International Exhibition on Environmental
Technologies (ENVEX 2001) and Daejon
Technomart.

» Promoted Alaska energy through the organi-
zation of an energy seminar in conjunction
with the Korea Energy Economics Institute.

Alaska's Exports to Korea
Yearly Totals m In Millions

Alaska's Exports to Korea
2001

Coal a Potroleum Products 6% Olher 2%

Wood 711

Minerals 15%
Seafood 51%

Fertilizer 19%

» Organized an outgoing mission of private and public sector participants. This included meetings with
the Ministries of Foreign Affairs & Trade (MOFAT), Commerce, Industry, & Energy (MOCIE), and Marine

Affairs & Fisheries (MOMAF).

Background

Korea has been one of Alaska's most important partners in trade, investment, and cultural exchange. For many years
Korea has been our number two trading partner. In 1985, Alaska was the first US. State to open a trade office in

Seoul.

Korea is an important investor in transportation, coal, and fisheries. With approximately 6,000 Korean-Americans

residents, the Korean community is an important contributor to the civic and business communities of Alaska. The
Korean Ministry of Foreign Affairs and Trade appointed William Bittner in Anchorage as Honorary Consul General in

A 1999. In addition, Consul General Byung-rok Moon, based in Seattle, Washington also oversees Alaska-Korea affairs.

Passport to Global Opportunities #2001 Annual Report Alaska Division of International Trade and Market Development 9



o Alaska's Exports to Canada
Highlights Yearly Totals « In Millions

n Alaska exports rose 14 percent over the
previous year, keeping Canada solidly in third
place among Alaska export markets.

HIl Canadian investment in Alaska is responsible for
about 80 percent of Alaska's mining exploration
and development expenditures.

OGS Governor Knowles, Cabinet members, trade
representatives, lawmakers and business
representatives met with Canadian counterparts
in Canada and in Alaska on a frequent basis,
making 2001 an especially busy year for Alaska-
Canada business overtures and discussions.

The Division qf International Trade and :
ar.Eet Beve opment assists Na&aas Alaska's Exports to Canada
USinesses to export: 2001

» Promoted cooperation with Canadian
government and industry in planning for a
transportation system to deliver North Slope
natural gas to Canada and on to Lower 48
markets.

» Hosted government and industry delega-
tions to enhance overall trade, tourism and
cross-border activities.

» Disseminated information on Alaska-Canada
business opportunities.

Background

Alaska has a healthy, two-way trading relationship with Canada, which experienced growth in 2001. Substan-
tial private Canadian investment continues to contribute to Alaska's billion-dollar mining industry. These
investments serve as endorsements of Alaska's mineral prospects as well as the overall Alaska business
climate. Representatives from Alaska's public and private sector, as well as Western Canadian provincial
leaders and business community have devoted considerable time, energy and efforts to further developing
trade relations. Although the proposed natural gas projects fueled much of the discussion, attention also
focused on many other components of the Alaska-Western Canada partnership in tourism, trade, transporta-

tion and policy making.

\Y
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Highlights

hh Exports to Germany more than tripled totaling ,
$115 million in 2001, helping Alaska to Alaska's Exports to Germany
diversify its export market. Europe now Yearly Totals « In Millions

accounts for 20 percent of Alaska's exports.

H Exports of pollock fillets were the leading cause
of the increase.

mi German-speaking Europe is Alaska's top
international tourism market.

Background

During the 1990s, exports to Germany averaged

roughly $20 million to $40 million per year. In

2001, exports jumped to $115 million led by

strong exports of pollock fillets. In the past,

Germany had purchased much of its pollock fillets

from Russia. A low harvest in Russia caused

Germany to turn to Alaska for its whitefish Alaska's Exports to Germany
supplies. Germany's affluent, well-educated

consumers are among the world's most health 2001

conscious. Concerns about traceability— the

. . 0,
tracking of a secure food supply chain— have A6 Electica Machinery 1%
resulted in more direct exports from Alaska to Machinery 5%
Germany rather than indirect exports via a third ; 0
" o ; . Minerals16%
processor" country. Alaska also saw increases in Seafood 76%

other seafood products such as salmon, cod fillets,
minced fish, and surimi. Prior to 2001 when
seafood exports increased dramatically, the leading
exports to Germany from Alaska was mineral ore.

It is often said that "trade follows tourism." There

is an undeniable link between tourism and trade.

As tourists visit Alaska and are exposed to Alaska's

products, trade is often stimulated from the

increased awareness and demand created by the

tourists when they return home to their native country. German speaking Europe (Germany, Austria, and
Switzerland) is now Alaska's single largest market for international tourists.

Lufthansa Cargo is an important customer to the state airport system and provides nonstop service between
Fairbanks and Frankfurt. Condor Air also provides direct passenger service linking two Alaska cities, Anchor-
age and Fairbanks, with Frankfurt via scheduled charter service during the summer months.

To capitalize on the business opportunities in Germany for both Alaska's products and as a tourism destina-
tion, Governor Knowles led a group of top business leaders representing Alaska on a trade mission to Berlin
and Frankfurt in March of 2002. The Alaska delegation met with current and potential Alaska customers in
Germany and showcased Alaska's tourism potential in Berlin at the Internationale Tourismus-Borse (ITB), the
world's largest travel conference. The Berlin schedule included meetings with European tour packagers and
airlines; seafood meetings with German buyers and importers of Alaska salmon; a seafood promotion at a
Berlin department store; and "Discover Alaska" visitor industry promotional events.
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_ Alaska's Exports to China
H |gh||ghts Yearly Totals « In Millions

BB 2001 marks the seventh consecutive year that
exports are over $100 million. Exports
decreased slightly from $103 million in 2000 to
$102 million in 2001.

m China's purchase of fish waste not for human
consumption grew significantly: $2 million in
1999, $20 million in 2000 and $27 million in
2001. The purchases are used for animal feed
and China's extensive aquaculture.

China's growing demand for forest products
lifted Alaska's exports in that area from the $1-2
million range to $6 million in 2001.

mmMmmm%aMMlmamMMMt
Ss\{ﬁ!ao g}set%téxporEaSSIS'[SAas as Alaska's Exports to China
2001

» Organized PRC Consulate mission to Alaska
to familiarize Chinese officials with Alaska

export industries.
» Commissioned a current overview of the

forest products markets in China. RirdamBalds 1B
» Worked closely with industry and federal

officials to resolve forest products'

phytosanitary trade barriers. Sl

» Completed an inventory of the ways in
which other competing states have estab-
lished trade representation within China. Fod\Wse B0

\Vil®o Prepared Meal &R

Background

China is a relatively new market for Alaska. China is becoming a significant importer of Alaska seafood. Much
of the seafood exported from Alaska to China is further processed for re-export while some is consumed in
high-end markets in major cities. China, one of the largest markets in the world, remains a very cost sensitive
market. At the same time, an increasingly affluent middle class continues to develop. China's ability to utilize
fish waste for non-human feed is creating opportunities for an Alaska product that was once thrown away.

China's reductions in domestic logging activity, necessitated by past over harvest and flooding, have created
import demand. Alaska's primary competitors in this area are Russia and New Zealand. Resolving
phytosanitary issues concerning the import of round logs into China has been at the forefront of Alaska's

marketing efforts for forest products in the past year.

Other areas of potential growth for Alaska's companies include technical services and air transportation links.
For example, China's need for a wide variety of environmental seivices is growing, particularly as income levels
rise in a nation with acute environmental needs such as safe water and wastewater treatment. Several carriers
fly China/U.S. cargo routes via Anchorage. Although air transportation links have yet to be exploited fully, the
presence of these flights offers future opportunity to shippers of high-end fresh seafood and other high value

cargo.
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Highlights Alaska’s Exports to Mexico
Yearly Totals ¢ In Millions

K. Exports to Mexico jumped over 120 percent to
$82.million in 2001.

mm Exports to Mexico from Alaska has increased
over 1485 percent since the North Atlantic Free
Trade Agreement (NAFTA),

isi Fertilizer was the number one export to Mexico
from Alaska in 2001 totaling over $56 million.

Background

Since the enactment of the North American Free
Trade Agreement (NAFTA) in 1993, Alaska's exports
to Mexico have increased over $75 million or

1,486 percent. Prior to NAFTA, Alaska ranked 50th

the US. states i rs to Mexico. | , .
%nooln%asia ranfezi%t'ﬂ_exp" > 1o Hexdeo Alaska's Exports to Mexico
2001

The primary export to Mexico in 2001 was fertilizer
products from Agrium's plant in Nikiski. Fertilizer
exports to Mexico were up 81 percent and

totaled $47.3 million in 2001. Alaska also exported
over $8 million of petroleum products (mostly
gasoline) to Mexico in 2001. Mineral ore exports
in 2001 totaled $4.6 million.

[Note: in the State of Origin data series, Alaska's
third largest export to Mexico after gasoline was
soap/wax/dental products totaling $7 million in
2001. While this particular category can be found in
the state of origin database, no reference can be
found in the port series. The Division of Interna-
tional Trade and Market Development is currently
researching the details of this export that accounted
for 9 percent of Alaska's total exports to Mexico.]
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Alaska's Exports to Belgium
Highlights Yearly Totals « In Millions

B Alaska's exports to Belgium totaled $81.5
million in 2001, a decrease of 22 percent from
2000.

isa Belgium was once again Alaska's number one
export market for minerals.

& Belgium accounted for 22 percent of Alaska's
mineral exports in 2001.

Background

Belgium accounted for over one-fifth of Alaska's

mineral exports in 2001. It is the number one

importer of both zinc and lead ore from Alaska.

Belgium has few natural resources, subsequently, it

is a major importer of raw materials and exports 2001
large volumes of manufactured products. Alaska's
metal ore exports are primarily transported to
Belgium for smelting and then distributed mainly
throughout the European Union. Iron and steel are
major exports of Belgium, therefore matching
Alaska's raw material resources.

Oilier 8%

Belgium also imported approximately $700 thou-
sand worth of Alaska seafood, predominately
salmon. Held in Brussels annually, the European
Seafood Exposition, and Seafood Processing
Europe, are major events for seafood buyers and
sellers worldwide. These expositions, our trading
ties, and Belgium's connections to the rest of
Europe, represent an opportunity for Alaska
seafood distribution throughout the region.

Belgium has a population of over ten million people or roughly the same as Pennsylvania or Ohio. Belgium
built its modern economy by capitalizing on its central location in Europe and excellent transportation links to
become a distribution hub for the region. Two-thirds of Belgium's trade is with other European Union (EU)
nations, with 60 percent going directly to Germany. Belgium is one of the original members of the BU.
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Highlights

m Exports to Taiwan have decreased 30 plus
percent for the second year in a row, as Taiwan
continues to experience difficult economic
times. A growing number of international
companies have opted to establish direct
business relations with counterparts in China's
increasingly modernized large cities rather than
with or through cities like Taipei or Hong Kong.

m Although Alaska exports dropped, a significant
milestone was reached in 2001 for Alaska
service exports to Taiwan. An Alaska firm won
a bid with its joint venture Taiwan partner from
the Taiwan Environmental Protection Agency for
a significant ail spill response training contract.

The Division qf International nd
arE %eve(i mentasspsts a&a

usmesses {0 e port:

« Represented Alaska seafood and produce
industries at Mediphar, a "healthy living"
trade show in Taiwan.

» Conducted weeklong familiarization visit for
officials and executives interested in ail spill
response training. Visitors included repre-
sentatives from China Petroleum Corpora-
tion, Taiwan Environmental Protection
Agency, and Taiwan Coast Guard.

» Organized and conducted two well-received
videoconferences featuring Alaska environ-
mental experts. Over 50 Taiwan business
leaders, environmental specialists, research
scientists, and government officials partici-
pated from sites in Taipei and Kaohsiung.

Background

Alaska's Exports to Taiwan
Yearly Totals ¢ In Millions

Alaska's Exports to Taiwan
2001

Olher 11%

Wood 12%
Fertilizer 40%

Seafood 12%

Animal Feed 25%

In 2001, Taiwan's economy faced the most challenging circumstances of the past half-century. The economy
(GDP) registered 1.9 percent negative growth, with decreases in manufacturing production, the service sector

and private investment.

In addition, the unemployment rate increased to an all-time high of over five percent.

In spite of lackluster economic conditions in Taiwan, the demand for Alaska's goods and services continues.
Taiwan's affluent consumers are increasingly becoming aware of the benefits of high quality and healthy foods.
This growing awareness has created a window of opportunity for Alaska's virus-free seed potatoes. They are the
only imported seed potatoes allowed entry into Taiwan. Furthermore, there is also a growing concern for the
environment that has created demand for Alaska's expertise in the environmental service sector.

In 1989, Alaska was among the first American states to establish trade representation in Taiwan. Although
economic difficulties within Taiwan are stalling sales, Alaska's resources continue to be a good match for Taiwan's

consumer market.
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$45 miillion Alaska-based concrete island drilling
system, Glomar Beaufort Sea I, towed from
North Slope to Russia by Crowley Alaska Maritime
for use by Exxon Neftegas in Sakhalin.
Alaska-Chukotka Summit attracted 200 plus
Alaskans and a 25-person Chukotka delegation to
two days of meetings in Nome to discuss Alaska-
Chukotka cooperation.

Russian Far East regions turned to Alaska on a
continuing basis for services and for technical
assistance, which Alaska was able to provide with
USAID financial support.

Weekly scheduled air service to Kamchatka and
Magadan resumed, but state efforts to rebuild
other RFE air routes were complicated by new
security restrictions in the wake of the 9-11
attacks.

Alaska was selected to host the 7th annual
meeting of the West Coast-Russian Far East
working group at conclusion of the 6th annual
meeting in eastern Siberia. The Alaska event was
set for Sept. 17-19, 2002, in Anchorage.

a'shusinesses to

e Conducted an annual Russian Far East
business symposium in conjunction with the
Pacific Rim Construction Oil & Mining Expo
and Conference, focusing in 2001 on
Sakhalin and Magadan resource development
opportunities.

Bhe Dlivision of Intern&}io&aj Trade anti Market
eve as
export

opment assists

Alaska's Exports to Russia
Yearly Totals ¢ In Millions
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Alaska's Exports to Russia
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Tools

» Arranged public presentations and private consultations with U.S. and Russian Far East government
and business leaders in Alaska and in Russian Far East regions, with assistance from the State of
Alaska trade representative based in Yuzhno-Sakhalinsk. Disseminating information on opportunities

for Alaskans in the Russian Far East.

» Conducted a transportation roundtable to tackle the logistics problems created by the loss of some
direct RFE air routes and working with aviation specialists and private carriers in an effort to restore

aviation connections.

» Resolved logistics and bureaucracy to smooth cross-border activities. A prime example involve®
assisting Alaskans to win approval of visas so their Russian partners can travel to Alaska.

Background

While Alaska exports tc Russia rank outside the state's top export markets in commodity sales, Alaskans'
interest in the Russian Far East continues to rank at or near the top among Alaska's international trading
partners. Alaska services (ail field services, environmental services, engineering, technological, logistics,

training, etc.) are an integral part of Alaska-RFE business equation. Many other Alaska-RFE cross-border
activities, including tourism, exchanges (educational, scientific, cultural, Native), even humanitarian and

technical assistance have significant economic impact as well.
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Seafood Sector Report

m Seafood exports were up 15.1 percent in 2001
totaling $1.2 billion.

mi Seafood export? increased for the third
consecutive year, to the highest level since 1995.

eb 2001 ex-vessel value of salmon declined 21
percent from 2000 despite volume being up 7.6
percent.

N0 Seafood exports to Germany soared 576 percent
on the strength of pollock exports.

m Seafood exports to Korea, Alaska's second
largest overseas market increased over 75
percent.

Seafood is Alaska's number on export commodity
accounting for nearly 50 percent of all exports from
Alaska. Despite some well-publicized problems with
the salmon industry, Alaska's seafood exports
increased over 15 percent in 2001. This marks the
3rd consecutive year of growth in seafood exports.
Pollock and pollock roe were once again the main
factors for the increase in seafood exports.

Due to declines in exports of pollock from Russia,
Germany purchased large quantities of pollock from
Alaska. Germany jumped to Alaska's third best
overseas market for seafood in 2001 from number
seven in 2000. Following this trend, in recent years
there has been an increasing amount of seafood
being sold to European countries. Most of the
exports to Europe are groundfish such as pollock and
cod. With lower catches in the North Sea and North
Atlantic many of the European countries are looking
to Alaska to supply their seafood demand.

Seafood exports to Korea increased over $100 million
dollars in 2001 to total $237 million. Pollock prod-
ucts including roe and fillets were the primary
reasons for the increase. Despite the continuation of
the decade long economic downturn, Japan is by far
Alaska's number one market for seafood. Japan
accounted for over 55 percent of Alaska's total
seafood export market in 2001.

The salmon industry once again faced a difficult
challenge from stiff competition from farmed salmon
as well as low commercial harvests. Red (sockeye)
salmon, the state's most important salmon for export-
declined in ex-vessel value 38 percent in 2001.
Overall harvest of red salmon was down 21 percent
in 2001. Preliminary prices (estimates that do not
include any possible postseason adjustments) show
that on average fisherman received only 57 cents per
5888(1 for sockeye salmon in 2001 versus 76 cents in

Passport to Global Opportunities #2001 Annual Report ®Alaska Division of International Trade and Market Development

In

Seafood

Seafood Exports from Alaska

Millions

Alaska's Seafood Markets

2001

Alaska's Seafood Markets

angy
Cira
o
Tand
Ham
€ 1:¢
9 W
Telad%
0
0
Y0
China 4%
Griray Bo
ka0

2001

"R

Other 3%

B

17



ENErgy (Petroleum Products, LNG, and Coal)

Energy Sector RepOI't Energy Exports from Alaska
(Petroleum Products, LNG, and Coal)

ra Alaska's Energy exports such as ail, liquefied In Millions
natural gas, coal, and refined petroleum
products declined 48 percent in 2001 to $297
million.
Da The decrease was almost entirely attributable to
the decline in crude oil exports.

B3 Liquefied natural gas exports to Japan held
steady at $145 million for 2001.

m  Exports of value-added refined petroleum
products such as naphtha, gasoline, and fuel oil
increased 10 percent to $134 million in 2001.

Despite the large negative numbers, Alaska's report
card for energy exports would read a "B" perhaps
even a"B+." Almost all of the decline in energy
exports during 2001 can be attributed to the antici- ,
pated decline in exports of crude oil. Of all the Alaska's Energy Markets
exports, crude oil perhaps has the smallest benefit 2001

difference between product exported versus sold

domestically. Despite the decline in exports, ail of

the crude oil produced in Alaska has no problem in Japan 5202
finding a market.

Korea [ $29
The bright spot in energy exports was the 10 Singpore §[$15
percent increase in refined petroleum products such o
as naphtha, LNG, fuel oil, and gasoline. By adding China B S 14
value in state, Alaskans maximize the value of the )
natural resources produced in Alaska. Mexico
Canada H$9
LNG exports to Japan in 2001 marked the 34th Olher E53519
consecutive year Alaska has exported commercial 550 $100 99 5200 $250
quantities of LNG to Japan. An extended LNG
contract was signed between Alaskan sellers and
Japanese buyers. The new contract will run from Energy Exports from Alaska
2005 to 2009. 2001 coal exports to Korea were (Petroleum Products, LNG, and Coal)
also steady at over $16 million in 2001. However, 2001
there are concerns the coal contract will not be
renewed in 2002 due to intense competition from
Indonesian coal. Canada 3% Olher 6/
Mexico 3%
China 5 Japan 69%

Singaporl 5%

Korea 10%
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Mineral Sictor Report

si The overall value of the minerals industry in
Alaska is estimated to be $1,022 billion in 2001,
a 21 percent decrease from the $1,283 hillion
2000 value.

BB Total mineral exports were up 12.3 percent in
o9 2E())(g:lloration investment decreased 17 percent in

m Development expenditures decreased 40
percent in 2001.

bg The gross value of Alaska's mineral products
decreased 17 percent.

bh The price of zinc, Alaska's largest export

mineral, was 22 percent lower than in 2000.

In 2001, the State of Alaska resumed airborne

geophysical surveys under the auspices of the

Division of Geological and Geophysical Surveys

(DGGS).

%

Mineral exports were up 12 percent in 2001 from
$293 miillion to $329 million. The estimated value of
Alaska's mineral production in Alaska was $917
million in 2001, a decrease from $981 million in
2000. However, 2001 production at Red Dog mine
was comparable to 2000 levels, as mill upgrades
continued into the 4th quarter of 2001. Production
at Red Dog is expected to increase about eight
percent in 2002. Red Dog produced 571,000 tons of
contained zinc in 2001, versus 585,000 in 2000.
Greens Creek produced 64,000 tons in 2001, versus
84,000 tons in 2000. Total production was 635,000
tons in 2001, versus 669,000 in 2000.

Exploration investment was down from $34.9
million in 2000, to $23.4 million in 2001 as a result
of low metal prices. The low prices hindered the
abilities of companies to raise capital for mineral
exploration. Estimated mineral exploration was at it
lowest point since 1987.

The decrease of development expenditures resulted
primarily from the completion of the $105 million
Mill Optimization Project at the Red Dog mine in the
northwest region, offset by developments at Fort
Knox, Pogo, and True North mines.

Minerals

Minerals Exports from Alaska

In Millions
S
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Fatale
Fertilizer Sector Report

m Alaska's exported $190 million worth of
fertilizer in 2001.

(B Fertilizer is produced at the Agrium plant in
Nikiski.

m Total fertilizer exports were up 23 percent
in 2001.

n Alaska exported fertilizer to 13 countries
in 2001.

B5 Korea was Alaska's largest fertilizer
market in 2001.

bb Fertilizer exports to Mexico increased 80
percent in 2001.

m Alaska's fertilizer exports consist primarily of
Anyhdrous Ammonia and Urea (a concentrated
dry source of nitrogen).

es in 2001, total ammonia production was
700,000 tons and urea production was 1.1
million tons.

Background

The total value of Alaska’s fertilizer exports sur-
passed Alaska’s timber exports for the first time in
2001. Total fertilizer exports increased by 23 percent
in 2001. Alaska exported fertilizer to 13 countries,
with 46 percent going to Korea, and 25 percent to
Mexico. The majority of the fertilizer produced in
Alaska is destined for large-scale agricultural use.
Two types of products, ammonia and urea, are the
majority of Alaska's fertilizer exports. Production of
these two fertilizer products takes place at Agrium
Inc/s plant in Nikiski on the Kenai Peninsula. With
300 employees, Agrium is one of the largest private
employers in the region. The fertilizer production
process utilizes one of Alaska's abundant natural
resources (natural gas) and converts it to a value-
added product (fertilizer).

In addition to Agrium's large-scale fertilizer produc-
tion, several Alaska small businesses currently
produce plant food type fertilizer that is made from
organic ingredients such as, wood, ash, kelp,
seashells, and fishmeal.

Fertilizer Exports from Alaska
In Millions

Alaska's Fertilizer Markets
2001

589
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Fertilizer Products Exports from Alaska

2001
Canada 3% Olher 7%
Auslrailia 3%
Taiwan 7%

0
Thailand 9% Korea 46%
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Forest Products Sector Report

em Continued economic slump in Japan keeps
market demand and prices low for Alaska logs
and lumber,

ea 2001 was a difficult year for Alaska forest
56%%ucts as exports declined 26 percent from

Federally funded activities to reduce fire hazards and
create defensible space around Kenai Peninsula
communities are ongoing. This concerted effort
supports approximately 100 jobs in logging and
chipping spruce bark beetle killed timber for export
to Pacific Rim pulp mills. It is anticipated that the
beetle killed timber supplies will support this in-
creased level of activity for the next 5 to 10 years.

In June 2001, the USDA Forest Service awarded $2
million in grants for dry kilns and associated
equipment to seven Alaska companies. These
grants will dramatically improve the competitive
position of the Alaska industry. The grantees cover
a wide range of small to large-scale mills and
include primary lumber mills as well as specialty
secondary processors.

Continued economic difficulty in the Japanese
economy has reduced it's importance to Alaska
round log and lumber exporters. Over the past few
years, Alaska woods product exporters have
worked to strengthen their presence in Korea,
China, and other Asian markets. Their work and
Japan's market slump is clearly shown in the
destination pie chart. For the past few decades
Japan has purchased 70 to 90 percent of Alaska's

wood product exports.
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2001 Currency Movements

Japanese Yen Korean Won
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Foreign Direct Investment

Foreign direct investment (FDI) in Alaska plays a significant role in the development and growth of our
major industries. These investments are important not only because they generate tax revenues and
create jobs for thousands of Alaskans; they are also a vote of confidence in Alaska as a good place to do

business.

The U.S. Department of Commerce reports that investment in Alaska by U.S. affiliates of foriegn compa-
nies, as of 1999, totaled $28 billion. That total ranked Alaska thirteenth among all American states as a
recipient of FDI. While the majority of this amount is due to British Petroleum's investment at Prudhoe
Bay and the Trans-Alaska Pipeline, other significant investors include Canadian and Japanese firms in-
volved with seafood, mining and tourism operations in Alaska.

There are numerous examples. Marubeni Corporation of Japan owns North Pacific Seafoods which has
processing plants in six Alaska communities and employees over 500 workers. Another Japanese investor
in the Alaska seafood industry is Maruha. The company owns Western Alaska Seafoods in Kodiak and has
ownership stakes in Westward Seafoods and Alyeska Seafoods, both at Dutch Harbor. These companies

account for nearly 1,000 permanent and seasonal jobs.

Alaska's mining industry has attracted significant Canadian investment. Cominco, a Canadian firm, owns
Red Dog, the world's largest zinc mine located north of Kotzebue. Red Dog has invested over $600 million
in facilities at the mine. Two other Alaskan mining operations are also foreign owned: Fort Knox by
Kinross, based in Toronto and the Greens Creek Mine which is majority owned by Rio Tinto, a British

company.

In addition, foreign firms, mainly Canadian, spend considerable sums on mineral exploration in the state.
Records show that of the $804 million spend on exploration since 1981, about 60% ($482 million) was

carried out by non-U.S. companies.

The state's tourism industry also benefits from overseas investment. Kokudo, a Japanese company, for
example, owns the Alyeska Resort at Girdwood. The company has invested over $15r* million into the
hotel, tram and other facilities. The resort employs 400 workers seasonally, with an annual payroll exceed-
ing $12 million. In Anchorage, the Regal Alaskan Hotel, once owned by a Hong Kong company, has
recently been sold to one based in Singapore. Headquartered in London, P & O Princess Cruises PLC
operates the Princess Cruise Line whose ships call at ports in Alaska. The company has made direct

investments in four hotels in the state.

It is important to note that the FDI figures in this report do not reflect the money spent by these compa-
nies on payroll, procurement of supplies and services, taxes, and other significant contributions to the

communities where they have invested.

The Division of International Trade and Market Development works closely with many of these interna-
tional companies and provides information and assistance to others who are considering an investment in
our state. Though often a long-term proposition, success in attracting business and investment to the state

will pay dividends long into the future.
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Covermor's Bqorter of tre Year Avard

Each year the Export Council of Alaska organizes the Alaska Export Banquet in May, around the
time of "World Trade Week," as proclaimed by the U.S. Department of Commerce. During the
banquet, the Governor presents the coveted Governor's Exporter of the Year award.

"Trade is very important to Alaska," said Governor Tony Knowles. "This award gives the State
of Alaska an opportunity to recognize companies, both large and small, that expand our
economy and create good jobs for Alaskans."

Award Recipients
(Presented May 24, 2001)

2000

1999

1998
1997

1996

199

1994
1993
1992
1991
1990
1989
1988

1987
1986

Winner
Winner

Winner
Winner

Winner

Winner

Winner
Winner
Winner
Winner
Winner
Winner
Winner

Winner
Winner

VECO Corporation

Arctic Slope Regional

Corp.
Cominco Alaska Inc.
Reeve Aleutian

Alrlines and
Circumpolar

Expeditions

North Pacific
Processors, Inc.

Tesoro Alaska
Petroleum Company

ERA Aviation
Apocalypse Design
DAT/EM International
Cominco Alaska Inc.
Federal Express

Klukwan Forest Products

Sealaska Corp.
Sea Hawk Seafoods
Seley Corp.

Left to right: Lt. Governor Fran Ulmer; Pete Leathard, VECO
Corporation President; and Governor Tony Knowles.
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Alad@a’s Consullar Corps

CONSULATE GENERAL OFFICE

Consulate General of Japan

3601 C Street, Suite 1300, Anchorage, AK 99503
Phone: (907) 562-8424 Fax: (907) 562-8434
e-mail: cgjpnak@ptialaska.net

Consul General Kazuo Obinata
Consul Kenichi Okada

Consul Yoshitsugu Shikada
Consul Satoshi Ozawa

Vice Consul Fusaji Saikawa

HONORARY CONSULS

Austria

Honorary Consul Walter J. Hickel, Jr.

Consulate of Austria

939 W. 5th Avenue, Anchorage, AK 99501
Phone: (907) 343-2280 Fax: (907) 343-2211

Belgium

Honorary Consul Carl FE Brady, Jr.

Consulate of Belgium

PO Box 107502, Anchorage, AK 99501

Phone: (907) 276-5617 Fax: (907) 257-6394

Canada

Honorary Commercial Representative

Ron C. Sheardown

Consulate of Canada

3512 Campbell Airstrip Road

Anchorage, AK 99504

Phone: (907) 333-1400 Fax: (907) 333-1800

Czech Republic

Honorary Consul Frank Nosek

Consulate of the Czech Republic

310 K Street, Suite 601, Anchorage, AK 99501
Phone: (907) 274-2602 Fax: (907) 258-2001

Denmark

Honorary Consul Frank Danner

Royal Danish Consulate

3111 C Street, Suite 100, Anchorage, AK 99503
Phone: (907) 261-7600 Fax: (907) 261-7670

Finland

Honorary Consul Wayne A. Stolt

Consulate of Finland

1529 P Street, Anchorage, AK 99501

Phone: (907) 274-6607 Fax: (907) 279-2060

France

Honorary Consul Colette LaRose

Agence Consulaire de France

2606 C Street, Suite 3

Anchorage, AK 99503

Phone: (907) 222-6232 Fax: (907) 222-6072

Germany

Honorary Consul Bernd C. Guetschow
Consulate of the Republic of Germany

425 G Street, Suite 650, Anchorage, AK 99501
Phone: (907) 274-6537 Fax: (907) 274-8798

Iceland

Honorary Consul Bjartmar "Bart" Sveinbjdrnsson
Consulate of Iceland

9550 Midden Way, Anchorage, AK 99507

Phone: (907) 338-3535 Fax: (907) 786-4607

Italy

Honorary Consul Victor Montemezzani
Consulate of Italy

P.O. Box 242241, Anchorage, AK 99524

Phone: (907) 762-7664 Fax: (907) 762-7663

Korea

Honorary Consul William H. Bittner

Consulate of the Republic of Korea

1127 West 7th Avenue, Anchorage, AK 99501
Phone: (907) 276-1550 Fax: (907) 276-3680

Mexico

Honorary Consul Lina Ruiz

Consulate of Mexico

3000 Rosaline Loop, Anchorage, AK 99507
Phone: (907) 265-2942 Fax: (907) 265-2070

Norway

Honorary' Consul Anton Z. Meyer

Royal Norwegian Consulate

203 W. 15th Avenue, Suite 105

Anchorage, AK 99501

Phone: (907) 279-6942 Fax: (907) 279-4912

Russian Federation

Honorary Consul Steve R. Smirnoff

Consulate of the Russian Federation

3581 Kachemak Circle

Anchorage, AK 99515-2337

Phone: (907) 349-5481 Fax: (907) 522-1489
Email: bahamas@alaska.net

Seychelles

Honorary Consul Harold Green

Republic of Seychelles

P.O. Box 111909, Anchorage, AK 99511-1909
Phone: (907) 244-5375 Fax: (907) 345-5607

Slovac Republic

Honorary Consul Andrea Quam
6623 Lunar Drive (Baxter Bog)
Anchorage, AK 99504

Phone: (907) 338-3085  Fax: (907) 258-5167

Spain

Honorary Vice Consul Robert Gonzalez
Consulate of Spain

14900 S. Windsor Circle, Anchorage, AK 99516
Phone: (907) 345-5747 Fax: (907) 345-5867

Sweden

Honorary Consul Ed Rasmuson

Consulate of Sweden

301 W. Northern Lights, Anchorage, AK 99503
Phone: (907) 265-2927 Fax: (907) 265-2068

United Kingdom

Honorary Consul Diddy R.M. Hitchins, Ph.d.
British Consulate

University of Alaska Anchorage

3211 Providence Drive, Anchorage, AK 99508
Phone: (907) 786-4848 Fax: (907) 786-4647
Email: AFDHI@uaa.ak.us
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Sister Stat
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Sister States/Provinces

Heilongjiang Province, China
Khabarovsk Region, Russia

Sister Cities

Anchorage

Fairbanks

Fairbanks North Star Borough
Homer

Juneau

Kenai
Ketchikan

Kotzebue
Nome
North Pole
Palmer
Petersburg
Savoonga
Seward
Sitka
Soldotna
Unalaska
Wasilla
Wrangell
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s & Sister Grtaes

Chitose, Japan

Darwin, Australia
Incheon, Korea
Magadan, Russia
Tromso, Norway
Whitby, England
Aix-Les-Bains, France
Mo-I-Rana, Norway
Tainan City, China
Yakutsk, Russia

Teshio, Japan

Yelisovo, Russia
Camiling, Phillipines
Chai-I Township, China
Lenin District, Vladivostok, Russia
Whitehorse, Canada
Okha, Sakhalin Island, Russia
Prince Rupert, Canada
Kanayama, Japan
Lavrientiya, Russia
Proviueniya, Russia
Itadori-Mura, Japan
Saroma, Japan
hrimmerfest, Norway
Sereniki, Russia
Obihiro, Japan

Nemuro, Japan

Nogiiki, Sakhalin, Russia
Petropaviovsk-Kamchatsky, Russia
Mirniy, Russia

Noshiro, Japan
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Division,of International Trade & °
Market Development

Department of Community and Economic Development

Mission Statement

As adopted by the 22nd Alaska State Legislature, the mission of the Division of International Trade and
Market Development (ITMD) is to increase international trade and investment in Alaska.

Core Functions of the Trade Program

Assist Alaska Companies Sell Their Goods and Services Overseas

m

El

B9

SB

CONNECTING BUYERS AND SELLERS — experienced trade specialists in Alaska and state trade
representatives abroad locate overseas buyers and help overseas buyers connect with Alaskan
suppliers.

OVERSEAS REPRESENTATION- the division maintains active trade representation in Tokyo, Japan;
Seoul, Korea; Taipei, Taiwan; and Yuzhno-Sakhalinsk, Sakhalin.

TRADE MISSIONS, OUTBOUND AND INBOUND- ITMD leads business missions to and from targeted
markets and arranges seminars, presentations and one-on-one meetings with potential customers.
TRADE SHOWS- the division promotes Alaska products and services at major trade and catalog shows,
and assists Alaska companies to follow up on leads generated by trade show participation.

PROMOTE ALASKA AS A LOCATION FOR FILM PRQIECTS- The filming of motion pictures, television
programs, advertisements, documentaries and catalog shoots are projects that will bring significant
dollars into the Alaska economy

RECRUIT BUSINESS AND INVESTMENT TO ALASKA-Growth and diversification of the economy creates
expanded job opportunities for Alaskans. The division promotes Alaska as a location for companies

seeking to relocate or expand.

Provide Information
Bfit WEB SITE— information on Alaska's top export markets is continually updated and posted on the

»

oh

division's web site. A variety of division publications are accessible by visitors to the site. In addition,
the site provides linkages to public and private sector trade organizations.

NEWSLETTERS- the division produces and distributes a regular series of reports that provide
information and analysis cn trade opportunities, market conditions, currency and commodity price
movements and other developments with potential impact on Alaska exports.

TRADE SEMINARS—- ITMD presents seminars designed to help Alaska firms gain the information and
technical expertise necessary to conduct international business and more effectively compete in the
global marketplace.

CUSTOMIZED REPORTS- In response to requests from the private sector, the division prepares
customized reports on specific market opportunities.

Advance Government-to-Government Relations
(SI OPENING DOORS- In Alaska's major export markets, an introduction by government can play an

n

important role in fostering successful business relationships.

ADVOCATING FOR ALASKANS- ITMD acts as a liaison and advocate in foreign markets, finds
information on policies and procedures, and works to resolve difficulties that can arise when doing
business in an unfamiliar environment.

INVESTMENT PROMOTION- The division promotes investment in Alaska development projects through
government-to-government contacts as well as contacts with private sector companies.

MULTIPLYING OPPORfUNITIES— In order to better serve the state's trade community, the division is co-
located with the U.S. Department of Commerce, Alaska Export Assistance Center, bringing Alaskans the
resources of both state and federal governments. ITMD also works closely with private trade
organizations such as World Trade Center Alaska and the Export Council of Alaska, and industry
organizations such as the Alaska Seafood Marketing Institute and the Resource Development Council.  J
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Division of Investments

Department of Community & Economic
Development

House Community & Regional
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Division of Investments Overview



ALASKA DIVISION OF INVESTMENTS
DEPARTMENT OF COMMUNITY AND ECONOMIC DEVELOPMENT
Duties & Responsibilities

Administration of Loan Programs

The Alaska Division of Investments (the Division) administers and services 15 loan programs under the Department of
Community & Economic Development. These programs were primarily designed lo promote economic development
through direct state lending in industries that are not adequately serviced by the private sector.

Active lending is available in four loan programs: Commercial Fishing, Fisheries Enhancement, Small Business Economic
Development, and Rural Development Initiative Fund. These loan programs strengthen and diversify Alaska's economic
base by supporting a self-sustaining private structure. Private sector financing for these programs is generally not feasible
due to constraints on the types of collateral available or because of the high-risk nature of these loans.

The Division provides loan servicing for eight inactive loan programs. These programs do not have funding available for
new loans; however, the Division continues lo collect payments which are returned to the General Fund.

Servicing Other State Agencies' Loan Portfolios

The Division provides loan servicing in eight portfolios for four state agencies - the Alaska Industrial Development and
Export Authority, and the Alaska Departments of Military and Veterans Affairs, Health and Social Services, and

Environmental Conservation.

The combined functions (approval, servicing, collections, and data processing) can be performed more efficiently when
they are consolidated into one agency. The complexities involved in some of these functions (e.g., bankruptcies,
foreclosure, hazardous waste investigation, and repossessed properties) require a level of expertise that is easier to support
when consolidated. These agencies find it more cost effective to have the Division perform these functions.

Statistics as of June 30, 2002

Number of Loans Principal Balance Outstanding
DCED Loans 2139 1498219
Other Accounts* 976 501470
Other Agencies' Loans 206 105456
Other Accounts* 39 8141
TOTAL 3,420 211,328.6

*Other accounts include judgments, deferred interest, accounts receivable, and repossessed property.

January 29, 2003 1
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ALASKA DIVISION OF INVESTMENTS

Loan Fund

Alternative Technology & Energy

Revolving Loan Fund (RLF)
AS 45.88010. -080
3AAC 78010-900

Enacted in 1978
Inactive since 1986

Child Care Facilities RLF
AS 4432240 -275
3AAC 82010-900

Enacted in 1976
Inactive since 1986
Historical District RLF
AS 45.98010-.070
3AAC 83010 -900
Enacted in 1980
Inactive since 1986
Mining RLF
AS 27.09.010-.060
3AAC 87.010-900
Enacted in 1980
Inactive since 1986

Residential Energy Conservation RLF

AS 4589.010-.070
3AAC 79.010-.900
Enacted in 1980
Inactive since 1986
Small Business RLF
AS 45.95,010-.080
3AAC 86,010 -900
Enacted in 1971
Repealed in 1981
WWII Veterans RLF
AS 26.14.010-.160
3AAC 41.010-900
Enacted in 1946
Repealed in 1980
Water Resources RLF
Enacted in 1946
Repealed in 1980

Inactive Loan Programs

Purpose
Purchase, construct and

energy-intensive technology.

Construct or renovate a child carc
facility or purchase equipment for
child care facility.

Restore, improve, rehabilitate, anc
maintain historical buildings.

Advanced mineral exploration anc
mining development.

Energy conservation improvements
on existing buildings.

Acquire, finance, refinance, o
equip businesses.

‘ersonal loans up to $10,000; multi
amily loans up to $110000;
jusiness loans up to $125,000,

Capital - construction projects for
lydroelectric  generation  and
notable water supply.

. insta |
alternative energy systems; develo 3
“and implement less costly, less

Maximum Loan
5% interest on loans
under $15000

15%interest on loans
$15,000 to $30000

20 year maximum term
$50,000 maximum loan

20 year maximum term

7% interest rate
$250,000 maximum loan

30 year maximum term

7.5% interest rate
B million maximum loan

15year maximum term

100% interest rate
$5,000 maximum loan

10year maximum term

Interest rate tied to the
market rate.

$500,00 maximum loan

15year maximum term

95% interest rate
30 year maximum term

9.5% interest rate

No maximum amount

S0year maximum term
95% interest rate



ALASKA DIVISION OF INVESTMENTS
DEPARTMENT OF COMMUNITY AND ECONOMIC DEVELOPMENT
Commercial Fishing Revolving Loan Fund
Historical Summary
(Dollars in Thousands)

AS 16.10.300 - .370; enacted in 1972 3 AAC 80.010 -.900

Mission: It is the policy of the state, under AS 16.10.300 - 16.10.370, to promote the rehabilitation of the state's
fisheries, the development of a predominantly resident fishery, and the continued maintenance of commercial fishing

gear and vessels throughout the state by means of long-term low interest loans.

PURPOSE

SECTION A: $300,000 Maximum
Purchase limited entry permits; upgrade existing
vessels to improve the quality of Alaska seafood.

SECTION B: $100,000 Maximum

Purchase limited entry permits, vessels or gear;
repair, restore or upgrade existing vessels or gear.

SECTION C: $300,000 Maximum
Purchase quota shares for the halibut or sablcfish

fisheries.

SECTION 10: Refinance

Refinance existing CFRLF loans to allow borrowers
to take advantage of lower interest rates when they
oceur.

SECTION 11: Refinance up to $300,000

ELIGIBILITY
© Alaska resident for the past two years and:

© Active in fishery for 3 of the past 5 years, including the
the year prior to the date of application.

@No other occupational opportunities available in area
of residence, or economically dependent on commercial
fishing for a living.

© Intended for individuals that do not qualify for other
sources of financing.

© Possesses a permit or crew license.
© Active participant in fishery for 2 of the last 5 years.

© Qualifies as a transferee for quota shares.
© Not eligible for financing from other commercial

lenders.

© Loan must be in good standing.

Refinance debts incurred by a borrower to purchase a  ® Qualifies for a loan under section A, B, or C.

commercial fishing vessel or gear.

Interest rate: Fixed rate at Prime +2%, not to exceed 10.5% (Product quality improvement is Prime -2%)

Maximum loan term: 15 years

Statistics as of June 30, 2002

Total appropriations to RLF:; 60.201.0
Total appropriations from RLF; 74.707.1
Net of appropriations: (14,506.1)
Total number of loans committed: 5,162
Total dollars committed: 358,152.6

January 29, 2002

Last appropriation RLF; FY85 3,710.0

Number of accounts outstanding: 2697

Principal amount outstanding: 92,5656
4



ALASKA DIVISION OF INVESTMENTS
DEPARTMENT OF COMMUNITY AND ECONOMIC DEVELOPMENT
Fisheries Enhancement Revolving Loan Fund
Historical Summary
(Dollars in Thousands)

AS 16.10.500 - .560; enacted in 1976 3 AAC 81.010-.900

Mission: It is the policy of the state, under AS 16.10.500 - 16.10.560, to promote the enhancement of the state's
fisheries by means of grants for organizational and planning purposes to regional associations described in AS
16.10.510 that have qualified under AS 16.10.380, and by means of long-term, low interest loans for hatchery
planning, construction, and operation as well as planning and implementation of enhancement and rehabilitation
activities including, but limited to, lake fertilization and habitat improvement.

Purpose: Loans are available for planning, construction, and operation of fish hatchery facilities, including pre-
construction activities necessary to obtain a permit, construction activities to build the hatchery facility, and the

costs to operate the facility.

Eligibility: Loans may be made to qualified regional associations or private, nonprofit corporations who have
obtained a private, nonprofit hatchery permit from the Alaska Department of Fish and Game (ADF&G). Loans
may also be made for planning and pre-construction purposes prior to receipt of a hatchery permit from ADF&G.

Maximum loan amount; $10,000,000

Maximum loan term: 30 years

Interest rate: Fixed rate at prime +1%, not to exceed 9.5%

Refinance: Refinancing is available for existing Fisheries Enhancement Revolving Loan Fund Loans.

No repayment of the principal is required for an initial period of six to ten years; no interest on the principal
accrues during that period.

Statistics as of June 30, 2002

Total appropriations to RLF; 84,660.3  Last appropriation from the General
Fund: FY9%4 2,068.2
Total appropriations from RLF; (5,881.3)
Net of appropriations 78,779.0  Last transfer fromthe Commercial
Fishing RLF: FY95 9934.9
Total number of loans made: 212
(Life of program)
Total dollar amount of loans made: 1156375 Amount of payments received on all
(Life of program) |loans for life of program: 51,815.2
Number of accounts outstanding: 292
Total outstanding balance: 103,719.8

January 29, 2003



ALASKA DIVISION OF INVESTMENTS

DEPARTMENT OF COMMUNITY AND ECONOMIC DEVELOPMENT
Rural Development Initiative Fund
Historical Summa
(Dollars in Thousands)

AS 44.88.600 - .620; enacted in 2000 AAC 99.825 - .59

Background: The Rural Development Initiative Fund (RDIF) was created in 2000 to provide financing to small
businesses creating jobs in rural communities. The program was developed to replace a similar program
administered for many years by the former Department of Community and Regional Affairs. The fund is owned by
the Alaska Industrial Development and Export Authority (AIDEA); however, the program is administered by the
Alaska Division of Investments (ADI) through a servicing contract. The fund is revolving and requires no general
fund appropriations. A total of 89 jobs have been created or saved as a result of these loans.

Purpose: Financing is available for working capital, equipment, construction, or other commercial purpaoses.

Eligibility: ~ © Loans may only be made to businesses located in acommunity with a population of 5,000 or
less that is not connected by road or rail to Anchorage or Fairbanks, or with a population of
2,000 or less that is connected by road or rail to Anchorage or Fairbanks.
® Loans irust result in the creation of new jobs, or the retention of existing jobs in the eligible

community.
© A reasonable amount of non-state funding must be included as a part of the total project cost.

Maximum loan amount: One person: $100,000
Two or more persons: $200,000

Maximum loan term: 25 years

Interest rate: Prime - 1% not less than 6% per year

Statistics as of June 30, 2002

Total appropriations to RLF 2,250.5
Total appropriations from RLF (43,0)
Net of appropriations to RLF 2,207.5
Total number of loan: committed: 14 Number of accounts outstanding: 14
Total dollars committed: 1,838.2 Principal amount outstanding: 1,3744
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ALASKA DIVISION OF INVESTMENTS
DEPARTMENT OF COMMUNITY AND ECONOMIC DEVELOPMENT
Small Business Economic Development Revolving Loan Fund
Historical Summary
(Dollars in Thousands)

AS 44.88.400 - .430; enacted in 1987 3 AAC 99.800 - .820

Background: The Small Business Economic Development (SBED) was created in 1987 to finance the start-up
and expansion of small businesses that create significant long-term employment in areas of the state that were
experiencing economic difficulties. The fund was initially capitalized through a federal grant from the
Economic Development Administration (EDA) as well as matching funds from the stale. The fund is owned by
the Alaska Industrial Development and Export Authority (AIDEA), however, the program is administered by the
Alaska Division of Investments (ADI) through a servicing contract. The fund is revolving and requires no
general fund appropriations. A total of 399 jobs have been created ¢ saved as a result of these loans.

Purpose: To provide private sector employment, and financial assistance towards the start-up and expansion of
businesses.

Eligibility: ® The applicant must meet the definition of "'small business™ according to the Small

Business Administration.
® The applicant must be unable to obtain private financing for the entire project; however, at

least half of the project costs must be privately funded.
© Loan funds may not be used to reimburse costs incurred prior to submitting an application.

Maximum loan amount: $300,000
Maximum loan term: 20 years

Interest rate: Prime -4%, not less than 4%

Statistics as of June 30, 2002
Total Federal giants to RLF 4,681.4
Total State match to RLF 1736.7

Total appropriations from RLF

Net of appropriations to RLF 6,418.1
Total number of loans committed: 64 Number of accounts outstanding: 42
Total dollars committed: 5948.0  Principal amount outstanding- 3,536.9

January 29, 2003



ALASKA DIVISION OF INVESTMENTS
DEPARTMENT OF COMMUNITY AND ECONOMIC DEVELOPMENT
Significant Issues for FY04

Salmon Industry

The commercial fishing industry continues in flux as world markets adapt to the changing supply of fish
from fish farms as well as the more traditional fishing fleets. The salmon markets have been significantly
affected, and as a result they have been extremely volatile for the past several years. It is vitally important
that Alaska maintains its place in the worldwide salmon market during these challenging times. Both the
Commercial Fishing Revolving Loan Fund and the Fisheries Enhancement Revolving Loan Fund depend
heavily on the fish runs and the profitability of the fishing industry. Reduced prices and lack of fish
returns in some fisheries has resulted in significant difficulties for many of our borrowers. Fortunately, the
statutes provide the flexibility needed to craft solutions to payment problems and the Division has
dedicated significant resources in the past few years to these efforts. It is anticipated that similar efforts

will continue in FY04.

Salmon Industry Task Force Process

The 22nd Alaska State Legislature convened a task force to address the crisis facing the salmon industry.
Their goals are to evaluate the State's statutory framework for Alaska's wild salmon industry as well as
current industry practices and to make recommendations for statutory, regulatory and structural changes
that will improve the industry. The Division of Investments may play an important role in these
restructuring efforts. The Division was selected as a Resource Agency for the Task Force Finance
Subcommittee and has participated in their meetings in an advisory capacity. The Division's participation
in this process and the implementation of the committee's final recommendations will be extremely

important.

Loan Servicing Software Replacement

The software package currently being used by the Division was purchased in the early 1980's and has
extremely limited capabilities. A replacement system is needed to provide loan origination functions such
as application tracking, document creation and management. It is also needed to provide accurate and
timely information to management, the legislature and the public. The 22nd Alaska State Legislature
approved a $550,000 capital request to replace this software and preliminary work, including a project
plan, has been completed. The Division has begun the process of selecting the most appropriate package
available and anticipates the purchase and installation to take place in FY04.



ALASKA DIVISION OF INVESTMENTS
DEPARTMENT OF COMMUNITY AND ECONOMIC DEVELOPMENT
Accomplishments in FY02/03

Refinancing - Commercial Fishing Revolving Loan Fund

As 16.10.310(a)(10) allows commercial fishing borrowers to refinance existing Commercial Fishing Revolving
Loan Fund loans to take advantage of reduced interest rates when they occur. The Division developed a
streamlined application process and procedures to assist borrowers in their refinancing efforts. During the past
fiscal year interest rates have declined dramatically and as a result the Division processed over 1,300 refinancing
applications. The Division anticipates continued interest in the refinancing program for the remainder of FY03,

Refinancing - Fisheries Enhancement Revolving Loan Fund

Legislation was passed last session that allowed borrowers under the Fisheries Enhancement Revolving Loan Fund
to refinance existing loans to take advantage of reduced interest rates. The Division developed a streamlined
application process and procedures to assist borrowers in their refinancing efforts. During the past six months the
Division processed 73 refinancing applications and anticipates a similar level of refinancing activity during the

remainder ofFY03.

Volunteer Tax and Loan Program

The Division supported the Volunteer Tax and Loan Program (VTLP) through a fisheries business development
contract with the Alaska Business Development Center, Inc. (ABDC). This program involves a cooperative effort
between the Division, the Alaska Business Dvelopment Center, the Internal Revenue Service and the University of
Alaska. The program has been operating successfully since 1996 and the focus continues to be rural harvesting
communities targeted by the IRS as having tax compliance issues. Teams comprised of advanced accounting
students and tax supervisors, as well as an ABDC consultant traveled to each community to provide tax preparation,
loan assistance, as well as, business and financial counseling. Twenty trips were made to assist 56 communities in
seven Alaskan regions (Interior, Yukon Delta, Western, Southeast, Bristol Bay, Kodiak and Pribilofs) during the
months of February and March. Overall, ABDCs VTLP assisted 3,628 individuals and prepared 1,88'. tax returns.
A total of $1,820,538 was refunded and put back into the communities.

The VTLP has received national recognition on two occasions. In August of 2001, the program was selected by the
National Association of Development Organizations (NADO) to receive a 2001 Innovation award. In 1999, the
program received an award for Innovative Approach to Non-Profit Management from the Peter F. Drucker

Foundation located in New York.

Outreach
Division staff travel to communities around the state each year to distribute program information and help

borrowers facing payment difficulties. The Division also participates in a variety of forums, conferences and
fisheries related meetings each year.

Telephone Payments
Existing borrowers are now able to make loan payments over the telephone. This program was created to help

borrowers avoid payment problems related to mail delays.
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Program ContactInformation

Alaska Division of Invesments
Juneau Office

Mailing Address:

Alaska Division of Investments
P.O. Box 34159

Juneau, Alaska 99803

Physical Address:

Alaska Division of Investments
3032 Vintage Blvd. Suite 100
Juneau, Alaska 99801

Office Telephone Numbers:

Voice: 907.465.2510
Fax: 907.465.2103

Alaska Division of Investments Web site;

Alaska Division of Investments Toll Free Number:

Alaska Business Development Center, Inc.

Mailing/Physical Address:
3335 Arctic Boulevard, Suite 203
Anchorage, Alaska 99503

Web site:  wwwv.abdc.org

Office Telephone Numbers:
Voice: 907.562.0335
Fax: 907.562.6988

Toll free number: 1.800.47S.FISH (3474)
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Alaska Division of Invesments
Anchorage Office

Mailing Address:

Alaska Division of Investments
550 W. 7th Avenue, Suite 1650
Anchorage, Alaska 99501-3568

Physical Address:

Alaska Division of Investments
550 W. 7th Avenug, Suite 1650
Anchorage, Alaska 99501-3568

Office Telephone Numbers:
Vo’,e: 907.269.8150
Fax: 907.269.8147
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Introduction

In May 2002, at the request of Senator Kim Elton, then Director Bob Lohr agreed that the Division
of Insurance (Division) would undertake a review of the insurance industry’s use of a consumer’s
credit history for underwriting and rating personal lines insurance policies in Alaska.

This report is based on a survey the Division sent to all insurers writing homeowners or personal
auto insurance in Alaska. The purpose of the survey was to give the Division a broad overview of
how credit history impacts the Alaska market and to identify issues that would be reviewed more

closely in market conduct examinations. 1
Summary of Conclusions

Based on the limited data received and evaluated so far, the use of insurance credit scoring in Alaska
appears to have different effects on different groups of Alaskan insurance consumers. The survey
data indicates that rural Alaska policyholders are more likely to be placed in the nonstandard
markets than are urban policyholders. The survey data also suggests that there is a trend for older
consumers to move from the preferred market to the standard market and even nonstandard market
with increasing age. A determination whether the policyholder distribution between preferred,
standard and nonstandard markets is due primarily to credit history or other underwriting and rating
factors is premature. However, the limited data do suggest that unequal effects exist on consumers
with varying income and ethnic characteristics. In the aggregate, consumers that reside in higher
income/high percentage Caucasian zip codes may be less impacted by the use of the consumer's

credit history.

Since insurers have the burden ofjustify_inﬂ_that the use of credit history does not violate Alaska’s
laws, some restriction on the use of credit history would protect the public.

What is insurance credit scoring?

An insurance credit score, sometimes referred to as a credit-based insurance score or insurance
score, is a number de\eloped from a mathematical algorithm or computer model based upon _
information taken from a consumer's credit report. This number is used by insurers to assist them in
predicting a consumer's future loss potential.

An insurance credit score is calculated from a complex formula that uses information such as the
number of bankruptcies, {ud_?men_ts or tax liens, the number of late payments, the number of
accounts that are satisfactorily paid, the number of credit related inquiries, and the ratio of debt to
account limits that appears on a consumer's credit report.

Insurance companies continually look for ways to reduce their expenses. One of the ways in which
they do this is by reducing their'exposure to risk. An insurer can reduce its exposure to nsk by either
not WI’ItInP policies for consumers who present a high risk or by adequately pricing policies for the
exposure level of the consumer. Insurers believe that using a consumer's credit history helps them
more accurately evaluate nsk and determine the right Iprlce for the consumer. This belief is based
upon statistical analyses performed by insurers as well as by agencies that collect credit information.
According to insurers, these statistical analyses show that there is a strong correlation between
insurance risk and a consumer's credit-related behavior.

1As pan of its study, the Division is also conductin'; market conduct examinations of three insurance companies related
to their use of credit scoring. These market conduct examinations are not vet complete. Because Alaska statutes provide
procedures for the examinee to comment on the examination report before the director adopts it. results from the market

conduct examinations are not included in this report.

Insurance Credit Scoring in Alaska



Issues of concern regarding credit scoring

Leading up to the Division’s review of the use of credit scoring in Alaska, we heard concerns about
credit scoring from consumers, insurance producers (agents and brokers) and the Legislature.

Consumer Issues
Consumers have expressed concern over an insurer’s use of credit history for the following reasons:

1 A cause-and-effect relationship between an individual’s credit related behavior and propensity
to file insurance claims has not been demonstrated. - S

2. Access to credit history is considered an invasion of privacy and providing unique identifying

![ﬂf%rmatlon, such as a'social security number, potentially exposes the consumer to identity

eft,

Credit repons may contain incorrect information.

Cor_rectln? erroneous credit reports can be a long process. _ _ o

Individuals who have exceptional life circumstances that adversely impact their credit (identity

theft, medical-related debts, etc.) are doubly penalized. - o

Cotnsumeés wdho do not use credit may pay more for insurance than if their credit history were

not considered.

Lack of information on what constitutes good or bad credit characteristics and the complexit

of the process for calculating an insurance credit score does not allow a consumer to know if he

or she Is being treated fairly. o _

8. Shopping around for insurance may cause the consumer’s credit rating for lending purposes to
be lower if the lender considers the number of inquiries in calculating a credit score.

Producer Issues

Insurance producers have expressed concern over the use of credit history in rating and underwriting
insurance policies for the following reasons:

L Some insurers do not allow the producer to p:ovide a premium quote if the consumer does not
have a high enough insurance credit score. _ _
2. Limited educational material is available to help the producer explain a very complex issue to a

consumer.
3. Screening applicants for insurance coverage based upon credit history is just another means to

redline" certain geographical areas or minori .?FOUPS- _ _
4. Asking for social security numbers and the inability to offer quotes without a credit check mas

erode the important relationship between a producer and the consumer.

Legislative Questions

L Iscorrelation betsveen credit history and loss potential sufficient support for the industry to be
able tIQ tgjlg)e a consumer’s credit history or should the industry be required to also demonstrate
causality?

Are victims of identity theft further victimized by credit scoring?

Does it make sense for a consumer to be able to qualify for a home loan but not be able to
qualify for homeowner’s insurance coverage? _ _ _

Why do otgerwwe similarly situated consumers sometimes pay dramatically different
premiums’ _ _ _ _

If consumers and regulators do not know the rules of the insurance credit scoring game, him
can the interests of Alaskans be protected?

o1 &~ wn

‘ Redlining is a term used to mean that a particular group of consumers is experiencing difficulty in obtaining insurance
coverage. The most restrictive use of the term means that there is literally a line drawn on a map arounJ a particular
geographic area in which an insurer does not want to offer coverage.

Insurance Credit Scoring in Alaska



Are there Fair Credit Reportin? Act conflicts? _ _

When insurance companies outsource insurance credit sco_rmg are they able to adequately
oversee the practice so that consumer interests are not at risk? _ _
Why is 1)t that insurance producers split with insurance companies on theissue  uf credit
scoring’

Can théq Division of Insurance ban the use of credit scoring in establishing rates? _
Can the director of the Division of Insurance use the Division’s rulemaking authority to find
that the use of credit history in the underwriting process is an unfair trade practice?

Existing Regulatory Framework

Rales and Rating Plans

Alaska Statute (AS) 21.39 provides ?wdellnes for acceptable rates and rating plans used in Alaska.
AS 21.39.030 requires that a rate not be excessive, inadequate or unfairly discriminatory. AS
21.39.030 also requires that in making rates, insurers consider past and prospective loss experience,
reasonable underwriting profit and expenses. If risk classifications are used, the insurer must
demonstrate that the standards used for measuring differences in hazards or expenses have a

probable effect on losses or expenses.

AS 21.39.040 requires every insurer to file with the director every rate, rating plan, rating schedule
and rating rule that the insurer proposes to use. Hach filing must include supgaort for the proposed
rates and rating plans to demonstrate that the filing meets the standards in AS 21.39.030. The
director has au hOI’I_t?{ to request additional information from the insurer to assist the director in
determining if the filing meets these standards. The director may disapprove a filing unless it
demonstrates that the proposed rates or rating plan are not excessive, inadequate or unfalrlx N
discriminatory. A filing and all supporting information is open to public inspection after the filing

becomes effective.

AS 21.36, the trade practices chapter also would apply to rating plans and. in particular, prohibits
unfair discrimination. Under AS 21.36.090(c):

A person may not make or permit arbitrary or unfair discrimination between insureds or
property having like insuring or risk characteristics, in the Preml_um or rates charged for a

policy or contract of pr_cg)eréy, casualty sure_tty, marine, wet marine or transportation
insurance, or in the dividends or other benefits payable on the insurance, or in the selection of

it, or in any other terms and conditions of the instirance.

Beginning in 2002. the Division asked insurers who submit personal lines rale filings that.include the
use of credit history in their rating plans to comply with certain new minimum standards." These
minimum standards were developed from testimony provided to the legislature during the 2002
legislative session. These minimum standards are;

L Aninsurer should not impose a surcharge based on the absence of credit history or inability to
determine the consumer’s credit history. o _ _

2. Aninsurer should not use the number of inquiries, medical information, particular tvpe of
credit card, or total line of credit in determining a consumer’s credit score. _

3. Ifapolicy is rated using disputed credit history, the insurer should rerate the pohc\ retroactive
to the effective date of the policy if the consumer resolves the dispute under the Fair Credit
Reporting Act process and notifies the insurer that the dispute has been resolved.

Two insurers revised their previously approved auto ratinqbplans to comply with these minimum
standards. One filing from a third insurer is under review by the Division at this lime.

" The Division also recommends similar minimum standards with respect to underwriting.

Insurance Credit Scoring in Alaska 3



AS 21.39.090 requires that every insurer, upon written request by the insured, shall furnish to an
insured all pertinent information concerning a rate. Each insurer must also provide a means for a
erson aggrieved by the application of the rating system an opportunity to be heard. The purpose of
he hearing would be to review the manner in which the rating system has been applied to the
aggrieved person. Under this ﬁrowsmn, insureds have a right to know the insurer’s standards for
calculating rates. An insurer that elects to use credit history in calculating a consumer’s insurance
rate or premium needs to provide adequate information to the insured showing how that rate is

calculated.
9

Underwriting

Underwriting is the process by which an insurer decides whether or not an applicant for insurance
coverage will be issued an insurance policy. Each insurer may develop its own underwriting criteria
for the type of risk the insurer wants to write. For example, an insurer may decide that it will not
offer personal auto coverage for consumers who drive imported sports cars. This is an underwriting
decision. Another insurer may decide that it will write consumers who drive imported sports cars,
but will do so by charging these consumers higher rates. The decision to %rowde coverage for
foreign sports cars is an underwriting decision, Charging the consumer a higher rate, an
determining how much the surcharge will be, is a rating decision.

In some cases there is an overlap between underwriting and rating. This may occur when an insurer
uses insurance credit scoring, as well as other more traditional underwriting and rating factors, as
part of the process for determining the placement of the consumer into one of several companies
owned by one insurer, insurer group, or an insurance holding company. An insurer may consider
this an underwriting process primarily because the insurer s using the insurance credit score as an
underwriting criterion that determines the company for which the consumer is qualified. However,
if each company has also filed distinct rates for the risks covered by that company, the underwriting

decision also becomes a rating decision.

For purposes of this report, underwriting includes the criteria an insurer uses to place an applicant in
one of multiple affiliated insurers. Insurers are not required to file underwriting quidelines with the
Division_before the guidelines are used. However, the Division does have authority lo regulate
underwriting guidelines under AS 21.36.090(c). As noted above, this section states:

A person may not make or permit arbitrary or unfair discrimination between insureds or
property having like insuring or risk characteristics, in the Preml_um or rates charged for a
policy or contract of pr_tzfergy, casualty sure_tty, marine, wet marine or transportation
insurance, or in the dividends or other benefifs payable on the insurance, or in the selection
of it, or in any other terms and conditions of the insurance, (emphasis added)

An underwriting guideline that is unfairly discriminatory would be requlated as an unfair trade
ractice. If the underwriting guideline were determined to violate Alaska laws, the Division would
ake administrative action to stop the practice. This procedure is in contrast to the rate filing

procedures that require the Division's approval before the insurer can use a rate or rating plan.

Confidentiality Issues

Because insurers and third party vendors invest significant amounts of time and money to develop
insurance credit scoring models, many insurers and third party vendors assert proprietary trade secre
status for these models. Under Alaska’s rating laws, information used by an insurer, as support for
Its rating plan becomes public information when the filing becomes effective. Several rate filings
submitted to the Division were disapproved when the insurer did not provide adequate support for
the model because they, or the third party vendor, did not want the model to become public.4

—

Alnsurers and third party vendors have generally expressed a willingness to allow insurance regulators access to their
models, provided ihe regulators do not disclose ihe models to the public.
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Unless the scoring models are open to scrutiny, only the insurers or the third party vendors who have
developed the models, and have a vested interest in"seeing that insurance credit scoring is used, will
be able to know and analee how the models are developed and how they impact the insurance
bu%/mg F;])ubll_c. There will be no studies of these models to independently validate the conclusions
put forth by insurers and the credit industry. For a practice that raises so many concerns,

Independent validation of the models may be essential.
History of Insurance Credit Scoring in Alaska

The first rate flllnlg roposing to use insurance credit scoring as a rating factor was submitted to the
Division in May 1997 and approved by the Division to take effect in September 1998. A significant
amount of cqrres(s)o_ndence_ between the Division and the insurer occurred before the f_|||n? was
aggroved. Six additional insurer groups began usmg_l_nsurance credit scoring as a rating factor in
1999 and 2000. The Division has disapproved five Tilings proposing to use insurance credit scores
for personal auto and three for homeowners because the insurers were unable or unwilling to provide
adequate justification to support the use of credit history.

The use of credit history in underwriting has had a Ionger history in Alaska. Seven insurer grou?s
use credit history in underwriting. One Insurer group began using credit history in 1989 while others

began using it between 1994 and 2001.
Summary of Credit Scoring Survey

The test of whether the use of credit history in insurance underwriting and rating complies with
Alaska’s insurance laws lies only partially in the theoretical support for how credit history correlates
with loss history provided in rate filings. "After a ratlnP plan is'in use, the actual market results must
also demonstrate that the rating plan performs generally as predicted. With Alaska’s unique
population characteristics, genuine questions and concerns exist about the impact of credit history on

Alaska’s insurance buying public.

To help the Division assess this impact, all insurers that wrote either personal auto or homeowners
business in Alaska during 2000 and 2001 were asked to complete a survey describing the insurer’s
use of credit history. In the survey, the Division told insurers that individual company data would be
treated in accordance with the confidentiality standards in AS 21.06.060. However, insurers were
also notified that the information obtained in the survey would be used to present a report to ‘'he
legislature and aggregate data that do not identify individual company practices would be included in
the report. Any Information provided in the survey that is also publicly available in approved rate
filings would remain public.

The insurers were asked to provide data related to zip codes, age, marital status, sex and market or
tier. The analysis of the survey data is limited because the survey did not ask for individual
policyholder data nor did it ask for demographics such as incomé or race, because insurers do not

collect this information.

Because income and race data are not available, the Division used census data by zip code5to
identify both urban and rural zip codes with high and low median household income and various
ethnic compositions to be used as a proxy for income and ethnicity of the policyholders. Data from
all insurers writing business in a particular zip code were combined, whether the insurer uses credit
history as an underwriting tool or as a rating factor so that an individual insurer’s policyholder
distribution cannot be determined from the data provided in this report.

Another proxy was needed for a consumer’s credit history since the data received in the survey did
not include individual policyholder data. Each insurer has its own unique way of using credit history

51ue census data were (aken from http://www,ehomes.com/chome/buyers/neij;hborhoodprofile.a.spfrom=buyer
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In its ratlng plan or underwriting criteria; different insurers use different insurance credit scoring
models and different insurers use different underwriting criteria to classify the risk level of their
policyholders. In order to find acommon theme that could be used to aggregate the survey data, and
provide the necessary proxy for credit history, the Division focused on three broad categories of risk,
preferred business, standard business and nonstandard business. Preferred business consists of those
consumers that are seen to present the least risk to an insurer. Standard business is the average risk,
and nonstandard business consists of those consumers the insurer believes have the highest level of

risk.

The preferred business category would generally include policyholders with good credit history,
standard business would generally include policyholders with average credit history and nonstandard
business would generally include policyholders with poor credit history. The survey data were split
among these categories based upon each insurer’s own characterization of the type of business the

insurer writes.

Because aconsumer may be placed in a market based on the consumer’s credit history in
combination with other underwriting or rating factors, the categorization of preferred, standard or
nonstandard market is only a rough approximation for credit history. For example, a consumer may.
be in the nonstandard market for reasons other than the consumer’s credit history, while, generally, it
would require good credit history for 2 consumer to be in the preferred market.

The survey asked for data for all years in which an insurer used credit history in ratingor
underwriting. The distributions by year for each insurer were _ver?/ similar. For sake of eff|C|enc¥,
only personal auto data for 2001 iS included in this report. This also allows the most companies 1o
be included and minimizes the possibility of identifying individual company data.

Anchorage

Table 1 contains policyholder distributions for Anchorage. Some of the Anchorage zip codes had
similar median household income and ethnic composition. Those zip codes with similar _
demographic characteristics were combined together to add credibility to some of the zip codes in
which' there were on_I¥ a few policies. Two of the Anchorage zip codes, 99504 and 99516, had
demographics that differed from the other zip codes, so these zip codes were not combined with any

other zip code.

« Zip code Group A consists of zip codes 99501, 99509, 99510. 99511, 99512, 99513, 99514,

99520, 99521,99522,99523 and 99524.
* Zip code Group B consists of zip codes 99502, 99507, 99515and 99518.

Zip code Group C consists of zip codes 99503 and 9950S.

The data in Table I indicates that the zip code that is predominantly Caucasianand has the highest
income also has the hlg¥est percentage of preferred policyholders and the lowest percentage of
nonstandard business. The zip code groups with the lowest median household income and largest
ethnic population have the smallest percentages of preferred policyholders and the largest
percentages of nonstandard business

TABLE |
Zié) Code  Median Income % Caucasian Preferred Standard Nonstandard
9516 $101,571 93% 67% 30% %
Group B $61,743 - $69,275  83%%>-86% 59% 34% 1%
99504 $55,095 80% 571% 35% 8%
Group C  $41.04S- $44,082 5% 51% 38% 11%
Group A $39,850 73% 50% 41% 10%
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Figure |

Anchorage 2001
99516 99502 99504 99503 99501
Zip Code

0O Preferred B Standard 0O Nonstandard

Fairbanks

Table 11 contains data from Fairbanks. Except for Fairbanks zip code 99712, the zip codes are
aggregated in a manner similar to that of the' Anchorage zip codes.

* Zip code Group D consists of zip codes 99706, 99707. 99708,99709 and 99710.
* Zip code Group E consists of zip codes 99701 and 99711.

TABLE I
Zi& Code  Median Income 9 Caucasian Preferred Standard Nonstandard
9712 $62,613 93% 63% 32% 4%
Group D $53,550 8C% 49% 43% @
GroupE 1 $40,234 76% 50 1 41% T

Fairbanks shows a similar distribution to that of Anchorage. The zip codes with higher income and a
larger percentaﬂe Caucasian population have more preferred policyholders and fewer nonstandard

policyholders than the remaining zip codes. .
Figure 1

Fairbanks 2001
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Insurance Credit Scoring in Alaska



Rural Alaska

Table IH contains data from rural Alaska. The policyholder distributions for rural Alaska are
represented by some of the larger communities in various locations around the state: Dillingham
(99576), Bethel (99559), Barrow(99723), Cordova (99574), Soldotna (99669), Wrangell (99929)

and Craig (99921).

TABLE Il
Zié) Code  Median Income % Caucasian Preferred Standard Nonstandard
9576 $53,484 3% 28% 51% 15%
99559 $51,119 32% 34% 49% 16%
99723 $80,257 31% 28% 48% 24%
99574 $72,711 84% 43% 471% 10%
99669 $57,981 94% 51% 3% 6%
99929 $51,879 80% 33% 56% 11%
99921 $53,766 76% 40% 46% 15%
With the excelption of Soldotna, rural Alaska generally{ has higher percentages of nonstandard
business and lower percentages of preferred bFu_smessI If?an either Fairbanks or Anchorage.
igure
Rural Alaska 2001

99576 99559 99723 99574 99669 99929 99921
Zip Code

10 Preferred m Standard O Nonstandard

For comparison purposes to see how the use of credit history may have impacted the overall Alaska
market, the survey also asked for the policyholder distribution for the year prior to the first use of
credit history in elther rating or underwriting. Because this is a different year for each insurer, the
data in the following tables Is from various years between 1996 and 1999 depending on the year in
which the insurer first used credit history. The reason for combining different years is to minimize

the possibility nf identifying individual insurer experience.

The insurers included in Tables 1V - VI below are somewhat different from the insurers included in
TABLES |- Il above. Different groups of insurers are combined because some insurers did not
include data from the earlier years in the survey. Any attempt to compare the distributions in Tables
I- 1l with Tables IV - VI must be done with great caution as they do not include the same insurers
or the same policyholders. In addition, other rating and underwriting factors have not remained
static over the years. Therefore, the criteria used to determing if a consumer qualifies as preferred,
standard or nonstandard business varies over the time period from 1996 - 2001 and arc not restricted
just to the implementation of credit history as a rating or underwriting factor.
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Anchorage Prior to Use of Credit History

TABLE IV
Zié) Code  Median Income 9% Caucasian  Preferred Standard Nonstandard
9516 $101,571 93% 65% 30% 5%
GroupB  $61,743 -$69,275 83%-86% 55% 34% 11%
99504 $55,095 80% 53% 35% 13%
Group C  $41,048 -$44,082 5% 49% 34% 17%
Group A $39,850 73% 47% 3% 16%

As is the case with the 2001 data, there is more nonstandard business and less preferred business in
the lower income/ higher ethnic population zip codes. These zip codes also see a shift in the_
distribution of preferred and nonstandard business before and after insurers be%an using credit
history, with a similar but smaller shift of business between markets in the highest income
predominantly Caucasian zip code. Because of the limitations of the data supplied in the survey, no
conclusion can be drawn to definitively conclude that the use of credit history'is the reason that
fewer p0|c|ig letders are classified as nonstandard business in 2001 than before these insurers began
using :redit history.

Fairbanks Prior to Use of Credit History

TABLE V

Ziéa Code  Median Income % Caucasian  Preferred Standard Nonstandard
9712 $62,613 93% 58% 35% 1%
Group D S53.550 86% 44% 45% 11%
Group E $40,234 76% 46% 40% 149;

The Fairbanks data shows results similar to that of the Anchorage data. Even before insurers began
using credit history for rating or underwriting policyholders, the higher income predominantly
Caucasian zip codes have higher percentages of preferred business than the lower income zip codes
while the lower income/higher percentage ethnic zip codes tend to have more nonstandard business
than the higher income zip codes.

Rural Alaska Prior to Use of Credit History

TABLE VI
123) Code  Median Income % Caucasian  Preferred Standard Nonstandard
1 99576 $53,484 37% 0 58% 22%
99559 $51,119 32% 19% 52% 2%
99723 $80,257 31% 1% 48% 3%
99574 $72,711 84% 20% 55% 24%
99669 S57.9S1 94% 48% 39% 13%
99929 $51,879 80% 12% 70% 1% !
99921 $53,766 76% 1% 44% 36% |

In spite of the fact that the aggregate data in Tables 1- 111 is not entirely comparable with the
aggregate data in Tables IV - VI, there are similarities in the nsk distribution for the year prior to the
implementation of the use of credit history (Tables IV - VI) with the 2001 distributions =~
(Tables I- 111). In general, higher income/lower minority zip codes have more preferred business
than lower income hlgher minority zip codes, while lower income/higher minority zip codes tend to
have more nonstandard policyholders. However, there are also differences in the distributions
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shown in Tables |- Il and Tables IV - VI. The largest difference is in the nonstandard market
where a smaller percentage of business is classified as nonstandard in 2001. The question that
cannot be answered from the survey data is the extent to which the smaller percentage of
policyholders that are classified as nonstandard business in 2001 than before the use of credit history
IS due to the use of credit history or to other factors.

This data does not conclusively demonstrate that usi%a consumer’s credit history allows more
individuals to be classified as preferred or standard. The data does appear to indicate that the use of
aconsumer’s credit history is causing some shifts in market distribution between preferred, standard

and nonstandard business.

Whether these results arc due entirely to the use of credit history or some other underwriting/rating
factor cannot be determined from the data received from this survey. Some additional factors that
may be contributing to this shift in market distribution are:

1) All of these insurers varied their other underwriting and rating criteria between the time they
first started using credit and 2001, Therefore, the distributions may well reflect other changes
in the insurers operations in addition to credit history.

2) The data in the tables above does not account for the pOSSIbI|It¥] that some consumers may not
have received an offer of coveraPe, at least in part because of the consumer’s credit history.
These consumers may either be leaving the voluntary market to obtain coverage in the assigned
risk plan,6 moving to the few- remaining insurers that do not use credit history or going without

insurance,
3) The data in Tables I- 11l is from a different group of insurers than the data in Tables IV - VI.

Insurers have stated that when they use credit history they are able to write more business and renew
policies that they might otherwise non-renew. To test this claim, the change in the number of
policyholders written between 1999 and 2001 by insurers that use credit history was calculated from
Information provided in the survey. In the aggregate, for those insurers whose data is included in the
tables above, the number of policyholders increased by approximately 8% from 1999 to 2001.
However, several of the insurers are writing less business in 2001 than they did in 1999. Individual
cor_?Pany results ranged from a decrease of 20% to an increase of 61% in the amount of business

written over this time period.

Additional study with more detailed data would be needed to draw more definitive conclusions.
Because the apparent redistribution of poll_C)(]h_oIders between preferred, standard and nonstandard
markets occurs during a lime period in which insurers are using credit history, the changes in
classification of business between preferred, standard and nonstandard business may be due. at least
in part, to the use of credit hIStO%_ However, the data collected in the survey is not adequate to
clearly determine the extent to which these changes are the result of the use of credit history.

To evaluate the effect of the uses of credit history on age, the survey data was again agrgregated into
three groups of preferred, standard and nonstandard business. The 2001 distribution o
policyholders by age and risk characteristics, as demonstrated by preferred, standard or nonstandard
classification is'shown in Table VII. This data indicates that older consumers are overall less likely
to be placed in a nonstandard market than the youngest consumers. However, there is a trend for
older consumers to move from the preferred market to the standard market and even nonstandard
with increasing age. Whether this trend is due to the individual’s credit history or other rating
factors cannot be determined from the data available in the survey.

OThe personal auto assigned rish pool has been growing annually since 1959 when there were 051 new applicants to the
pool. In 2002, the pool receive. 1.159 new applications.
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TABLE VII

Age Group Preferred Standard Nonstandard
15-20 4% 39% 5%
21-30 15% 51% 29%
31-40 33% 53% 14%
41-50 43% 48% 9%
51-60 43% 50% 1%
61-70 52% 44% 4%
71-80 38% 51% 5%
81-90 5o 75% 6%

91-100 6% 11% 17%

The survey data did not catet_iorize marital status other than by married or single, so the Division was
unable to évaluate the effect that unfavorable credit history résulting from a divorce might have on

underwriting or rating of an insurance policy.
A narrative summary of the responses to the survey is attached as Appendix A.

Appendix B contains a more detailed summary of insurer responses to specific questions. Each
uestion is followed by a summary of the responses to that question. Survey questions that required
the insurer to include an attachment or lo include policyholder distributions are left blank in

Appendix B. _ _
Recommendations and Conclusions

Recommendations

1. Is correlation between credit histor}' and loss potential sufficient supportfor the industry to he
able to use a consumer's credit history or should the industry be required to also demonstrate

causality?

Correlation alone may not be sufficient support for use of insurance credit SCOFIH_? with respect to
an insurer’s underwriting and rating practices. This is why with respect to rate filings the =
Division has required insurers to establish more than a simple statistical correlation. " In addition
to Deing reguwed to show a strong statistical correlation, insurers have been required to show
fairness and reasonableness in the underlying assumptions and the methodology for determining
a consumer's insurance credit score. The Division also reviews the manner in which the
insurance credit score is used in the overall rating plan to evaluate possible unfairly _
discriminatory impacts. Insurers have been asked to justify that their use of a consumer’s credit
history does not unfai Ifydlscrlmlnate among urban vs. rural insureds or by age. Further, insurers
must Show that any differences among risks (such as insureds with different insurance credit
scores) can he demonstrated to have a probable effect upon losses or expenses. AS 21.30.030(4).

“Causality” might be an appropriate standard dePendm on how that term ic agplled. Under the
American Academy of Actuaries (Academy?_ Actuarial Standard of Practice “Concerning Risk
Classification,"" if " “causality” means establishing a “cause-and-cffect” relationship between a
risk classification (in this case, a classification based on an insurance credit score) and loss, it
should not be made a requirement for a risk classification system because “causc-and-effcct" is
often impossible or impractical to prove statistically. According to the Academy, "causality” is
appropriate when it is applied in a less rigorous sense, such as when an insurer is required to
establish a plausible or reasonable relationship between characteristics of a classification and
loss. In this regard, risk characteristics should be neither obscure nor irrelevant to the protection

provided.

7American Academy of Actuaries. Actuarial Standards Board. Actuarial Standard of Practice No. 12 "Concerning Risk
Classification”, October 12. 1989.
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“Causality” also has been described as “the actual or implied behavioral relationship between a
articular ratlntt; factor or loss potential.”_National Association of Insurance Commissioners
ENAIC), Report ofthe Rates and Rating Procedures Task Force ofthe Automabile Insurance
ubcommittee, November, 1978 at 5-6, as quoted in Hartford Accident and Indemnity co. v,
Insurance Commissioner, 482 A.2d 542, 584 (Pa. 1984). As exemplified in the NAIC report,
“the longer a vehicle is on the road, for example, the more likely it'is that the vehicle may be
involved in a random traffic accident; thus, daily and annual total mileage may be viewed a

causal rating factor.”

The use of credit history for underwriting and rating insurance policies is controversial, in part,
because studies that show a strong correlation between credit history and loss experience do not
also establish a cause-and-effect relationship.8To require insurers to meet the rigorous definition
of causality, that there is a clear and direct cause-and-effect relationship between a person’s
credit history and insurance loss experience would be difficult, if not impossible, to meet. Thus,
requiring a rigorous definition for causality could be tantamount to banning outright the use of

credit history for underwriting and rating purposes.

2. Are victims of identity theftfiirther victimized by credit scoring ?

I the identity theft results in the consumer rece_lvm%_a less favorable insurance credit score than
the consumer would have received without the identity theft, and this results in higher insurance
premiums, then the consumer is further victimized by ‘the use of insurance credit scoring. A
solution would be to prohibit the insurer from using any disputed credit history that results from
the identity theft and rerating or reunderwriting all policies that may have used the incorrect in

formation.

3. Does it make sensefor a consumer to be able to qualifyfor a home loan but not be able to
qualifyfor homeowner's insurance coverage?

It seems counterintuitive that a consumer could qualify for a home loan but not qualify for
homeowners insurance coverage when the reason for the denial is based upon the consumer's
credit history. The difficulty is that, financial institutions and insurers use different models to
calculate aconsumer’s credit score because they want to measure different characteristics of the
consumer. Financial institutions want to know 1f the consumer will pay back the loan. Insurers
want to know if the consumer will file a claim. Although each model relies on the consumer’s
credit history, the algorithms are not the same. Still, it does appear anomalous. This anomaly
could be addressed by prohibiting an insurer from basing an underwriting decision on credit

information.
< Why do otherwise similarly situated consumers sometimes pay dramatically different premiums?

One of Alaska’s rating standards requires that rates not be unfairly discriminatory. Therefore,

otherwise similarly situated consumers that obtain insurance from the same company should pay
the same premium. However, Alaska law does not require that all insurers charge the same rates.
An insurer may choose to offer coverage to different segments of the market. Insurers that write
nonstandard business will generally have higher rates than insurers that write preferred business.

For insurers that use insurance credit scoring, rates may differ among companies because
insurers use different insurance credit scoring models. “In addition, each insurer incorporates the
insurance credit score in different ways in their underwriting criteria or rating plans, thus

RAmerican Academy of Actuaries Risk Classification Subcommittee of the Property/Casually Products. Pricing, and
Market Committee November 15. 2002 report on "The Use of Credit History For Personal Lines ol Insurance. Report to

the National Association of Insurance Commissioners" p. 6. 13 and 18
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resulting in different premiums. Even though most insurers use credit history in conjunction
with other underwriting and rating factors, the degree to which the final premium is dependent
upon the consumer’s credit history varies from consumer to consumer and from insurer to
insurer. For a consumer who meets all other underwriting criteria for placement in the preferred
tier or company except for the credit history requirement, the consumer’s credit history may have
significant weight for that particular consumer, depending on the insurer. For some consumers,
their credit history may be the only factor that prevents them from receiving the best rate.
Simply because an insurer uses underwriting factors in addition to the consumer’s credit history
does not mean that all factors carry the same weight in determining the final premium.

5. Ifconsumers and regulators do not know the rules ofthe credit scoring game, how can the
interests ofAlaskans be protected?

If consumers do not understand how insurance credit scoring works or understand their rights,
then they will not know how to determine if they are being treated fairly.

Many insurers provide educational material to their producers and the insurance buying public.
However, 36% of the insurers responding to the survey do not have educational material. 52% do
not explain the difference between an insurance credit score and a credit report, and 29% do not
tell the consumer what attributes of his or her credit history contributes to an adverse action. An
informed insurance buying public is better able to protect its interest. Insurers can assist by
doing a better job of makln%_the insurance credit scoring process more transparent to the
insurance buying public. This would include making available materials that describe what
criteria from the credit report are used in calculating an insurance credit score, explaining what
types of behavior improve an insurance credit score and the t%pes of behavior that negatively
impact the insurance credit score. This information needs to be specific and based upon the
credit history that served as the basis for the adverse action so that the consumer can apply it to

his or her own situation.

The Division strives to protect Alaska’s consumers by reviewing and analyzing, the insurance
credit scoring. models used by insurers that propose t0 use insurance credit scoring in their rating
plans. Some insurers have not provided this information to the Division because the developers
of the insurance credit scoring models, insurers or third party vendors, do not want their models
to become Publ_lc_lnformatlon. They argue that being forced® to disclose their models isa
violation of their intellectual property or trade secret rights. Insurers that have not provided this
information have had their filings dlsaﬁproye_d: Making the insurance credit scoring models
confidential would continue to allow the Division to review the models but it would limn the
ability of consumers to get the same information to understand how their rates are determined
and t0 know that they are bemg treated fairly. Requiring minimum standards for the models is a
way to help protect the interests of Alaskan consumers.

Inaccurate credit hIStOI’){] ma% result in an insurer assigning a hlgiher rate to a consumer than
would otherwise apply had the correct information been used. Tnaccurate credit history ma> be
due to the presence of inaccurate information as well as the absence of accurate information.
Because correcting inaccurate credit history may sometimes take an extended period of time, one
ossible remedy for quickly reversing adverse actions would be for insurers to use credit history
rom all three of the major credit bureaus when the adverse action is the result of adisputed ~
credit history. If there is a discrepancy between the credit history on file with the different credit
bureaus, the’credit history should not be used until the differences are reconciled. This would
help to ensure that accurate information is used since information available from one credit
bureau may differ from that at another credit bureau.

6. Are there Fair Credit Reporting Act conflicts?
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The Fair Credit Reporting Act does not require insurers to get a consumer’s permission to look at
his or her credit history, but it does require insurers to notn%/ consumers when adverse action is
taken against the consumer and this action is based upon the consumer’s credit history. Some
insurers may not be providing adequate notice to consumers when adverse action is taken due to

the consumer’s credit history.

A representative from the Federal Trade Commission (FTC) addressed the Winter 2002 National
Association of Insurance Commissioners meeting. He said the FTC took a very broad view of
the definition of adverse action. Adverse action would include any action that results in a higher
charge or less coverage to the consumer than if the credit history had been more favorable.9
Simply because an insurer says they are giving a discount to an‘insured based upon the insured’s
credit history does not mean the insurer is not taking adverse action against the consumer. In
other words, if that discount does not result in the consumer receiving the best possible rate
available from the insurer, but only an intermediate rate, the insurer may still be taking adverse
action if the consumer would have received the best discount had the consumer’s credit history

been more favorable.

7. When insurance companies outsource credit scoring are they able to adequately oversee the
practice so that consumer interests are not at risk?

Whether an insurer uses the services of a third party vendor or develops its own insurance credit
scoring model, the insurer is ultimately responsible for the underwriting and rating systems that
It uses. An insurer who uses a third Party vendor may not rely upon the third party to ensure that
the model meets the standards set out in ‘Alaska law. "When a consumer disputes credit history
used by an insurer, the insurer sends the consumer to the credit reporting agency to resolve the
dispute. This may be inconsistent with AS 21.39.090 that requires each insurer to provide a
means for the consumer to be heard on the manner in which the rating system has been applied.
One_possible way in which the insurer can exercise more control over the practice would be to
not include the use of disputed information, when the consumer can demonstrate that incorrect
information has been used, and not wait until the incorrect information has been corrected by the

credit bureau.
5. Why is it that insurance producers split with insurance companies on the issue of credit scoring ?

Not all producers agree on the use of credit history, either among themselves or with the insurers
that they represent. " Insurance producers are on the front line with consumers. They are placed
in a position of having to explain a very difficult, controversial subject about which the%/_may
have minimal understano_lln(t; or information to share with their client. As an example, it is the
Broducer that must explain to a consumer with clean loss hIS'[OI_’%/ that he or she cannot get the

est available rate because of the consumer’s unfavorable credit history.

At the same time, because the use of credit history is such a wide spread practice, some
Rroducers, particularly those who may only be able to offer coverage with one or two insurers,
ave concerns about the availability of these markets if limitations are placed on how an insurer

can rate a policy.
9. Can the Division of Insurance ban the use of credit scoring in establishing rates?

The Division can ban the use of credit scoring in establishing rates if it is found to result in rates
that are inadequate, excessive or unfairly discriminatory. For insurance credit scoring, the most
critical issue is does it result in rates that are unfairly discriminatory. None of the models the
Division has reviewed include income, location, race, religion or disability to calculate an
insurance credit s:ore.

" Federal Trade Commission Stires-Ball staff opinion letter, March 1, 2000.
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No stud¥ to date has adequately answered the question of whether the use of credit history results
in rates that are higher, or lower, on average for a protected class of consumers or for consumers
with lower incomes. In addition, the Alaska survey data does not identify whether the use of
credit history acts in an unfairly discriminatory manner on individual policyholders. The
information ‘obtained in the Alaska survey suggests that it may have an impact, but the extent of
the impact could not be determined from'the information received in the survey.

AS 21.39.030%4% allows insurers to group risks by classifications for purposes of determining
rates. The statute states that acceptable standards for measuring variations in hazards are those
that can demonstrate they have a probable effect upon losses.

Based on information gathered to date, the Division cannot make a determination to impose an
outright ban on the use of credit history. Without such a determination, legislative action would
be needed to ban the use of insurance Credit scoring in determm_lng_rales. _Such action should
also consider the implications of a ban related to the use of credit history in underwriting.
Companion statutory changes would be needed in AS 21.36.

10. Can_the director ofthe Division of Insurance use his, rulemaking authority tofind that the use of
credit scoring in the underwriting process is an unfair trade practice?

The director might be able to use the Division’s rulemaking authority under AS 21.36.150(d) to
find that the use of credit scoring in the underwriting process is an unfair trade practice.

Conclusion

Based on the limited data received and evaluated so far, insurance credit scoring in Alaska appears
to have different effects on different groups of Alaskan insurance consumers. In the aggregate,
consumers that reside in higher income/high percentage Caucasian zip codes may be less impacted
by the use of the consumer’s credit history. It is premature to determine whether the policyholder
distribution between preferred, standard and nonstandard markets is due primarily to credit history or
to other underwriting and rating factors. However, the limited data does suggest that unequal effects
exist on consumers with varying income and ethnic characteristics.
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APPENDIX A

SUMMARY OF CREDIT SURVEY RESPONSES BY PERSONAL AUTOMOBILE AND
HOMEOWNERS INSURANCE COMPANIES IN ALASKA

In Aueust 2002, the Alaska Division of Insurance sent a survey entitled ALASKA DIVISION OF
LNSURANCE - INVESTIGATION ON THE USE OF CREDIT SCORES, INSURANCE SCORES,
OR CREDIT HISTORY IN INSURANCE RATING AND UNDERWRITING to the 97 companies
that provide personal automobile and homeowners coverage in Alaska. The survey is part of an
effort by the Division to determine how a consumer’s credit history is used in personal insurance.
Companies were asked to respond with a completed survey for each line of business for which a

consumer’s credit history is considered.

To date, 91 companies, 94% of those contacted, have responded. Of these 27 were from companies
that no longer write business in Alaska and, therefore, did not complete the survey. This summary is
based on the remamlng 64 company responses from active insurers. Because some companies
responded for both automobile and”homeowners insurance, a total of 79 survey responses were
evaluated. The Division asked each individual insurer to respond to the survey rather than each
insurer group. Therefore, the number of insurers indicating that they use credit history for rating
purposes differs from the number of filings that have been submitted to the Division. “Affiliated
Insurance companies, insurers in the same insurer group, frequently submit a combined rate filing.

The following definitions were used in the survey:

Credit score - A number developed from financial information using a statistical model.
This term also includes an insurance score.

Credit information - Financial information such as bankruptcies and tax liens, but no
conversion is made to a numerical score.

Credit history - Credit information and credit scoring

Of the 64 active personal auto or homeowners insurers who responded, 37 (58%) obtaina
consumer’s credit history. Of these 37 insurers, 22 companies use credit history for underwriting,

10 companies for rating, and 5 companies use it for both. At the time the survey responses were due,
four companies had rate filings which proposed the use of credit history under review with the
Division. Five other insurers indicated that they plan to begin using credit history wiihin the next

twelve months.

Underwriting decisions based on credit history, decisions that determine if a compan?{ will accept a
risk, are made at the time a consumer seeks a premium quotation, at the time the application is
considered for approval, or upon renewal of apolicy. Some insurers will not provide a quote to a
consumer who has an unfavorable credit history. Some insurers will base a decision to not renew a
policy on the consumer's unfavorable credit history in combination with a risk-related factor such as
claims history. The definition of unfavorable credit hlsto_lg, which marks an insured as a poor risk,
can vary from insurer to insurer, with some insurers considering only a recent bankruptcy while
other insurers consider an insurance credit score that is based upon an assortment of credit-related

factors.

Rating decisions based on credit history are decisions that determine the price paid for coverage and
are made at the time of application or at renewal. Some insurers automatically reevaluate the

policyholder's credit history at renewal to ensure that the policyholder is placéd in the correct market
or tier. Other insurers only use credit history for new business, but will review the consumer's credit

Insurance Credit Scoring in Alaska 16



ﬂis%ory at the consumers request to determine if a lower rate may be charged due to improved credit
istory.

Althou?h insurance comP_anles first began using consumer credit information in 1989, credit scoring
was not implemented until 1994. Initially, companies considered the consumer’s history of
bankruptc_Y_ or judgments as part of a larger component that might be referred to as financial
responsibility, financial stability, or personal respon3|blllt¥. _Other factors considered in this
component were such things as' home ownership, length ot time at residence, or length of time with

employer. Byrl994 many companies had replaced this component with the numerical insurance
credit score. The majorlgl of companies use credit history for personal auto and homeowners

coverage, but a few companies consider it for other types of personal insurance, such as boat owners,
motorcycle, condominium owners, renters, and farm insurance.

Of the companies using insurance credit scoring, 86% use a third-party vendor to provide their
model. The companies are almost evenly split between the use of Choicepoint %5 3%) and Falir, Issac
& Company, Inc. (47%). Many of the companies were either unaware of the details of the model

used by their vendor or referred the Division to the vendor for details.

While information regardln? the use of credit history was requested for underwriting, rating,
solicitation, and company placement, six companies also disclosed its use in the policy reinstatement
process. Credit history iS not used by any of the companies to deny a claim or determine the amount
of aclaim payment. Two companies use credit history to determine a consumer’s payment options.

Automobile Insurance

The highly competitive personal automobile insurance market appears to be the area where a
consumer’s credit history is most often considered. Of the 54 active automobile insurers who
responded to the survey, 33 companies use credit history. Twenty companies use it for underwriting,
9 companies for rating, and by 4 companies for both underwriting and rating.

How Personal Auto Insurers Use
Credit History

,0 Uncdeiwntmg m Rating O Both O Neither

While there are many insurers that do not use credit history for either rating or underwriting personal
automobile insurance, these insurers comprise on_I?/ approximately 1240 of the market share. The
ability of a consumer to obtain personal automobile coverage from one of these insurers may be

limited.

Based on 2001 liability written premium market share, 66% of the market uses credit history in
underwriting, 13% of the market uses credit history in rating, 9% of the market uses credit history
for both rating and underwriting and 12% of the market does not use credit history.
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Use of Credit History By
Personal Auto Market Share

2%

0 Underwriling m Rating O Both O Neither

Eight-two percent of these companies write preferred business, 73% write standard, and 61% write
non-standard or high risk. Insurers may provide coverage for these different groups by placing them
in separate affiliated companies, by placm% these different types of risk in one compan_}/ thm}igth the
use of tiers, or by using a combination of the two methods. ‘A tier structure is used b¥_ 0% of*the
companies, but only 33% used this structure prior to the use of credit history. A multiple company
structure is used by 73% of the companies and the use of credit history prompted no change in the

use of this structure.

Only 42% of the companies provide guidelines to their producers and underwriters on the use of
insurance credit scores. Generally, those insurers that do not provide guidelines on the use of credit
history use an automated underwriting process and there is minimal review needed by the producer

or underwriter to determine if an applicant will be offered coverage.

Consumer education is undertaken by some companies by providing educational material on the use
of credit information 64%2). by providing an explanation’of the difference between a credit report
and credit score (42%), or by providing a summary of the Fair Credit Reporting Act (48%), \When
estions or disputes arise I’e%ll’dlng credit history, consumers are directed to the credit bureau
0).

u
((164%) or to Choicepoint (179
Underwriting

The Division recently has suggested to insurers that want to use credit history in underwriting to
adhere to certain minimum standards. These minimum standards were developed from testimony
provided to the legislature during the 2002 legislative session. The following provides a brief
description of how the market currently addresses these standards.

L The insurer should obtain the insured's permission to use credit information.

Some_insurers notify the consumer that his or her credit history will be used in the undcrwniing
or rating decision and others do not. The use.of credit history ‘is mandatory for 79% of the
companies. Of those companies for which the use of credit history is mandatory. % will not
rovide a quote without credit history. If the applicant does not want his or hercredit history to
e used, 15% of the insurers will use all other relevant information to underwrite the Pollcy and
% will _assut;n an intermediate tier or rate. The remaining insurers will either attempt to order
the applicant’s credit history anyway or provide a quote but not issue the policy until the credit

history is obtained.
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2. Thepolicy should not be nonrenewed in whole or inpart based on credit information.

Eighteen percent of the insurers use credit history as the sole criteria in underwriting or ratinctl
decisions. The other insurers use credit history in combination with other rating or underwriting

factors.

Some insurers use credit history to retain a policyholder that they might otherwise non-renew
because of loss experience if the insured’s credit history is favorable suggesting that the

likelihood of loss Is low.

3 An insurer should not deny coverage in whole or inpart on the absence of credit history or the
inability to determine credit history if the insurer has received accurate and complete

information.

Ten percent of the companies would not issue a policy if an applicant’s credit history could not
be determined.

4. An insurer should not geny coveragle based on the number ofinquiries, medical information,
particular type of credit card, or total line of credit.

Due to contractual agreements with the vendors, all companies did not submit information
regarding the models used by third party vendors. Because the information was not provided in
the surve_Y_ and the fact that the Division does not use a prior approval approach with
underwriting factors, we are unable to determine the extent to which insurers may be in
compliance with these standards.

Rating

The Division recently began asking insurers submitting rate filings that propose to use credit history
in the rating plan to adhere to certain minimum standards. These standards were also developed
from testimony before the legislature in the 2002 session. The following provides a brief description
of how the market currently addresses these standards.

L An insyrer should not impose & surcharge based on the absence of credit history or inability to
determine the consumer's credit history.

Although no company reported that a policy would be surcharged due to the absence of
credit history or inability to determine credit history, three companies would not issue a
policy and three companies w'ould assign the worst” possible credit score. Four insurers
consider this situation as slightly unfavorable, three assign an average score which is eligible
for all tiers, and one insurer ignores this factor by assigning a tier based on all other factors.

2. Aninsurer should not use the number of inquiries, medical information, particular type of credit
card, or total line of credit in determining an insured's credit score.

Two insurers have revised their ratinfg] plans to use an insurance credit-scoring model that
complies with these standards. Another filing is currently under review by the Division.

3. Ifapolicy is rated usin% disputed credit history, the insurer should re-rare the policy retroactive
to the efféctive date of the policy ifthe consumier resolves the dispute under the Fair Credit
Reporting Act process and notifies the insurer that the dispute has been resolved.

When corrected information is received, 10 of the insurers will apply the corrected

information to all affected policies, 6 will apply the corrected information to the current
policy only and S will only apply the corrected information if it results in lower rates for the

Insurance Credit Scoring in Alaska 19



insured. Five of the companies will apply the corrected information to the current policy
term plus the prior term.

Homeowners Insurance

Of the 30 active homeowners insurers who responded to the survey, 13 (48%) use credit history.
Credit history is used by 12 companies for underwriting and by 1 company for rating.

How Homeowners Insurers Use
Credit History

I0 Underw riting a Rating O Neither J

The insurers that do not use credit history for either rating or underwriting comprise approximately
54% of the market share.

Use of Credit History By
Homeowners Market Share

O Underw riting m Rating O Neither

Ninety-one dperce_nt of these companies write preferred business. 9191 write standard, and 45% write
nonstandard or high risk. Insurers may provide coverage for these different groups by placing them
in separate affiliated companies, b _placm% these different t}ﬁ)es of risk in one company through the
use of tiers, or by usmg a combination of the two methods. A tier structure is used by 2796 of the
companies, but only 18% used this structure prior to using credit history. A multiple’company
structure is used by 64% of the companies and the use of credit history prompted no change in the

use of this structure.
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On&g 64% of the companies provide guidelines to their producers and underwriters on ;;he use of
credit scores. General!¥_, those insurers that do not provide guidelines on the use of credit history use
«an automated underwri mg% process and there is minimal review needed by the producer or
underwriter to determine it an applicant will be offered coverage.

Consumer education is undertaken by some companies by providing educational material on the use
of credit information 573%), by providing an explanation of the difference between a credit report
and a credit score (67%), or by pr_owdmg_a summary of the Fair Credit Reporting Act (45%). When
questions or disputes arise regarding credit history, consumers are directed to the credit bureau
(45%), Choicepoint (27%), or the Division of Insurance (9%).

Underwriting

The Division recently has suggested to insurers that want to use credit history in underwriting to
adhere to certain minimum standards. These standards were developed from testimony before the
legislature in the 2002 session. The following provides a brief description of how the market
currently addresses these standards.

L The insurer should obtain the insureds permission to use credit information.

The use of credit history is mandatory for all the comganies surveyed. Ifan applicant or
insured does not wish t0 have this information used, 36% of the companies will attempt to

order it anyway.
2. Thepolicy should nor be nonrenewed in whole or in part based on credit information.

Seven percent of the insurers use credit history' as the sole criteria in underwriting decisions,
but no Insurer uses credit history as the sole criteria in rating decisions. Some insurers use
credit history to retain a policyholder that they mlght otherwise non-rcnew because of ress
experience if the insured's credit history is favorable, suggesting that the likelihood lor loss

IS 10W.

3. An hwer should nor deny caoverage in whole or inpart on the absence of credit history or the
‘duoifty = determine c: Jit history ifthe insurer has received accurate and complete

inornvytir.

IN'ine percent of the companies would not issue a policy if an applicant's credit history could
not be determined.

4. An insyrer should not deny covera(%e based on the number of inquiries, medical inlonnation.
particular type ofcredit card, or total line of credit.

Due to contractual agreements with the vendors, all companies did not submit information
regarding the models used by third party vendors. Because the information was not provided
in‘the survey and the fact that the Division does not use a prior approval approach with
underwriting factors, we are unable to determine the extent to which insurers may be in

compliance with these standards.

Rating

Based on testimony before the 2002 legislative session, the Division recently began askin
companies submitting rate filings that propose to use credit history in the rating plan to adhere to
certain minimum standards.
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L An insurer should not impose a surcharge based on the absence of credit history or inability to
determine the consumer's credit history'.

Although no company reported that a policy would be surcharged due to the absence of
credit history or inability to determine credit history, two companies would place covera?e in

an affiliated compa_nr. wo insurers will assign an average score which is eligible for al
tiers, one insurer will ass

_ ign an intermediate rate or tier, and one insurer will assign the best

rate or tier.

2. An insurer should not use the number of inquiries, medical information, particular type of credit
card, or lota! line of credit in determining an insured's credit score.

Two filings are currently under review. The insurance scoring model in each of these filings
complies with these standards.

3. Ifapolicy is rated usin% disputed credit history, the insurer should re-rate the policy retroactive
to the efféctive date ofthe policy ifthe consumer resolves the dispute under the Fair"Credit
Reporting Act process and notifies the insurer that the dispute has been resolved.

When corrected information is received 4 of the companies will anl the corrected _
information to all affected policies, while 2 insurers will only apply the corrected information
if it results in lower rates for the insured. None of the companies apply the corrected
information to the current policy term only, but one of the companies will apply the
information to the current policy term plus the prior term.
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APPENDIX B

ALASKA DIVISION OF INSURANCE
INVESTIGATION ON THE USE OF CREDIT SCORES, INSURANCE SCORES, OR
CREDIT HISTORY IN INSURANCE RATING AND UNDERWRITING

This survey should be completed for each company and for each line of business that uses a
consumer’s credit history for rating or underwriting insurance products. For example, if acompany
uses credit history in both homeowners and personal auto insurance, complete two surveys, one for

homeowners and one for auto.

You may include attachments if you need additional room to respond to the questions in the survey.
All attachments should clearly display the survey question number, line of business and company

name.
Please return completed surveys no later than September 30, 2002.

Line of Business

Company Name

Address

NAIC Group and Company Number
Name of Individual Completing Survey
Title

Signature

Telephone

Fax

E-mail

Insurance Credit Scoring in Alaska 23



Fifty-two ?ftthe 79 surve rgﬂaonses arﬁfor ?rsonal auto business aPc?]ZYinsurers submitted
res cin es Tor homeQwners business. The Ao§ reﬁponses for. man%o the questions ma}/ HO
al the number 0 |n?ur s Who res(go edtot esurv%ycfmce %stlons.re%me that

an
ehjﬂnsurer rovide mu dppeanswelrs n%.somemsurera O| not an eqéll uestions. In
dition, In lﬁers hat do not use credit ertg(?nz%o%e irst three questions.

{
IStory respo
EQGSDOHSGS reflect the companies’ practices asrgf §eBtemB

In the following questions, credit score includes.an insurance score, i.e., a number that is developed
from financial information using a model. Credit information means the consideration of financial
information, such as bankruptcies, tax liens, etc., that is not converted to a numerical score. Credit

history includes both credit scoring and credit information.
L Does your company use credit scores in:

Auto

Underwriting Yes No
Rating ) YES No
Solicitation 127 Yes % No

Company placement 21 Yes —_No

Homeowners

Underwriting Yes No

Rating Yes No

Solicitation Yes NO

Company placement Yes No
Does your company use credit information in;

Auto

Underwriting Yes 45 No

Rating . Yes 49 No

Solicitation 0 Yes 9l No

Company placement 2 Yes 49  No

Homeowners

Underwriting Yes 21 _No

Ruling . Yes 2/ No

Solid ation 0 Yes 2/ No

Company placement Yes 25 No

Note: If credit history is used as placement criteria in.one of multiple affiliated companigs, this
would be included in_company placement. _If credit history is used as eligibility. criteria for _
placement in a tier within one’company, this would be included in rating.” Solicitation includes direct
writers and others who mail offers, or Use other means to send advertising, toselectedconsumers

based upon their credit history.

3, @) Ifyou_are not currently using creditscoring or credit information, do you plan to begin
using it |\r}the next 12 lenths?
s _ No

b) If your answer to.a) is.yes. are you considerin? It use in underwriting, rating, company
placement, or solicitation and for what lines of business?

24
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Three au insuEers lan to begin using credit h]llsltl% Sinu derwritin ip #he next 12

months. Three homeowners | urerf ave rate. en n%aggro ial fromthe . .
Ivision. One h%meowner Insurer plans to begin using credit nistory In underwriting in
the next 12 months.

If you answered yes to any part in questions #1, #2. or #3 continue with the following questions.
Otherwise, sign the survey and return 1t to the Alaska Division of Insurance.
4. What lines of business use credit scoring or credit information for:

Underwriting: Personal auto, homeowners, boatowners. motorcycle, recreational vehicle,
renter, condo, mobilehome. farm, landlord, residential fire, personal liability

Rating: Personal auto, motorcycle, homeow ners

Solicitation: Personal auto, homeowners

Company placement: Personal auto, homeowners, renter
5. What type of business does your company write?

Auto

271 Preferred

24 Standard o

20 Non-standard (high-risk)
Other (please spécify)

Homeowners

11 Preferred

11 Standard o

5 Non-standard (high-risk)
Other (please specify)

6. When did you first begin using credit scoring or credit information?

The first use of credit history. in Alaska occurred in 1989 with two insurers using credit
information. Insurance credit scoring was first used in 1994, Over the years more
companies have continued to use credit history in underw riting or rating.

7. Is acredit score or credit information used as the sole criteria in decisions affecting a
consumer? (Sole criteria means :hat if a consumer’s credit score does not meet a certain
threshold, or the consumer’s credit information does not meet a specified standard, the .
consumer will be adversely affected. Olher mitigating factors arc not taken into consideration.)

Auto )

Underwriting 3 es 3 No
Rafing . 2 les 29— No
Solicitation 0 Yes 3% No
Company placement 4 Yes 227 No
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Homeowners

Underwriting 4 Yes 10 No
Rating . ) Yes 137 No
Solicitation 0 Yes 14— No

Company placement 2~ Yes 11— No

8. If credit history is not used as the sole criteria in rating or underwriting decisions, how much
weight is it given? What other factors are considered in addition to credit history?

w:@/%ht Numb%r of Insurers
%%){;3 factors used in \
com%matlon* 1

*The weight is difficult to determine because the contribution of the credit component
varies from policy to policy.

Examples of other underwriting factors used in conjunction with credit history for auto
coverage:

Prior I|ab|I|(tjy limits

Number of days lapse in coverage.

Existence (or non-existence) of prior insurance coverage
Drivers age .

Accident and conviction record

Number of miles driven

Txpe_ of vehicle (age, make, model)

The insurance limit and deductible selected for purchase
Drivers occupation

Losses _

Driving experience

Homeowners:

For homeowners, none of the respondents estimated the weight given to credit history.
One insurer noted that credit history could he the sole reason to decline an applicant;
but there are other underwriting standards for which they could also decline an
appllcant, such as prior losses, type of construction or property that does not comply
with building codes.

Examples of other underw riting factors used in conjunction with credit history for
homeowners coverage:

Loss history

Prior Insurance coverage
Age of home

Fire protection class
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CREDIT SCORING MODEL

9.

10.

11

14

Insurance Credit Scoring in Alaska

Does your company use a credit-scoring model developed by a third party vendor or is the
modelydevelope%i house? : ped by party

Twelve auto insurers an%four homeowners insurers develop their own insurance c[edlt
SCOYIF odel.  Jwenty-three aalto Insurers and 9 omecfvvners Insurers use a mocde
develope byah Ir ?%[t vendor.  Three insurers develop a proprietary mocel in
conjunction‘with a third party vendor.

If you use a third party vendor, who developed the model used by your company.

Auto o
ﬁ ChoicePoint
Fair, Isaac & Company, Inc.

Homeowners, .
5 ChoicePoint
4 Fair, Isaac & Company

If you use a third party vendor, identify the specific model.

Whether you use an in-house model or a third_Party vendor model, attach a list of all criteria
that are included in the calculation of the credit score.

The criteria used in an insurance credit;scorin? model vary by the particular model. The
following credit attributes are some typical criferia used:

Number of non-insurance inquiries o _
Number of derqgatory public records such as bankruptcies, judgments or tax liens
Length of time since accounts were established
Age’of oldest trad*, (installment loan or revolving account)
Number of trades paid on time _
Number of months since most recent charge off (attempt by acreditor to collect)
Total number of non-closed auto loan trades
Number of months a trade is overdue _
Number of inquiries for transactions initiated by consumer inlast 6 months
Total of balances on accounts _
Length of time accounts have been established
Percent of accounts paid as agreed in last 24 months to total accounts

Number of accounts opened in the last 12 months

Attach statistical support that demonstrates the relationship of each criteria used.in the model
to an insured's loss experience and that supports its inclusion in the model algorithm.

Attach statistical support that demonstrates the overall validity of the model and that it is an
accurate predictor of Joss experience. This, suPport should inClude muiti-variatc analysis, or
other appropriate statistical validation, not just loss ratios.

........v..@o
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15.  List any credit information that is not used in the model.

The credit attribytes.that are npt useq also vary by the particular model. Some models
do not use ﬂm %%HOWlnﬂilte s% ut otﬂer moc?e% n¥ay UJ% tlhese |temsgz

Non-cqonsumey Jnitjated INQUIrIes .
Rl/lrftlci

0
el% ! rerllnqumes In a 30-cay period for auto loans or mortgages

I?ﬁg t|edae I%?Hgd as meglical
I ;

€ numoer or type 0 accounts
Total balance orlimits

UNDERWRITING

16. a) How many years of credit history affect underwriting or rating, either for inclusion in the
credit scofing model or for other uses?
1 year
3 years
7 years
IS

(1)%hyeera(please specify)
b) If the length of time depends on the type of information, include an explanation.

The number of years of credit history that affects under_wntlnlg or rating %eneraI!Y varies
by type of information. Most insurers use all data that is available from"the credit .
buréau. This includes adverse public records for 7 years and Chapter 7 bankruptcies for
10 years. Some insurers use inquiry information up to 24 months and others usg it only
for’s months. Some insurers use only 5 years of credit history while others use 5 years
only for bankruptcy, judgments, liens and foreclosures.

17, Does your company provide written guidelines to all your underwriters describing when credit
history is to be requested and how it is to be used and"evaluated?

Auto
a) 14 Yes 17 No

Homeowners
d 9 Yes s No

b? If yes, please provide acopy. | _ L
¢) Ifho, how do you ensure compliance with underwriting guidelines?

Those that do not have written guidelines generally have automated systems that do not
allow for underwriter intervention.

IS.  Does your company provide written guidelines to all your producers describing when credit
history is to be requested and how it is to be used ar “evaluatedo

Auto
ad 16 Yes 9 No

Homeowners
a% 14 Yes 5 No
b) If yes, please provide a copy,
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c) If no, how do you ensure compliance with company requirements?

Those that do not have written guidelines generally have automated systems that do not
allow for producer intervention. Some insurers are direct writers and do not sell

insurance coverage through a producer.

19. @) Do you periodically re-underwrite or re-rate your insureds to determine if there have been
any changes in théir credit history that would give them a different rate or place them in a
different Company or tier?

Auto 7 Yes 26 No
Homeowners2 Yes il No
b) How often do you re-underwrite or re-rate your insureds?

Auto
6 Only at the insured’s request
2 Only at the Producer’s request
2~ Automatically at each annual renewal
4~ Automatically every two years
0 Only if credif worséns
0 Only if credit improves
0 Based on loss experience
Other (please specify)

2 When requested by insured after correction to credit report
3 New business and first three renewals

Homeowners

0 Only at the producer’s request
0 Automatically at each annual renewal
0~ Automatically every two years
0 Only if credit ‘worsens
0 Only if credit improyves
3~ Baséd on loss experience
Other (please specify)

1 When requested by insured after correction to credit report
2 New business and first renewal only

20.  Explain how you use credit history in your underwriting process.

Credit history is used in the underw_ritinﬁ_pro_ce_ss in various ways by different insurers.
The following are some of the ways in which it is used:

« Credit hlstogy is combined with traditional underwriting factors. Individuals with
excellent credit history may be placed in a lower priced market than if traditional
underwriting factors wereused alone. Individuals with less thanexcellent credit are
placed in a market based on the traditional underw riting factors, but those with the

poorest credit cannot qualify for the preferred market.

29
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21,

22,

« Credit history is used in conjunction with other factors such as drlvm? record and
prior insurance. Individuals with unsatisfactory credit history are_not offered
coverage unless their poor credit is due to extraordmarY medicai circumstances.

» Credithistory is used only for new business company placement, Some insurers may
deny coverage if the consumer’s insurance credit score is below the insurers

accéptable threshold. _ _
« Some insurers consider only detrimental credit occurrences such as bankruptcy and

foreclosures. o _
« Some insurers use credit history only when the.consumer has had prior non-
catastrophe or non-weather refated losses within a certain number of years.

Do you use the same gnderwriting ol\r| rating criteria for your renewal business as for your new
es 0

business?
Describe any differences.

Most insurers do not use the same underwriting or rating criteria for new and renewal
business. Ten auto insurers use the same criteria for new and renewal business but only
one homeowners insurer uses the same criteria.  Sixteen auto and 11 homeowners
insurers yse different underwriting or rating criteria for new versus renewal business.
This is primarily due to the fact that most insurers use. credit history for market
placement only on new business, Other insurers use different new and renewal
underwriting or rating criteria for the following reasons:

« Policies that may otherwise not be renewed may be renewed if the insured’s credit

history suggests that the likelihood of loss is low _
« Whenfacfors other than credit, such as the number of losses, force a re-evaluation of

the risk, the new business and renewal underwriting criteria are the same
« Credit history is not used after the second anniversary

Attach an exhibit showing the number of policyholders, by year since the implementation ol
credit history, who received a different rate or different tiér placement due to re-evaluation ol
credit information or credit score. This exhibit should indicate whether the insured received a
higher rate or a lower rate, the tier or. company placement change, and the amount of the rate

change, due to a change in their credit history:

TIER STRUCTURE

23.

24,

25.

26.
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Do you currently use a tier structure?

A tier rating structure is more prevalent among auto insurers than among hgmeowners
insurers. Twenty-three auto insurers and threé homeowners insurers use a tier structure.
Twelve auto insurers and 12 homeowners insurers do not use a tier structure.

Did your company use a tier structure prior to the use of credit information or credit scoring'.’

Auto insurers that did not use a tier structure prior to the use of credit history were more
likely to use a tier structure after they hegan using credit history than were homeowners
insurers. Eleven auto insurers used a tier structure prior to using credit_history and 25
did not. Only two homeowners insurers used a tier structure pridr to using credit history

and 11 did not.

Attach an exhihit describing the tier eligibility criteria prior to the use of ¢i dit history and the
current eligibility criteria after the use of credit history. If you made any ¢hanges to these
criteria, please give all intermediate criteria and the, date on' which the révisions took effect.
Attach an exhibit showing the number and distribution of policyholders in each tier by year
since the implementation™of credit history. If your company used a tier structure prior fo the
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use of credit information or credit scoring, also include a distribution of policyholders by tier
for the year preceding the implementation of credit scores or credit information.

27, a) Attach an exhibit showing the number and distribution of policyholders by zip code and
tier for each year since the implementation of credit history.. If your _compan)( used a tier
structure prior to the use of credit information or credit scoring, ‘also include the year
preceding the implementation of credit scores or credit information.

b) Attach similar exhibits for policyholders that were non-renewed and for declinations.

28. a) Attach an exhibit showing the number and distribution of policyholders by age and tier for
each year since the implementation of credit history. If your company uSed'a tier structure
prior to the use of credit information or credit scoring, also include the year preceding the
Implementation of credit scores or credit information.

b) Attach similar exhibits for policyholders that were non-renewed and for declinations.

29. a) Attach an exhibit showing the number and distribution of policyholders by marital status
and tier for each year sirice the implementation of credit history, If your _compan%/ used a
tier structure prior to the use of credit information or ¢redit scoring, also include the year
preceding the implementation of credit scores or credit information.

b) Attach similar exhibits for policyholders that were nm-renewed and for declinations.

30. a) Attach an exhibit showing the number and distribution of policyholders by sex and tier for
each year since the implémentation of credit history. If your company used a tier structure
prior 1o the use of credit information or credit scoring, also include the year preceding the
Implementation of credit scores or credit information.

b) Attach similar exhibits for policyholders that were non-renewed and for declinations

MULTIPLE COMPANY STRUCTURE

31 Do you currently use multiple companies that are preferred, standard and non-standard
(multiple company structure)?

A multiple company structure is used equally by auto and homeowners insurers.
Twenty-four auto insurers use a multiple company structure and 12 do not. Seven
homeawners insurers use a multiple company stricture and s do not.

32. Did yog)r companies also use this structure prior to the use of credit information or credit
scoring’

Prior to the use of credit history, 24 auto insurers used a multiple company structure
while 5 homeowners insurers used a multiple company structure.

33, Attach an exhibit describing the underwriting criteria for each_cor_nPany prior to the use ol
credit h|stor?1/ and the current criteria including the use of credit history. 'If you made any
changes to these criteria, please give all intermediate criteria and the date on which the

revisions took effect.

34, Attach an exhibit showing the number and distribution of policyholders in each company b
year be(%_mnmg with the year prior to the implementation of the"use of credit scoring or Credit

information.
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35. a) Attach an exhibit showing the number and distribution of policyholders by zip code and
company for each year beginning with the year prior to the implementation of the use of

credit scoring or credit information.
b) Attach similar exhibits for policyholders that were non-renewed and for declinations.

36. @) Attach an exhibit showing the number and distribution of policyholders by age and
company for each year since the implementation of credif history. If your company used a
multiple company Structure prior to the use_of credit infoimation or credit scormql also

include the year preceding the implementation ofcredit scoring or credit information.

b) Attach similar exhibits for policyholders that were non-renewed and for declinations.

37. a) Attach an exhibit showing the number and distribution of policyholders by marital status
and company for each year since the implementation of credit history. If your company
used a multiple company structure prior to the use of credit informafion of credit scoririg,
also include the year préceding the implementation of credit scoring or credit information.

b) Attach similar exhibits for policyholders that were non-renewed and for declinations.

38. a) Attach an exhibit showing the number and distribution of policyholders by sex and
company for each year since the implementation of credit history. If your company used a
multiple company Structure prior to the use_of credit information or credit scoring, also
include the year preceding the implementation of credit scoring or credit information.

b) Attach similar exhibits for policyholders that were non-renewed and for declinations.

DISCLOSURE

39.  If adverse action is taken against a consumer because of credit history, how is the consumer
notified of the adverse action?

Auto

7 Verbally b%/ the producer
9 Inwriting by the producer
0 Verbally gthe Insurer
29 In writing Dy the insurer

Homeowners

3 Verbally by the producer
6  Inwriting Dy the producer
0 Verbally gthe insurer
U Inwriting by the insurer

40.  If adverse action is taken against a consumer because of credit history, how often is the
consumer notified of the adverse action?

Auto o _
15 Only at policy inception
Every renewal
Other (please sPeufy o
12 Whenever the adverse action is taken
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Homeowners = _
6  Onlyat pohc;i Inception
0  Everyrepewdl
Other (please spem(ij) o
6 Whenever the adverse action is taken
1 At declination

41, Adverse action is defined as: (indicate all that apply)

42

43.

Insurance Credit Scoring in Alaska

Auto

2 Consumer is non-renewed

15— Consumer is not issued a policy

2~ Consumer is cancelled _

15 Consumer is not quoted a premium

2~ Consumer is provided limited coverage

Z___ Consumer is given a surcharge

5 Consumer is hot given a discount

15— Consumer is not given the best rat?

8 —_Consumer is not placed in a preferred company
g___ Consumer is not placed in a standard company
13— Consumer is not placed in a preferred tier

11 Consumer is not placed in a standard tier

Other (please specity) . . _ L
9 Consumer is placed in a higher rated tier or company due to credit history

Homeowners
2 Consumer is non-renewed
LT Consumer Is not issued a policy
3~ Consumer is cancelled _
7__Consumer is not quoted a premium
3~ Consumer is provided limited coverage
5 Consumer is given a surchargg-
Consumer is not given a discount
5 Consumer is not given the best rate
4 Consumer is not placed in a preferred company
4~ Consumer is not placed in a standard company
4 Consumer is not placed in a preferred tier
4~ Consumer is not placed in a standard tier

Other (please specify) .. _ .
1 Consumer is placed in a higher rated tier or company due to credit history

|f adverse action is taken against a consumer, are they told what attributes of their credit
history contributed to the adverse action?

Twenty-one auto insurers and 13 homeowners insurers tell the consumer what attributes
of the consumer's credit history contributed to the adverse action. Twelve auto insurers
and 2 homeowners insurers do'not. Most of the insurers indicated that this information

is provided upon request by the insured.

When a consumer receives a premium increase, is the amount of the increase due to credit
history or a change in credit score or credit information disclosed to the consumer?

w_otinsurer discloses to a consumer the amount of a premium increase due to credit
istory.
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44,

45,

46,

Insurance Credit Scoring in Alaska

Does your company provide educational material to_your insureds on the use of credit scores or
creditinformation in‘insurance rating and underwriting?

Auto
a) 21 Yes 14 No

Homeowners
Q) s Yes 5 No

b) If your answer to a) is.yes, describe the educational activities you use and attach any
printed material you distribute.

¢) Do you explain the difference between a credit report and a credit score?
Auto

14 Yes 19 No
Homeowners
8 Yes 5 No

Do you provide consumers with a summary of the Fair Credit Reporting Act?

fgjto Yes 17 No

Homeowners
7 Yes 7 No

Does your company provide information to consumers to assist them in making inquiries or
complaints regarding the use of credit information?

a 28 Yes 7 No _
b If yes. contact information is provided for:
0 Alaska Division of Insurance
0 Federal Trade Commission
2T Credit Bureau
Other
1 [nsurance company
7 ChoicePoint _
1 Transunion National Disclosure Center

Homeowners
10 Yes 4  No _
If yes. contact information is provided for:
1~ Alaska Division of Insurance
. Federal Trade Commission
Credit Bureau
Other
1 Insurance company
4 ChoicePoint

=2
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INCORRECT INFORMATION

47. a) Describe, the procedures used b¥] your company when a consumer notifies you of incorrect
information contained in his or'hér credit report.

\I\/(I/ﬂst |rﬁurersd|rect the.consumer to the credit bureau 0{ credit reportlnI% at%W

\When the.con unier notifies t emsurertrgt Incorrect in rmat;fon IS COrrected the
Hlsure}r]v\n Cﬁ cu ai?anew credit scorfe. ther insurers alsp inform the consumer of
IS or her right to obtain a free copy of the consumer’s credit report.

b) How long do you use credit information that the consumer has indicated is incorrect?

Auto

31 Until corrected following procedures outlined in the Fair Credit Reporting Act.
0 Not used at all, whether or not it has been corrected by the credit reporting

agency. _

er (please speci :

qulotws(f?fun i . gmsumer filed ¢ aIIengCeh been resolved
Excluded when items are flagged by theCredit reporting

agency as disputed

Homeowner
14 Until corrected following procedures outlined in the Fair Credit Reporting Act.
0~ Not used at all, whether 0r not it has been corrected by the credit reporting

— S e e ——
ggengluie%i\é\g&réétems are flagged by the Crediit reporting

48.  Does any corrective action, such as re-rating or re-underwriting, apply to the consumer's in-
force policy only or does it apply to all policies, including previous policies that may have been
Issued based on’incorrect information?

Auto
6 Current policy only _ _ _
s___ All policies affectéd by the incorrect information
s____ All policies affected by the incorrect information onlywhen the corrected
score results in lower rates
Other (please specify) . _
5 The Current and ‘one prior policy term
7 Not used until a consumer filed thallenged has been resolved
2 All policies when the incorrect informafion has been corrected

Homeowners
0 Current pollc¥fonly _ _ _
421_AII policies affectéd by the incorrect information

All policies affected by the incorrect information onlywhen the corrected

score results in lower rates

Other (please specify) . _

1The current and ‘one prior policy term

4 Not used until a consumer filed Challenged has been resolved
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GENERAL PROCEDURES
49.  What procedures are in place to protect the confidentiality of a consumer’s credit his.ory?

he rm eans that I ns rers use to protect the confidentjality of a consumer’s credit
p % orB é: m baﬁy utomate 0 ess

history 1S faining only the |ns It score throu
gomer)l/n UIErs Make %re daval ﬁf]eto t‘]GIFFI’Od.UC IS underwritey S ers

onot. Fivelin urers |n Icated the e rlvac uidelines, onelnsurers |q]d|catedte
|n¥ormat|on| ana ment ina another'in urersores

rmatlon € ec%om%a It 1S accesg 8 assword. One stLher |nd|cated dn
erwrlter mignt revie t € consumer’s creait report at the request of the consumer.

50.  Who has access to the consumer’s credit history?

Auto
g Producer. ( 3haVﬁaccess to credit i é]for ation, 3 credit scare only)
? Underwnter 10 have access to credit information, 12 credit scor onIy

er (Please Spe
tEnt rf;c]) etseg ?\flelrtﬁsfgsg%%?s to the policy file
|cm st

L|m| ed num er ofe rRIO}/ees for complaint resolution, modeling,

analysis, an Tﬁ
2 Agents aré gIV top ne ative reasons, underwriters see
e score dnd the top 4 negatlv reasons

Homeovvners
Producer
Underwnter

lease s eC| t)n
e tS are eto four negative reasons, underwriters see
the score a e top negatlve reasons

51. Is the use of credit information optional? Yes No
Auto
10 Yes 26 No
Homeowners
0 Yes 15 No

52.  If the.consumer does not want his or her credit information used, but meets all other eligibility
criteria, how will the consumer be treated?

1ZP Not issued a (Joohcy
Non- renewe
Oi Cancelled
0~ Given the best rate or placed in the best tier
0~ Given the waorst rate or placed in the worst tier
z___ leen some intermediate rate or placed inan intermediate tier

SE ECI
gn the Dase te
élven a %uoteh but the policy will not be issued without
using credit history
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Iven a
Atte ptto cﬂd%r credit

Homeowners
Not issued a policy
Non-renewed
Cancelled
Given the best rate or placed in the best tier
8 leen the worst rate or placed in the worst tier
Given some intermediate rate or placed in an intermediate tier

%mé ea‘“’%é ECM the policy will not be issued without
4 Atter%pt 0] ordler C%dlt

53. Ifaconsumer is a “no hit” (the.company can find no credit information on the applicant), but
meets all other eligibility criteria, how is the consumer treated?

§ K’aced ina market based on all other underwriting factors

Not Issued a (Joohcy
0 Non- renewe
0 Cancelled

3 Given the best rate or placed in the best tier

0 leen the worst rate or placed in the worst tier

9 Given some intermediate rate or placed in an intermediate tier

O} Iea eC|
Xﬁ ?nat matical wei ht
covera emn alr;othée hy
ace any gs on all'otiter underwriting factors
S|8neg ew st cre éscore category

Ass|
gtomeovvners

Nned an average credit score

Not issued a policy
Non-renewed
) Cancelled
T Given the best rate or placed in the best tier
0 Given the warst rate r placed in the worst tier
I— leen some intermediate rate or placed in an intermediate tier

€S

Xf.s%p ds r%athfe/ atbcal Vel i

Placgd In a compan asdo | other underwriting factors
Assigned an average credit score

54, If aconsumer is a "no score” (the company is unable tq calculate a credit score for the
consumer), but meets all other eligibility Criteria, how' is the consumer treated?

Auto

1 Not issued a J)ollcy

0 Non- renewe

0 Cancelled

1 Given the best rate or placed in the best tier

0 Given the warst rate or placed in the worst tier

9 Given some intermediate rate or placed in an intennediate tier
Other (please specify)
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7'8‘?%928(1 a mathematical vvelcg

COVera eln noth an
Placed In nﬂa %as § on arﬁ%th)ér underwriting factors

ASSI negt SWOrSL Lre Osscore cafegory
i% n average credit s Ore
Giveh e best Fate in & standar company

Homeowners
0 Not issued a policy
0 Non-renewed

O_ Cancelled
Given the best rate or placed in the best tier

0 Given the warst rate or placed in the worst tier
T Given some intermediate rate or placed in an intermediate tier

0 ?eases DEC
éls geda mat matt) cal vvewh‘
acéd Inaco ép g | other underwriting factors
Assigned an average cre |tscore

55. When a policy is written for multlple insureds, whose credit history is considered in the ratin
or underwriting of the policy?

Auto
The consumer with the best credit score
0 The consumer with the worst credit score
! The consumer who is the first named insured
17 The consumer who is the first named applicant
0~ All consumers and an average credit score is developed
T The consumer selected by tfie insured or applicant

w

o The husband S
0 Thewife’s

Other |ease speu

|rs two app licants
Spouse when named insured is a no-hit or no-score
2 Person in household mast likely to have complete credit history
(usually oldest male driver under 65)

Homeowners
1 The consumer with the best credit score
0 The consumer with the worst credit score
5 The consumer w'ho is the first namedinsured
5 The consumer who is the first namedapplicant
0 All consumers and an average credit score is developed
0 The consumer selected by the insured or applicant
0] The husband’s
0 The wife's

Other (please specify)

2 First two applicants

3 Named insured and spouse

56. Is aconsumer's credit score or credit information used as eligibility cntena for the type of

payment plan offered to an insured?

One auto and one homeowners insurer use credit history to determine eligibility for the
type of payment plan offered to the insured.
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57. Is aconsumer's credit score or credit information used in the decision to deny a claim?

No insurers use credit history to deny a claim.

58. Is aconsumer’s credit score or credit information used to settle a claim for a certain amount?
No insurers use credit history to settle a claim for a specified amount.

59. Describe any other uses that your company makes of credit history.
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Automobile Insurance Companies
Active companies as of September 30, 2002

Credit Information Used For Underwriting

AIU Insurance Company (AIG)
Allstate Insurance Company

Company

Allstate Indemnity Company

Company

American Home Assurance Company (AIG)

American International Insurance Company (AIG)
Country Casualty Insurance Company

Country Mutual Insurance Company

Country Preferred Insurance Company

Electric Insurance Company

First | ational Insurance Company of America (SAFECO)
GEICO Casualty Insurance Company

GEICO General Insurance Company

GEICO Indemnity Company

General Insurance Company of America (SAFECO)
Government Employees Insurance Company

Insurance Company of the State of Pennsylvania (AIG)
Insurance Co.

National Union Fire Insurance Company of Pittsburgh (AIG)
S.AFECO Insurance Company of America

SAFECO Insurance Company of Illinois

State Farm Fire and Casualty Company

State Farm Mutual Auto Insurance Company

United Services Automobile Association

USAA Casualty Insurance Company

USAA General Indemnity Company

Credit Information Used for Rating

American Economy Insurance Company (insurQuest)

American Slates Insurance Company (insurQuest)
Country Casualty Insurance Company

General Insurance Company of America (insurQuest)
Horace Mann Property & Casualty Insurance Company

Leader Insurance Company

Progressive Casually Insurance Company
Progressive Northwestern Insurance Company
Progressive Specialty Insurance Company
United Services Automobile Association
USAA Casualty Insurance Company

USAA General Indemnity Company
Worldwide Insurance Company

Insurance Credit Scoring in Alaska

Credit Information Not Used

American Banker® Insurance Company of Florida
American Family Home Insurance

American Manufacturers Mutual Insurance

American Modern Home Insurance Company
American Premier Insurance Company
American Protection Insurance Company
Arnica Mutual Insurance Company
Cincinnati Insurance Company

Federal Insurance Company

Harleysville Insurance Company

Hartford Accident & Indemnity Company
Hartford Insurance Company of the Midwest
Horace Mann Insurance Company

Liberty Mutual Fire Insurance Company
Markel Insurance Company

Metropolitan Group Propety & Casualty

No’thland Casualty Compam

Sentry Select Insurance Con pans

Teachers Insurance Compare (Horace Mamn
Vigilant nsurance Company

Windsor Insurance Company
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Homeowners Insurance Companies
Active companies as of September 30, 2002

Credit Information Used For Underwriting

Allstate Insurance Company

Allstate Indemnity Company

Armed Forces Insurance Exchange

Country Mutual Insurance Company

Electric Insurance Company

First National Insurance Company of America (SAFECO)
General Insurance Company of America (SAFECO)
Nationwide Mutual Fire Insurance Company
SAFECO Insurance Company of America
SAFECO Insurance Company of lllinois

Vesta Insurance Corporation

Credit Information Used for Rating

American International Insurance Company (AIG)

Credit Information Not Used

American Bankers Insurance Company of Florida
American Equity Insurance Company

American Manufacturers Mutual Insurance Company
American Protection Insurance Company

Cincinnati Insurance Company

Empire Fire & Murine Insurance Compam,

Federal Insurance Company

Hartford Insurance Company of the Midwest
Harleysville Insurance Company

Horace Mann Insurance Company

Liberty Mutual Fire Insurance Company
Metropolitan Group Property & Casualty Insurance Company
Sentry Select Insurance Company

State Farm Fire and Casually Company

Umialik Insurance Company

United Services Automobile Association

USAA Casualty Insurance Company

Vigilant Insurance Company
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Alaska State Legislature

House Committee o1 Community and Regional! Affairs

Representative Carl Morgan, Chair
tate Capitol Building, Room 408
Juneau, AK 99801
907-465-3882

AGENDA
State Capitol 124

8:00 dM- 10:00 dM

« Call to Order _
Today’s date is February 25, 2003
The time is (8 am)

« Overview
« /department of Community and Economic Development

Edgar Blatchford, Commissioner

['i 1 ' Division of Community and Business Development
Gene Kane, Director

—Division of International Trade and Market Development
Margy Johnson, Director

A A>-ADTvision of Investments
Greg Winegar, Director

fision of Banking, Securities & Corporations
Mark Davis, Director

—Division of Occupational Licensing
Rick Ilrion, Director

g Division of Insurance
tan Ridgeway, Director

» (QOther Business

 Adjournment



Annual Report

Division of Com munity and Business Development

January 2003

Edgar Blatchford, Commissioner Gene Kane, Acting Director
Department of Community and _ Division of Community and
Economic Development T e Business Development



Department of Community and Economic Development

Division of Community &
Business Development Offices

Anchorage
550 W. 7th Ave., Suite 1770
Anchorage, AK 99501-3510
Phone: (907) 269-4580
FAX: (907) 269-4539

Bethel
P.O. Box 348
Bethel, AK 99559-0348
Phone: (907) 543-3475
FAX: (907) 543-4152

Dillingham
P.0. Box 790
Dillingham, AK 99576-0790
Phone: (907) 842-5135
FAX: (907) 842-5140

Fairbanks
209 Forty Mile Avenue
Fairbanks, AK 99701-3110
Phone: (907)452-7126
FAX: (907) 451-7251

Juneau
P.O. Box 110809
Juneau, AK 99811
Phone: (907) 465-4814
Fax: (907) 465-2948

Kotzebue
P.0. Box 350
Kotzebue, AK 99752-0350
Phone: (907) 442-3696
FAX: (907) 442-2402

Nome
P. 0. Box 1769
Nome, AK 99762-1769
Phone: (907) 443-3596
FAX: (907) 443-2409

Tok
P. 0. Box 359
Tok, AK 99780-0339
Phone: (907) 883-5667
FAX: (907) 883-5667
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Department of Community and Economic Development

Division of Community & Business Development

MISSION

Promote strong communities and healthy economies by providing
information, technical and financial assistance and other capacity

building resources.

The Division of Community and Business Development (DCBD) has two major elements - community
development and business development. We also have two important support functions which are
essential to our mission - providing financial assistance and information. Services provided by the
Division run the full range from identifying community needs and economic development goals, to
obtaining funding for specific projects, and providing technical assistance to new or echandlng businesses.
The Division provides services to individuals, communities, various organizations and specific industries.

The Division delivers its services from eight locations. To provide more direct service to the people
they serve, DCBD staffare stationed at regional offices located around the state. Staffin these regional
offices are in frequent contact with the communities they serve. The goal ofthis effort is to develop and
maintain local capacities which help ensure efficient and effective local governments.

In addition, the Division has an office in the Tok Alaska Public Lands Information Center. The Center
is mandated by the Alaska National I nterest Lands Conservation Act of 1980, and is one of four interagency
centers operating around the state. It is a cooperative effort by eight state and federal agencies to provide
information and referral about Alaska’s tremendous variety of public lands. In one stop, visitors can
obtain all the information needed to plan their Alaska Adventure. Services offered include tourist
information, trip planning services and Alaska Marine Highway reservfdons.
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Department of Community and Economic Development

Community Development

The focus of community development staff is technical assistance and training for communities that
lack various resources needed to effectively operate their local government. When working with a
community to resolve a specific problem, staff also work towards the more general ?oal of “capacity
building,” increasing the capacity of local people and organizations to deal with local problems.  The
Division also supports the provision ofprofessional training and development opportunities in cooperation
with organizations such as the Alaska Association of Municipal Clerks, AlaskaAssociation ofAssessing
Officers, Alaska Planners Association, and the Alaska Municipal League.

Local Government Development

The fundamental purpose of Local Government Development is to help local and regional governments
to become more self sufficient in providing effective government services to community res; "ents.

Thewriters of Alaska’s constitution mandated the creation ofa “local affairs agency.” Article X, Section
14. Local Government Agency of the State Constitution states: ‘An Agency shall be established by law
in the executive branch of the state government to advise and assist local ?overnments. It shall review
their activities, collect and publish local government information, and pertorm other duties prescribed

bylaw.’

The framers of the Alaska Constitution clearly indicated their belief that local government would play
acritical role in Alaska’s future; and that the state had a responsibility to work with local governments
to help them be successful in providing local governance and effective public services for community

residents.

The Alaska Constitution also specifically provides for maximum local self government. However, the
framers of Alaska’s Constitution also recognized that many local governments in the state were not
fully developed and would not have the resources to achieve strong local self-determination unless the
were assisted in this effort. A large part of the state consists of the “unorganized borough™ in whic
there is no regional form of government. DCBD fulfills this mandated assistance function by offering
local governments and other community entities a broad range ofsupport for local development efforts.

Financial ManagementAssistance

Adivision priority is helping communities establish and maintain basic financial management systems.
This focus on financial management has had positive results. While some communities continue to
struggle financially, their status has stabilized with fewer crises disrupting day-to-day operations. In
addition to city officials, DCBD staff provide training for elected local officials who may not have an
adequate understanding of their financial management responsibilities.
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Department of Community and Economic Development

Local Government ManagementAssistance

Alaska's Constitution, statutes and regulations define the powers and responsibilities of local governments.
Various programs in DCBD were created to assist local governments in utilizing these powers to improve
the efficiency oftheir organizations and the quality of life for residents in their communities. Assistance
can be provided or arranged onjust about any aspect of municipal government. Examples of assistance
and training topics ot activities provided by DCBD include:

< Ordinance development and codification.
# Elections training.

< Personnel practices.

« Tax assessment and collection.

& Title 4 ﬁAIcohoI) local option laws.

< Couroil powers and procedures.

| nation of State and local laws.

< Lo*.’ 'mnagement and planning.

< Development of land disposal ordinances.
+ ANCSA 14(c)(3) negotiations & agreements.
<+ Community Visioning.

+ Newly Elected Officials (NEO) training.
< Grant writing training and assistance.

v k Success Story k k

DCBD staff assisted the City of Nondalton in identifying management problems that have
resulted in the city incurring debt of over $400,000. Operations and financial management
plans were developed to address the problems. Following are steps the community has taken
with DCBD assistance:

Operations Management - The Council amended their ordinance to eliminate a paid mayor
position and instituted an emergency-staffing plan that reduced the costs ofthe city. The Council
adopted a new water and sewer ordinance to facilitate the City’s collection of water and sewer

revenue.

Financial Management - The City has worked with DCED staffto draft a realistic budget and
gegt rfepayment plan. The planis now being implemenled and progress is being made at becoming
ebt free.

Planning/land use - The City also addressed long-standing planning concemns. They_si%ned
an ANCSA 14(C) agreement to settle land title issues in the City. They updated their land
disposal ordinance for City property and corrected inconsistencies in their previous process.

A side benefit of these actions is that community members are moving toward more involvement
in city government. At one community meeting attended by DCED staff, approximately 30
members of the public were present showing support for the Council’s actions and an eagerness

to help get the city on track.
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LocalBoundary Commission

The Local Boundary Commission (LBC) has the power and duty tojudge proposals for:
< incorporation of cities and boroughs;
« reclassification of cities;
% annexation to cities and boroughs;
+ (etachment from cities and boroughs;
< dissolution of cities and boroughs;
<+ merger of cities and boroughs; and
< consolidation of cities and boroughs.

Additionally, the LBC has the duty to make studies of local government boundary problems. It is one of
five State boards with origins in Alaska’s constitution (Article X, Section 12).

The LBC consists of five members appointed by the Governor. One member is appointed from each of
Alaska’s four judicial districts; the fifth member is appointed at-large. Members of the LBC serve

overlapping five-year terms.

DCBD staffprovides technical support to the Commission, petitioners, and other interested individuals
and organizations. DCBD’s responsibilities in that regard include:

< providing technical assistance to prospective petitioners and other interested individuals and

organizations re%arding matters that come before the LBC;

< performing feasibility and polic?/ analysis of proposals and prospective proposals to the LBC;

< conducting public informational meetings concerning proposals pending before the LBC;

< preparing reports and recommendations on matters pending before the LBC;

* providing technical support to the LBC at its public hearings;

0 drafting decisional statements regarding actions taken by the LBC;

< implementing decisions of the LBC; S _ o _
< certifying the creation and alteration of municipalities’ actions; and maintaining incorporation

and boundary records for each of Alaska’s 161 cities and boroughs.
Major activities of the Local Boundary Commission and DCBD Staff:

Regulation Revisions _ o _ o
The LBC completed reforms to its procedural regulations in 2002. The changes bring the Commission’s

regulations into conformity with State Statutes. The revisions were warranted since the last compre-
hensive review of the Commission’s regulations occurred more than ten years ago. Since then, there
have been numerous changes in State statutes concerning matters involving the Commission. During
the past three years, the Commission and staffhave devoted considerable effort to revision of its regu-

lations in Title 3 of the Alaska Administrative Code.

Five work sessions to address the proposed changes were conducted in the year 2000. The Commission
held a public hearing on the proposed changes in 2001. They met again in 2001 to review the written
and oral testimony concerning the proposed regulations At that time, the Local Boundary Commission
approved the proposed regulation changes. On April 17,2002, the Commission re-adopted the revised
regulations following technical review by the Alaska Department of Law. Following that adoption, the
Department of Law filed the regulations with the Lieutenant Governor. The new regulations took effect

on May 20, 2002.
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Unorganized Borough Review _ o B
During the 2002 legislative session, abill was approved and subsequently signed into law requiring the

Local Boundary Commission to review conditions in the unorganized borough and report to the legis-
lature the areas it has identified that meet the standards for incorporation. The Commission met to
discuss the review and adopted a project work plan. Under the plan, DCBD staff reviewed all of the
areas in the unorganized borou?h and compiled information for the Commission that would reflect on
the economic viability or fiscal viability of prospective boroughs in the unorganized borough. The
Commission reviewed the economic information compiled by DCBD and made a preliminary determi-
nation that eight areas of the unorganized borough would be subject to further review. These areas that
will be subject to further review are comprised of the following model borough boundary areas:

Aleutians West and Aleutians-Military (combined) Chatham

Copper River Delta-Greely
Glacier Bay Prince William Sound
Upper Tanana Wrangell-Petershurg

The Commission’s report to the Legislature will be rendered by February 19,2003.

City ofHaines/Haines Borough Consolidation o o _
The City of Haines petitioned the Local Boundaiy Commission for consolidation of the third class

Haines Borough and the first class City of Haines. DCBD accepted the Petition for filing following its
technical review. The Commission convened the hearing which approximately seventy-five local resi-
dents attended. At the conclusion of the hearing, the Commission convened a decisional meeting and
concluded that each of the applicable legal standards governing consolidation of city and borough
governments was satisfied with respect to the Haines consolidation proposal. Commission members
amended various aspects ofthe Petition. Consolidation was approved by Haines voters and the consoli-
dation election was certified by the Division of Elections on July 11, 2002.

Palmer Annexation o _ _ N
The City of Palmer formally initiated efforts on to expand its boundaries to encompass an additional

estimated 921.34 acres. Members of the Commission inspected the territory proposed for annexation

and held a public hearing on the City’s annexation proposal. Following the hearing, the Commission
convened a decisional session. Guided

by the fourteen city annexation stan-
dards set out in State law, the Commis-
sion determined that it would be appro-
priate to reduce the size ofthe area pro-
posed for annexation to 861.44 acres.

More information about the LBC is
available on the web at: http:/
www.dced.state.ak.us/chd/Ibc/Ibc.htm

Recent LBC hearing
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Department of Community and Economic Development

Rural Utility Business Advisor (RUBA)

The goal ofthe RUBA Program is to prepare rural communities for, and help them meet the challenge
ofmanaging and operating sanitation utilities. RUBA is achieving this goal by providing assistance In
the areas of business, finance, personnel, and general management to governments and organizations
responsible for operating water and sewer utilities in rural Alaska.

2002 RUBA Activities:

<+ Made 102 trips to 50 different com-
munities to provide on-site RUBA as-
sistance.

< Presented thirteen 32-hour Utility
Management Classes in 9 different
regional centers throughout the State.
One hundred-thirteen utility manag-
ers completed the classes.

+ Developed debt reduction plans for _
two communities. One community had debts of a%)rommately $250,000, the other had debts

over $1 million. Both communities were suffering delays in sanitation projects due to financial
management issues.

+ Developed capacity indicators for evaluating financial and managerial capacity of utilities. These
standard indicators were developed in relation to the Denali Commission's adopted definitions
ofsustainabilitﬁ.

<+ Worked with the Regulatory Commission of Alaska (RCA) to develop a simple standardized
Chart of Accounts for use by small water and wastewater utilities. The standardized COAwas
implemented in five utilities that RUBA worked with to convert their accounting systems to
QuickBooks.

< Hired accounting contractors to Erovide training on Quickbooks Pro, and install and train utility
staff in four communities (Stebbins, False Pass, Huslia, and Marshall). Staffworked directly
with several other communities directly to implement Quickbooks as an accounting package, or
adopt changes to existing QuickBooks practices.

« Revised the publication Plain English Guide to Alaska Drinking Water and Wastewater Regula-
tions to reflect chang?es in regulations over the past four years.

& Completed the development of the fifth (Financial Management) in a series of six classes on
Utility Management. The materials, once completed, are anticipated to be the base curriculum
for utility manager certification program.

< Participated in sanitation policy meetings of the Governor's Council on Rural Sanitation, Rural
Development Sustainable Utilities Subcommittee, and the Rural Alaska Sanitation Coalition.

< Presented information sessions at the following annual conferences: Alaska Water and Waste-
water Manager's Association (AWWMA), National Rural Water Association - Alaska, Alaska
Municipal League, and the SE conference of the AWWMA.

< Served on the evaluation committee's for Denali Commission Washeteria grants, Denali Com-
mission Small Clinic Grants, Village Safe Water Planning and Capital Improvement Grants.
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Office ofthe State Assessor (OSA)

In accordance with state law, the Office of State Assessor (OSA) conducted the annual lull value
determination (F\/D) for taxable property in organized boroughs and home rule, first class, and second
class cities (with a population over 750) whether or not they levy property taxes. The OSA published
the results in a report titled, “Alaska Taxable”. To review the report, visit the Division’s website or

contact the OSA.

Toassure equitable treatment for all taxpayers and to assure the State disburses school funding equitably
to each municipality, the OSA monitored municipal assessment practices. This past year, the OSA
discovered that a borough had been using some erroneous sales ratio practices that could have cost the
state several thousands of dollars of educational funds. The OSA worked with the borough to correct
this and has been assured this will not occur in the future. The OSA also monitored municipal property
assessment and taxation practices for compliance with state and federal tax laws, and addressed issues

of noncompliance.

The OSA advised and assisted municipalities on assessment and taxation issues and provided training
for municipal assessment personnel. For example, the City of Nenana lost its long time employee
responsible for administering the annual assessments. The OSA spent several weeks assisting the newly
appointed individual in completing the assessment roll for the year.

In accordance with State law, the OSA also provided guidance with interpreting state mandated
exemptions; established standards for assessment practices for use by local assessing offices; assisted
in developing ordinances dealing with property assessment issues; and developed assessment models
for use with value projections in the Unorganized Borough.
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Volunteers in Service to America (VISTA)

VISTAs serve Alaska’s urban and rural communities. This year, DCBD had 16 VISTAs in 13
communities. DCBD also received approval for 20 new VISTA positions. Six of these VISTAs will
serve under the Indian Set Aside Grant. Sponsoring entities will be community and regional organizations
that serve Alaska Natives. Currently, DCBD is working on a grant for six additional Entrepreneur
Corps VISTAs. The Entrepreneur Corps VISTAs will use their busmess experience and skills to establish
and strengthen development programs in communities.
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Department of Community and Economic Development
Land Management

The Land Management and Community Planning programs Erovide assistance to communities onregional
and local land issues. The main areas of assistance are technical advice and training on local planning
and land management efforts, the Alaska Coastal Management Program, the Municipal Lands Trustee
Program, and the National Flood Insurance Program.

Alaska Coastal ManagementProgram (ACMP)

Through balanced stewardship, the ACMP strives to
sustain the long-term economic and environmental
Broductivity of the Alaska coast. The ACMP i)(ovides a
alance of decision making that addresses all interests,
coastal resources, and coastal uses. Thirty coastal districts
participate in the program by develoioing local coastal
management plans, implementing local plans through the
consistency review process, and informing and educating
the public about the ACMP. The Department’s role in
the program, which is established in AS44.47.095, supports the coastal districts through research, training,
and technical assistance. DCBD also manages the ACMP grant program, which awards $1 million

annually in grant funds to the coastal districts.

Community Mapping

Unresolved land claims and inadequate information about land sometimes hinder development for both
the private and public sectors. The land management section provides information, maps and assistance
to agencies, contractors and rural communities so they may overcome land problems that currently
impede development. Some of the services provided include the following:

< Site Control. This includes preparing title opinions and providing maps, sample documents and
technical assistance to assure a proper ownership interest for publicly funded projects. Site control
helps protect state and local government investment in buildings and facilities.

<+ Community Profile Mapping. By assisting
groups that are contracting for the preparation
of community mapping we ensure that
community maps are prepared to a standard
compatible with other users, that existing
mapping data is used whenever possible and that
the project is coordinated with other mapping
efforts that may be taking place. At the
completion ofthe project, partners allow DCBD
to add the maps to Its community mapping library
and share the maps with private and public
entities working in the community. DCED’s current mapping partnerships are developing aerial
photo based community maps in 27 rural communities.
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Land M anagementProgram

Section 14(c) ofthe Alaska Native Claims Settlement Act (ANCSA) provides that certain land in ANCSA
communities be made available to residents, businesses, non-profits, communities and airport operators.
DCBD provides community mapping and land management assistance to municipalities, unincorporated
communities, and Native village corporations so they may carry out the process of identifying and
conveying 14(c) land claims. Once the land claims have been placed on a community’s “map of
boundaries” the layout can be submitted to the Bureau of Land Management for surveying and platting.
This year DCBD’s assistance was instrumental in the settlement of land claims and the submission of
maps of boundaries in the communities of Manley Hot Springs, Naknek, Nikolai, and Nondalton.
Surveying and platting of land claims was completed in Allakaket, Alatna, Koliganek and Nome. The
settlement of the ANCSA 14(c) land claims is an essential ste[) in clearing land title in the community
and Iproviding a base of land for private and public land development. Many of the State, Federal and
|ocal initiatives to improve sanitation and develop infrastructure in rural Alaska benefit from the settlement
of 14(c) land claims and the surveying and platting of local subdivisions. In unincorporated communities
DCBD carries out the community planning and negotiation ofthe 14(0)(53) community land onbehalfof
a future municipal corporation (Municipal Trust Land). Leases, deeds and easements of Municipal
Trust Land were issued this year for housing, sewer and water facilities, a school, bulk fuel storage
facilities, clinics, a church, an airport and roads and boardwalks.

Floodplain Management/National Flood Insurance Program (NFIP)

The mission ofthe Division’s Floodplain Management
Program is to reduce public ?nd private sector losses
and damage from flooding and erosion by providing
coordination, funding, and technical assistance to NFIP
communities. The Division serves as the state coordi-
nating agency for the NFIP. The program provides over
$326.2 million in flood insurance coverage to individu-
als, businesses, and renters in 37 cities and boroughs.
The total flood insurance premiums paid for flood cov-
erage exceed $ million. The average annual premium
is $429. The average flood insurance claim payment is
$12,946. Division staffassist local officials, residents,
developers, lenders, insurance agents, Realtors, and

state and federal agencies in a variety ofways specific to
flood and erosion management. Flood mitigation grants
for planning and projects are now available to NFIP com-
munities.
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Business Development

The focus of business development staffis to
provide technical assistance to those
communities desiring economic growth; and
technical assistance and basic research
information to new businesses or husinesses
seeking to expand or diversify.  Facilitating
value-added manufacturing projects and
sustainable development are the goals of
Business Development specialists in the fields
ofmining, forest products, seafood and tourism.
Staff also assist with planning and training for
communities and organizations looking for a
reprieve from the boom and bust cycles of
resource extraction and export. The business
development element of our mission includes
serving asa commercial liaison forthe state and
for private sector businesses. The efforts of the
Division are part ofthe State ofAlaska’s overall
economic development strategy to increase
employment and diversify our economic hase.

Some of the Division’s programs are regional in nature. The goals of these programs are to stimulate
economic development in the different regions by preparing strategies, assisting communities in
implementing the strategies and providing opportunities for communities to participate in economic
activities area not previously available to them.

Alaska Regional Development Organizations (ARDORs) Program,

The Legislature established the ARDOR Program in 1988 in support of the widely held belief that a
|locally driven initiative, in partnership with the State and other entities, can most effectively stimulate
economic development and produce healthy, sustainable local economies. An ARDOR is a non-profit
organization of local volunteers, representing numerous public and private interests, working together
to achieve economic development in their reggon. Each ARDOR prepares a regional economic develop-
ment strategy and assists communities and businesses to implement the strategy. The ARDORs are
eligible for State matching grants. There are currentg 13ARDORS. DCBD administers the grants and
manages the ARDOR program. Funding is provided by the Alaska Industrial Development & Export

Authority (AIDEA).
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Community Development Quota Program

The Community Development Quota (CDQ) Program is a federal fisheries program that was created in
1992. The North Pacific Fishery Management Council approved the CDQ Program as a means to
address serious economic and social problems of the western coastal region of Alaska. Eligibility to
participate in the program is restricted to 65 communities located within 50 miles of the Berin(l; Sea
coastline. Overthe last ten years, the program has generated over $400 million in revenues and employed
more than 12,000 western Alaska resicents, creating over $80 million in wa%es. The program has
provided an opportunity for these communities to participate in the harvesting ofthe nearby multimillion-
dol’ar groundfish industry through the formation of or%anizations called CDQ %roups. Through the
allocation of multi-species quotas, including pollock, halibut and crab, western Alaska residents have
been given the ogportunity to work on offshore vessels and in shoreside processing plants to gain
experience in the business operations of the CDQ group’s industry partners.

Page IS



Department of Community and Economic Development

Funding Summits

AFunding Summit is a two day meeting where regional non-profit, State and federal funding agencies,

and communiiy and regional representatives come together to discuss community priority projects ina
particular region. Usually, about 10 communities
participate—nut it can be more or less. Typically, 15-
25 agency representatives are in attendance.

The Funding Summits, are ajoint effort ofthe Denali
Commission, USDA Rural Development, U.S..
Department of Housing and Urban Development
(HUD), Department of Community and Economic
Development (DCED), Department ofEnvironmental
Conservation (DEC), Rural Alaska Community
Action Program (RurAL CAP) and regional and local
partners.

The goals of a Funding Summit are to: _ _ _ o
<+ enable community and agency representatives to resolve problems associated with and identify

funding options for community Eriority projects; N
+ establish working relationships between community and a%ency participants; and
< cnable all participants to learn new ways to make projects happen.

DCED established a website for the Summits: http://mww.dced.state.ak.us/chd/grl/fimdingsummits.htm

In 2002, the partnership held Summits in Fort Yukon, Nome, Glennallen and Soldotna. In 2003, DCED
anticipates Summits will be held in Anchorage (for Southwest Alaska communities), Barrow, Southeast,

[lliamna, and Kotzebue.
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Community Tourism Development

Department of Community and Economic Development

The goal of this program within the Division of Community and Business Development is to identify
and foster the development of tourism business and employment opportunities for Alaskans. Tourism
staff, assisted by other industry specialists and research analysts within the department, provide techni-

cal assistance in the areas ofresearch, business develo
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pment, plannin%, hospitality training, and product
development. The division conducts :esearch such
as the Alaska Visitor Statistics Pro gram, Alaska
Monthly Arrival Report, and a tourism economic
impact stud%/. The division also manages the
AlaskaHost hospitality training program and pro-
duces publications like the Tourism Funding
Guide and The Alaska Community Tourism Hand-
book. The Department of Community and Eco-
nomic Development manages the State of Alaska's
contract with the Alaska Travel Industry Associa-
tion to market the state as a destination in national
and international markets.
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Fisheries Development

The Division currently has two full-time development specialists working on fisheries issues. Current
duties include analyzing and reporting on economic issues, working with entrepreneurs, encouraging
and facilitating new product development, supporting development of growth sectors, and networking
economic development specialists with industry. The fisheries development program strives to increase
the income and employment of Alaskans from seafood. Recent, current and proposed projects include:

« seeking sustainable fisheries label for Alaska salmon through the Marine Stewardship
Council,

+ developing supportive information for the growing direct market vessel sector,

* faci{(it%ting and holding seafood marketing workshops and conducting direct market vessel
workshops,

* providing detailed reﬁorts for the Alaska Economic Information System;

< overseeing a comprehensive review of the inputs into the Alaska seafood processing sector;

+ overseeing a freight consolidation facility review;

< overseeing a review of seafood ard fisheries development related programs in the Federal
government;

<+ maintaining a seafood related current events calendar;

+ supporting and communicating with the USDA on pink salmon purchase programs;

< administering the Alaska Regional Salmon Marketing Mini-Grant Program;

< administered the Specialty Salmon Marketing Mini-Grant Program;

< oversee a seafood quality infrastructure review.

Tracking and developing policy considerations to protect Alaska’s fishing and processing interests has
become a major focus for the State of Alaska, and, as such, involved the expertise of the Division’s
Fisheries Development staff. At the same time, many proposals to rationalize other fisheries are emerging.
Community and market concerns are included in the analysis and discussion of these proposals.
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Minerals Development

The goal of the mining lorogram is to facilitate mineral exploration, deveIoEment and employment in
Alaska. Mlnln? Development Specialists provide information on Alaska’s mineral resources to
prospective developers, investors and affected communities, and attend national and international mining

shows to showcase Alaska mining development opportunities. Staffprovides accurate information on
what mining can mean to acommunity including

jobs, environmental quality, quality of life,
required infrastructure, and geology of an area.
The Division has facilitated airborne geophysical
surveys in many areas around the state, to
improve base line information on mining
resources and promote thj efficiency of
exploration activities. Staff provides technical
support to the Alaska Minerals Commission,
researching numerous issues of concern to the
industry and Cs)ublishing an annual report to the
Governor and Legislature.

Small Business Development

The Small Business Development program supports the start-up and expansion of small businesses
around the state. Assistance provided includes:

« Responding to information requests from business owners.

< Developing publications on business topics. _ o
& Assisting with the planning and delivery of small business training in workshops

and conferences.

The Small Business Development Specialist works closely with the staff of other state and federal
agencies to efficiently provide a high level of service to the business community.
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> VY Success Story N7V

Inearly 2002, Development Specialist Ruth St. Amour participated in the planning
and delivery of a series of conferences on business practices for aits and crafts.
Conference activities were held in Bethel, Nome, and Kotzebue and served nearly
100 artists and crafts people. The conferences provided an opportunity for artists
to learn marketing and other business skills, and to network for the sharing of
professional skills and marketing opportunities. Partners in the conferences
Included ihe Alaska State Council on the Arts and Alaska Cooperative Extension
Service as well as a variety of local partners.

Alaska’s second Biz Fair, a free one-day event with small business workshops
and information booths, held in Anchorage in May 2002, drew approximately
300 participants from across Southcentral Alaska. DCBD development specialists
participated in planning and organizing the event. Partner agencies for Biz Fair
Included the U.S. Small Business Administration, Internal Revenue Service, Small
Business Development Center, and Alaska Department of Labor.

Made in Alaska Program

The intent of the Made in Alaska (MIA) program is to promote and increase the sale of Alaskan
manufactured and/or made products. The Made In Alaska program identifies and promotes the purchase
ofproducts manufactured and crafted in Alaska, rangin? from small gift items to large industrial modules.
Alaska businesses manufacture high quality products tor Alaskan, domestic and international markets.

Products which meet program criteria are eligible to use the Made In Alaska logo. Permits authorizing
the use of the Made In Alaska logo serve both producers and consumers by certifying product authenticity.
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Financial Assistance

The Division administers a number of programs that provide financial assistance to communities to
supplement local revenue generation. A number of them are revenue programs which share State or
Federal funds with local communities. The Division also administers grant programs which can help
communities, with the finances to build the infrastructure needed to support community and business
development. Federally funded programs and state resources support this effort. Some ofthese programs
continue from year-to-year and some are special grant type program that have a limited time frame or
limited funding. Grant staff are available to answer questions about the various funding sources and
help direct communities to the most appropriate source for a proposed project.

Shared Revenue Programs

Safe Communities Program

Division staff worked closely with the legislative sponsor to develop the Safe Communities Program
legislation that reglaced the Municigal Assistance Program in 1997. The revised pro?ram requires that
funding received by a municipality be used for a priority list of services including police, public safety,
fire protection, emergency medical services, and water and sewer.

According to state law, the Legislature may appropriate to the Safe Communities Program an amount
equal to or greater than 30 percent of the corporate income tax revenue received by the State for the
previous fiscal year. The FY03 appropriation of $16,775,500 represents 24% of the estimated
$231,800,000 in corporate income tax revenue received by the State in FY02.

State Revenue Sharing
The State Revenue Sharing Program includes two components:

< State Aid for Municipal Services provides moneY for public roads, ice roads, hospitals, health
facilities, unincorporated communities, and volunteer fire departments. FY03 funding of
$4,285,067 resulted in prorated payments at 14.5% ofthe statutory allocations.

< Municipal Tax Resource Equalization rewards municipalities for local fiscal effort. Total
FY03 fundin? I5$8,570,133. This account also provides fora minimum entitlement of $25,000
for municipalities, with a geograﬂhic location adjustment. Due to low funding levels, munici-
palities have not been receiving the minimum amount.
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Federal Payments in Lieu of Taxes (PILT) Program for Cities in the
Unorganized Borough

Division staff worked closely with Senator Ted Stevens to establish and administer a new program
which expanded federal Payment in Lieu of Taxes (PILT) payments to include cities located in Alaska’s
unorganized borough. The division distributed $5,267,071 to 97 Alaska cities in FY03. These additional
federal funds are especially cmcial for many cities which continue to deal with the impacts of failed
fishing seasons, a downturn in the timber industry, and drastic cuts to state revenue sharing and safe

communities funding.

A Fishery Resource Landing Tax is levied on
processe fishegl resource first landed in Alaska
or any processed fishery resource subject to Sec.
210(§ of the American Fisheries Act. The tax is
based on the unprocessed value of the resource,
which is determined by muItiBIyin a statewide
average price per pound (based on Alaska
Department of Fish and Game data) by the
unprocessed weight. Fishery Resource Landing
Tax is collected primarily from factory trawlers
and floating processors which process fishery
resource outside ofthe state’s three mile limitand
bring their products into Alaska for transshipment.

Shared Fisheries Business Tax Program

This program provides for an annual sharing of fish tax collected outside of municipal boundaries on
the basis ofnineteen “fisheries management areas.” The fundingi available within each ofthese areas is
distributed among municipalities in that area based on the level of significant impacts resulting from
fishing industry activity compared to the level of impacts experienced by other municipalities in that
area. InFY03, $1,396,076 will be distributed to 109 eligible municipalities.

National ForestReceipts

The department distributes National Forest Receipts under the au-
thority of 16 USC 500 and under AS 41.15.180. The Federal law
was amended in 2000 under the “Secure Rural Schools and Com-
munity Self Determination Act.” The Act provides that for state
fiscal years FY02-FY06, the State shall recelve an annual payment
equal to the average of the three highest National Forest Receipts
Payments made to the State during fiscal years FY87-FY00. In
FY03, the department allocated $9,236,907 to nine boroughs, 18
cities, four Regional Educational Attendance Areas, and the
Metlakatla reservation under the amended law.
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G rant Program:s

Capital Project Matching Grants Program

This program provides grants to eligible municipalities and unincorporated communities for capital
projects. A community 1s determined eligible for an allocation in a fiscal year if the community was
eligible for the department’s State Revenue Sharing Program during the preceding year. A local
contribution is required for each project. The Legislature determines a lump-sum appropriation to be
made into the grant fund. This is then allocated to individual grant accounts that are created for each
eligible community. Once allocated to an account, money remains, in that account until a second
appropriation may remain in the grant account for up to five years before lapsing back into the general
fund. In this manner, a community may accumulate funds for up to five years, to allow financing for
larger projects or to allow better long-range planning for a sequence of projects. There are approximately
980 grants being administered for a total value of $62 million.

Community Development Block GrantProgram (CDBG)

The goal ofthe federally funded Community Development Block Grant (CDBG) Program is to enhance
the quality of life for low and moderate-income residents, particularly in rural Alaska. The Program
ﬁrowdes rants for public facilities and planning activities, which address conditions detrimental to the

ealth and safety oflocal residents. The grants reduce the costs of essential community services. Special
Economic DeveIoIJment funds may be used to provide capital to assist in the creation or retention of
jobs that principally benefit low and moderate-income persons.

Community Services Block GrantProgram

The goals ofthe federal Community Services Block Grant Program (CSBG) are to reduce and/or prevent
poverty through community-hased educational activities, which lead toa greaterde?ree ofself-sufficiency
on the part of low-inccme persons. Services are provided through the State’s only Community Action

Agency, RurAL CAP.

Emergency Shelter GrantProgram

The goals of the Emergency Shelter Grant Program are to assist with the following activities relating to
emergency shelter for the homeless: renovation, major rehabilitation, or conversions of buildin?s for
use as emergency shelters for the homeless; payment of maintenance, operation, insurance, utilities,
and furnishings; and payment for provision of essential community services including those concerned
with employment, health, substance abuse, education, food, or prevention.

Legislative Grants Program

Legislative grants are awarded by the Legislature, with final approval by the Governor (delegated to a
specific department for administration). Itis the department’s responsibility to notify grantees of their
awards, and to develog and execute grant agreements based on each project. These awards can be fora
variety ofprojects such as health, fire and safety, water and sewer, construction of community facilities,
cemetery restoration, and program operations. This section also ensures grantees obtain site control,
State Fire Marshal approval and other regulatory agency permits as required. The Division currently
administers 324 active grants for a total value of $69 million.
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Mini-Grants

The State and federally-funded Mini-Grant Program provides grants on an annual competitive basis to
rural Alaska communities for awide range ofeconomic development projects and economic development
strategies. Grants are awarded to the most viable projects, which promote development by diversifying
the economic base to provide jobs, income and long lasting economic benefits to the communities
served. One application per community is accepted for a maximum of $30,000. The funding level in

FY03 was about $650,000.

Community Priorities Program (CPP)

The Denali Commission has targeted funds for the
Community Priorities Program, which is administered in
cooperation with the Denall Commission. The maximum
grant amount is $500,000.

The Program is intended to provide supplemental funding
for a community fixed infrastructure project. To qualify,
a project must:

< he identified as a priority in a community plan;

< have documented community support and be “construction ready;”

< the applicant must have a commitment for at least 1/3 of the funding needed;
< the funding being requested can’t be available elsewhere; and

< the applicant must provide a 10% local cash match.

Eligible applicants include municipal governments, tribal governments, community based non-profit
corporations, and regional organizations representing communities with populations of 1500 or less or
which are on the Denali Commission’s “distressed community list”. A total of 39 applications were
reviewed in 2002, seven grants were awarded for a total 0f$2,210,949. The grants included projects for
a Business Center, Educational Facilities and Community centers. Two applications are still in the
process, seven full applications were reviewed and denied and 23 pre-applications were reviewed and

denied.

Flood Mitigation Assistance (FMA) Program

This is a grant program that provides assistance to National Flood Insurance Program - par_ticipatinq
communities for flood mitigation planning and project activities. The DCBD administers this Federa

Emergency Management Agency pass-through grants.
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Special G rant Programs

National Petroleum Reserve - Alaska (NPR-A) Program

Under the National Petroleum Reserve-Alaska (NPR-A) program, the U.S. Deﬁartment of Interior refunds
a portion of fees received as a result of oil development in the reserve to the State of Alaska. These
funds are for the purpose of granting monies to communities that have experienced adverse effects due
to oil development. If any funds remain after these grants have been awarded, then the funds are
distributed as mandated by law between the Permanent Fund, the School Trust Fund, and the General
Fund. The Department of Revenue, as the manager ofthis fund, reports to this department the amount

of deposits available for granting each fiscal year.

Opilio Crab Disaster Grants

In 2000, the PribilofIslands, and other Bering Sea communities were declared part of a federal disaster
area, due to the near collapse of the Oﬁilio Crab populations. The Governor requested assistance for
Bering Sea communities affected by the sudden downturn in snow crab stocks. Commerce issued a
declaration of a commercial fisheries failure due to natural and environmental factors and s10 million
in assistance was approved bﬁ Congress. These funds were made available to assist the affected
communities and to improve fisheries research, management, and coordination to help restore the fisheries

and prevent similar failures in the future.

Out of this amount $7 million is to be used for Brojects that will help mitigate the effects of the current
disaster, and prevent future crab fisheries problems from harming the economy in the future. The
Division is administering these Opilio grant funds. The grants were awarded to the Aleutians East
Borough, St. Paul, St. George, and Unalaska. Each ofthe 4 entities identified projects for their share of
the funds. These projects are agreed upon by the City, die Tribal Government, and the Corporation. A
majority of the funds have been obligated and projects are underway in the communities.
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Information Resources

One other important function of the Division is to collect and publish local government information
and economic development information. The Division is a leader in providing information resources to
the public.

Products

Alaska Economic Information System (AEIS)

Until recently, information about Alaska’s -
economy, labor force and industrial sectors S GAedeet

was scattered among a large number ofagen- fodi gy

cies and organizations. The Alaska Eco- e
nomic Information System ﬁAEIS) Was cre- el

ated to provide user-friendly access to all Skl fdelr’

this information at a one-stop portal on the Syt
web. The AEIS represents a tremendous de- Ares
velopment resource for businesses, commu- .

nities and individuals - saving them signifi- AR -

cant time and effort in collecting the infor-

mation on which to base development deci- _ _
sions and plans. Starting from a map ofAlaska, users can “click” on a census area, and quickly get the

picture of that area’s basic economic industries such as tourism, oil and gas, mining, and seafood.
Detailed information is also provided for the critical infrastructure elements of transportation, ener?y,
and utility sectors that support long-term viable economic development. A statewide perspective is also
provided for each sector of the economy, and the Alaska economy as a whole. Users can “drill down”
through the information on the AEIS website to get to greater levels of detail about their specific areas
of interest, including maps, charts and workin? SEreadsheets that users can download to their own
computers for further analysis. As a web portal, the AEIS contains a host of links to other websites
relevant to an understanding of the Alaska economy, its work force and its economic sectors, (http:/

www.dced.state.ak.us/cod/AEIS/AEIS_Home.htm).

Community Database/Community Profiles

This database provides a wide range of community-based information and data for planning, policy
making and technical assistance decisions. Information is available through an interactive database on
the Internet. Users include other state and federal agencies, private non-profit organizations, legislators
and their staff, and the general public, both in Alaska and around the world. The database provides for
“standard” comi)rehensive community profiles and customized queries of specific community data.
The website includes a feature that allows users to automatically e-mail themselves the data they need
(http:/Awvww.dced.state.ak.us/chd/commdb/CF_COMDB.htm).
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Economic DevelopmentResource Guide (EDRG)

This guide is designed to bring together in one place a listing of programs
and services that provide economic development assistance to Alaska indi-
viduals, communities, organizations and businesses. The EDRG includes
over 120 resources for financial and technical assistance targeted at eco-
nomic development. These resources include federal and state agencies,
national and state non-profit or%anizations, and private for-profit organiza-
tions. The EDRG is also on the web with a user-friendly interface that
provides users with targeted searches to retrieve those resources that a[gfly
to iheir specific eligibility and needs (http:/wwv.dced.state.ak.us/chd/edrg/

EDRGhtm).

Grants Tracking Information System Database

An Internet-based management system was completed in May 2000 for internal use by the Division’s
Grant Administrators. The database tracks detailed information needed for all ofthe giants administered
by the Division, including Capital Matching grants, Legislative grants, State Revenue Sharing, National
Petroleum Reserve-A ?NPR-A) grants, Mini-Grants, Opilio Crab Disaster %rants, Community
Development Block Grants, and Community Priorities Program grants. Some of the information from
the Grants Tracking System is available to the public on the Internet, at http://www:.dced.state.ak.us/

chd/commdb/CF_Grants.htm

RAPIDS Capital Project Database

The Rural Alaska Project Identification and Delivery System (RAPIDS) database contains information
on state- and federally-funding capital projects in Alaska communities, including project descriptions,
funding levels and status . Portions ofthis database are also available to the public in the web, at

http://www.dced.sta*" ak.us/cbd/commdb/CF_RAPIDS.htm.

Local Government Online (LOGON)

LOGON was developed in 2002 and launched to the public in November 2002, although it continues
to be expanded. LOGON was developed for administrators and city clerks, elected and appointed
officials, tribal governments, community leaders, and others interested in local government opera-
tions, public services, and community development in Alaska.

LOGON provides information and resources to communities regarding: municipal government structure,
elections, public meetings, ordinances, taxation, financial management, grant management, personnel
mana?ement, payroll, tribal and municipal agreements, water and sewer utility management, coastal
and floodplain management, revenue sharing programs, and grants for infrastructure or economic
development. LOGON also provides references to other state and federal resources of concern to
communities, including education, public safety, health care, environmental, social services,
transportation, and energy programs. LOGON brings to%etherdivision applications, publications, sample
documents, and other web resources. The system maybe explored at http://www.dced.state.ak.us/chad/

LOGON/home.cfm
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Publications

Publications staffcoordinate development oftechnical assistance documents and distribution of material
produced by the Division to local governments and other client organizations. Many of the printed
publications are updated annually and are available on the Internet; Title 29 is now available on CD-
ROM. In addition, the Division produces a variety of Internet-based information resources that are not
available in a printed format. Division publications include:

Municipal
Small Business Development: Election Quzstions
A Customs Guide to Alaska Native Arts (created in 2001)
AlaskaHost Program Participant Training Manual (updated in 2001)
Community Tourism Planning Guidebook (created in 2001/2002)
Establishing a Small Business in Alaska (updated in 2002)
Economic Development Resource Guide (updated in 2001)
Tourism Funding Programs (created in 2001)

Local Government:

A Primer for City Council Members

Alaska Planning Commission Handhook (to be updated in 2002)

Alaska Taxable 2001 (updated Jan. 2002)

Background on Boroughs irt Alaska

Capital Project Management Handbook (updated in 2001)

Certified Financial Statement Manual (updated in 2001)

Getting Started on ANCSA 14(c)(3) - ABasic Guide

Grant Training Manual

Home Rule Municipalities in Alaska

Local Boundary Commission Annual Report to the Legislature

Local Government in Alaska (updated in 2001)

Mayor’s Handbook: A Primer for Small Town Mayors

Model Borough Boundary Study (June 1997)

Model Financial Record Keeping System (1994)

Municipal Budget Manual (updated in 2002)

Municipal Elections Questions Handbook - Volumes | & II

Municipal Incorporation, Annexation, Consolidation, Dissolution Procedures
Non-Profit Community Handbook (1993)

Payroll Handbook for Small Communities (updated in 2002)

The Federal Voting Right.'. Act - Meeting the Standards (1991)

The Need to Reform State Laws Concerning Borough Incorporation and Annexation
Title 29 of Alaska Statutes, 2002 - Municipal Government (updated in 2002)
Title 4: Local Option Law Handbook (1995)
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Water & Sewer Utility Operations:
APlain English Guide to Alaska Drinking Water and Wastewater Regulations (updated in

2002)
Alaska Sanitation Planning Guide for Small Communities (plus Technical Appendix)
Utility Management Workshop Curriculum Series:  Introduction to Utility Management
Utility Management Workshop Curriculum Series: Organizational Management
Utility Management Workshop Curriculum Series: Financial Management
Utility Management Workshop Curriculum Series: Operational Management
Utility Management Workshop Curriculum Series: Utility Planning
Utility Management Workshop Curriculum Series: Personnel Management fg

Information & Map

Community Proflles p ated in 2002)

Community Profile Maps

Community/Borough Map ofAlaska (24" X 36" format)

Municipal Officials Directory 2003 (updated Jan. 2003)

Rural Alaska Project Identification and Delivery System (RAPIDS)
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Major Issues Facing the Division

ISSUE: Many communities in Alaska are struggling to maintain basic services.

This situation threatens the State’s investment in essential community facilities and poses a threat to the
health and well being ofAlaska’s residents. Limited Revenue Resources. With the significant decline
In state financial assistance to communities and the very limited local tax base and private economy the
situation many communities’ face is serious. The Division works closely with them to maximize the
effectiveness of shared revenues, to identify sources of local revenue and provide advice on how to use
these limited resources most effectively. Ongoing Personnel and Management Problems. Another
major issue is the lack of financial management and local government skills at the local government
level. This has primarily been linked to frequent staff turnover due to low wages, part-time work, no
training, and lack of consistent policies and procedures. The Division continues to work with city and
tribal staff and elected officials to develop the skills they need to perform their responsibilities. The
Division helps communities establish and maintain sound financial practices, thereby preventing the
loss of hundreds of thousands of dollars each year. The Division provides this assistance through on-
site community training, regional training and coordination with regional and statewide organizations
such as Boroughs, Alaska Municipal League, and Alaska Clerk’s Association.

RESPONSE: Continued Supportfor the Rural Utilities Business Assistance Program:

Adequate and affordable sanitation systems are critical for the health of rural residents and critical
for the development of rural communities. State and Federal sanitation task forces have repeatedly
concluded that capital investments alone will not achieve long-term improvements in sanitation
because many communities lack the financial and personnel resources to successfully operate and

maintain their utilities.

The Division’s Rural Utility Business Advisor (RUBA) program helps address this issue in a number
of ways. Needs Assessments. RUBA personnel complete an assessment of a community’s
management of its water and sewer utility. Corrective action is recommended and assistance is
provided. Training. After the assessment, RUBA staffthen provides on-site training specific to the
management needs of the utility. Additionally, the Division provides utility management workshops
for groups of communities in regional hub communities. Financial Management Systems. The
program also offers assistance to utilities in establishing sound financial management systems and
practices for the operation of water and sewer utilities. Publications Development The RUBA
program has in cooPeration with other agencies produced publications that provide technical
assistance on utility planning, understanding sanitation regulations, and managing capital construction
projects. This program needs to receive the resources required to provide these services to protect
valuable infrastructure and essential community facilities.

Page 30



Department of Community and Economic Development

ISSUE:  Municipal assessment practices may be creating inequities in the State’s financial
assistance programs.

The Full and True Value Determination (FTVD) is an important factor in determining a locality’s
entitlement under several State financial assistance programs. Financial assistance for municipal school
districts is probably the most significant program that uses the FTVD to determine a municipality’s
entitlement. The inaccurate FTVDs result in incorrect and inequitable payments to municipalities.

Because of continuing fiscal pressures, many municipalities feel a need to maximize their efforts to
obtain state financial assistance. One of the results ofthese local fiscal pressures has been an increase
in localities “pushing the envelope” of acceptable assessment practices.

RESPONSE: Increased Supportfo r the State Assessor’s Office

The State Assessor’s review of local assessment practices is critical to assuring the integrity of the
Full and True Value Determination (FTVD) that is made for property in each municipality. The
State Assessor’s Full and True Value Determination serves as the State’s independent assessment of
the full and true value of all taxable property within a given locality.

As aresult ofan increasing work load, the State Assessor isnot able to review the property assessment
practices used by municipalities on a timely basis. The Division needs to i)rovide additional support
to the State Assessor, which will enable thorough and timely review of local assessment practices
and property value determinations. This in turn will insure that all municipalities receive the amount

of funding to which they are entitled.

ISSUE: Need for coordinated agency response to communities and regions.

The traditional model for community assistance, where agencies respond separately within their areas
of expertise, has undergone considerable evolution as the State has lead efforts to respond to severe
economic dislocations. To increase their effectiveness, State and Federal agencies are taking steps to
work cooperatively and coordinate services delivery. Anew approach to community assistance work is
emergin?, where the resources of several acl;encies are leveraged and/or coordinated to improve efficiency
and quality in service delivery. Additionally, the public, agencies, and other entities doing business in
our state need access to a variety of information by region or sub-region. Good information is the
foundation of sound decision making. Currently, an individual often has to access multiple websites or
other sources of information to get data on a particular region. For example, information about Alaska’s
economy, labor force and industrial sectors is widely scattered among various agencies and organizations.

RESPONSE: Implementation o fthe Alaska Economic Inform ation System.

Now in development by the Division, the Alaska Economic Information System (AEIS) is designed
to provide user-friendly access an array of information on the web. The AEIS will;

< Provide timely, current, Alaska-specific infonnation
< Bring together agency information on one website N
 Tell prospective Investors about our resources and opportunities
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< Create a hase line for evaluating industry activity
< Offer a user-friend,y, easy-to-navigate foimat _
+ House the most comprehensive economic development site on Alaska

The system will be useful for businesses, communities and individuals - saving them significant
time and effort in formulating development plans. The system will also benefit agency coordination,
as well as local government, legislative and other decision making.

The AEIS will provide and collate a vast amount ofeconomic and supporting information. Economic
Development Narratives. Each census area contains a regional economic overview and economic
narratives on oil and gas, tourism, mining, fisheries, agriculture, timber, and subsistence. Users will
be able to view a map of Alaska on-line, click on a census area, and quickly get the picture of that
area’s basic economic industries. Narratives will discuss the critical infrastructure components of
transportation, ener(iy, and utilities that are needed to supi)ort long-term, viable economic
development. Portal to Relevant Material.  The AEIS will link directly to many supporting
websites, as well as to specific plans, studies, reports and other related documents relevant to an
understanding ofthe Alaska economy. Source Material Availability. The website is graphics-rich
and supported throughout with source material. Users will be able to click through the website to
get to greater levels of detail about their specific areas of interest, including graphs and working
spreadsheets that they can download to their own computers. The user can “drill down” from the
narratives and graphics and find the charts, figures, tables and databases that support the text.

ISSUE:  Deterioration in the fisheries industry is seriously impacting businesses and
communities,

This industry is important to the economic health of our entire state. The downturn in this economic
sector threatens community economies as the sale of local goods and services are reduced. Revenues
from fish taxes and sales taxes are reduced as a result. Decline in Salmon Runs and Market Prices.
Challenges include the unstable market conditions, competition in the global marketplace, and lack of
transportation for the export of our products. Implementation of Federal Fisheries Programs. The
implementation of the Federal American Fisheries Act (AFA) has economic and market repercussions
for all of Alaska’s ground fisheries, coastal communities and Community Development Quota (CDQ)
groups. At the same time, many proposals to rationalize other fisheries are emerging. Tracking and
developing these policy considerations to protect Alaska’s fishing and processing interests is a major

priority for the State.
Response: Continued support offisheries development.

The Division has one full-time development specialist working on fisheries issues. Current duties
run the spectrum of economic issues, prod'ects and crisis with Alaska’s fisheries. The specialist is
responsible for projects such as salmon industry revitalization, new fisheries development, ground-
fish indus™y issues and inclusion of seafood in the USDA programs. However, the work Is more
than one person can do. Another development specialist is needed to adequately address Alaska’s

threatened fishing industry.
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Response: Continued support ofOperation Renew Hope

In August, the Governor again declared an economic disaster in the commercial salmon fisheries of
the Yukon, Kuskokwim, Norton Sound, Bristol Bay, and Alaska Peninsula regions. In response to
this disaster, the Operation Renew Hope will continue to pull together all the various state and
federal programs that can respond to the short and long term disaster _imf_)a_cts. The Department’s
Barticipation in Operation Renew Hope will result in continued responsibilities for Division staffin

oth coordinating agency responses and addressing the economic impacts of the decline in the

fisheries industry.
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Division of Community and Business Development Contact List

Acting Director

Commﬁlmtg Development
Local Government
Financial Management
Assistance & Local
Government Assistance
Local Boundary
Commission
RUBA Program
State Assessor Office
VISTA
Land Management
Community Mapping,
Land Management
ACMP
Floodplain Management

Gene Kane

Mike Black

Dan Bockhorst
Scott Ruby
Steve Van Sant
Midge Clouse
Keith Jost

Peter McKay
Christy Miller

& National Flood Insurance

Program

Business Development
ARDOR Program
Community Development

Quota Program
Community Tourism Dev.
Fisheries
Minerals
Small Business Dev.

Financial Assistance
Shared Revenue Programs
Grant Programs
Most Grant Programs
Community Priorities Prog.
Flood Mitigation Assistance

Information Resources

Midge Clouse
Peter Freer

Caryl McConkie
Glenn Haight

Dick Swainbank
Ruth St. Amour
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Jo Grove
Nelda Warkentin

Christy Miller

Laura Walters

gene_kane@dced.state.ak.us
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A _ _. “Promoting strong communities
Our Mission and a healthy economy”

Provide consumer protection through regulation of banking,
securities and corporations, insurance, professional
occupations and business licensing

Promote economic development in the state through
domestic and international promotion of tourism, seafood,
timber, minerals, and other products, and encouragement
of business and industrial development

Administer several loan programs

« Fosterthe developmentofindependent local governments
by providing technical, financial, and program assistance to

communities



The Department Consists of the
Commissioner’s Office plus Seven Divisions

B Administrative Services

m Banking, Securities, and Corporations

B Community and Business Development

m international Trade and Market Development
b Insurance
b Investments
» Occupational Licensing




The Department Houses Six
iIndependent Agencies

m Alaska Aerospace Development Corporation

h Alaska Industrial Development and Export
Authority/Alaska Energy Authority

m Alaska Railroad Corporation

m Alaska Seafood Marketing Institute

h Alaska Science and Technology Foundation
B Regulatory Commission of Alaska



Who We Are
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DIVE>ION OF ComivlfP M B |
R(iSINESSE)EVEL OF

Contact: Gene Kane, Director (907) 269-4578

Mission

The mission of the Division of Community and Business Development (CBD) is to
promote independent local governments and job growth.

Services Provided

Business Development

Alaska Regional Development Organizations (ARDOR) Program
* Fisheries

Minerals & Mining

o Small 3usiness

* Tourism

Community Development

Alaska Coastal Management Program (ACMP)
Coordinated Response Projects

Floodplain Management

Land Management & Mappin

Local Boundary Commission ?LBC)

Local Government Assistance

Rural Utility Business Advisor (RUBA)

State Assessor & Property Tax

Funding Resources

* Grant Programs
* Funding Summits

Information Resources

+ Division Website & Publications
+ Research & Analysis
+ Web-Based Datahases

Alaska Department of Community and Economic Develoe/ment | DAIP .
OVERVIEW | 1



Goals and Strategies

Stimulate Economic Development and Produce Healthy, Sustainable Economies

through Locally Driven Initiatives

Augment Alaska's Seafood Industry

Ensure Residents of Small Rural Communities in Western Alaska get the
Maximum Benefits from the Community Development Quota (CDQ) Program
Support Continued Expansion of the Minerals Industry

Improve the Delivery and Coordination of Services to Small Businesses

Enhance the State's Tourism Industry

Provide for Coastal Management Planning at the Local Level

Facilitate Coordination Responses to Major Economic Dislocations

Reduce Public and Private Sector Losses and Damage from Flooding and Erosion
Address Community Land Issues and Reduce the Number of Future Land
Conflicts

Provide for City and Borough Incorporation, Annexation, Detachment, Merger,
Consolidation, Dissolution, City Reclassification, and study of Municipal Issues.
Increase Local Government Capacity to Provide Essential Services Effectively
Help Rural Communities Operate and Manage Sanitation Facilities Effectively and
Efficiently

Implement the State's Role in Assessment and Property

Administer Grant and Revenue Sharing Programs

Conduct Funding Summits so Agencies Can Help Local Officials Realize

Community Infrastructure Projects
Provide Resources on Alaska Communities, Local Governments, Business and the

Economy

| Alaska Department of Community and Economic Development
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MARKET DEVELOPMENT £
Contact Information: Margy Johnson, Director (907) 269-8110

Mission

The mission of the Division of International Trade and Market Development (ITMD) is to
increase international trade and investment in Alaska. Alaska's exports and other
business interests are heavily concentrated in the Pacific Rim. Reflecting this, the
division's efforts are focused on key markets in Asia, Canada, and the Russian Far East.

Services Provided

Assist Alaska Companies Sell Their Goods and Services Overseas

» Connect Buyers and Sellers

» Overseas Representatio..

Trade Missions, Outbound and Inbound
Trade Shows

Provide Information

» \Website

* Newsletters

® Trade Seminars

» Customized Reports

Advance Government - to - Government Relations

» Opening Doors

» Advocating for Alaskans
* Investment Promotion

* Multiplying Opportunities

Recruit Business and Investment to Alaska

» Spreading the word
» Outreach
 Providing Answers
* Finding Partners

Alaska Department of Community and Economic Development DArP
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Promote Alaska as a Location for Fim Projects

Goals

o/\rr a
PACac 4

Web Presence

Outreach
Answering the Calls

and Strategies

Increase the Number of Alaska Firms that Export Services Overseas

Increase the Dollar Value of Exports from the State
Maximize the Number of Trade Leads in International Trade arid Development

While Minimizing the Cost
Promote Exports to Alaska's Key Markets - Japan, Korea, Canada, China, Taiwan,

and the Russian Far East
Foster Economic Growth and Diversification by Promoting Alaska for Relocation

Expansion, and Investment
Increase the Number of Film, Video, Television, and Location Shoots Produced in

Alaska
Provide Meaningful and High Quality Assistance to Private and Public Sectors to

Benefit Alaska's Economy

Alaska Department of Community and Economic Development
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Contact: Greg Winegar, Director (907) 465-2510

Mission

The mission of the Division of Investments is to promote economic development
through direct state lending within those industries that are not adequately served by
the private sector; and provide interagency and interdepartmental loan servicing of

other loan portfolios.

Services Provided

» Commercial Fishing Revolving Loan Fund (CFRLF)

» Fisheries Enhancement Revolving Loan Fund (FERLF)
» Small Business Economic Development (SBED)

* Western Alaska Program

* Rural Development Initiative Fund (RDIF)

Goals and Strategies

» Make Loans Directly to Qualified Residents for Programs Established by the

Alaska Legislature
» Service Efficiently the Loan Programs that are Administered by the Department
of Community & Economic Development, Ensuring the Greatest Return on

Investment that is Consistent with Public Policy
» Act as a Loan-servicing Agency for Many of the State's Loan Programs, Ensuring

the Greatest Return on Investment that is Consistent with Public Policy

Alaska Department of Community and Economic Development | DArP _
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Contact: Mark Davis, Director (907) 269-8140

Mission

The mission of the Division of Banking, Securities, and Corporations is to maintain a
stable financial network in the state for the safe conduct of financial services; protect
securities investors and provide businesses with a legal structure enabling commerce in

the state.

Services Provided

» Banking (Financial Institution Regulation): Regulates Financial Institutions that
are Chartered or Licensed Under State Law

» Securities: Administers the Alaska Securities Act, which deals with Broker-
dealers, Investment Advisors, and the Securities and Advice they Sell

» Corporations: Provides Legal Recognition to a Business by Serving as a Filling
Agency, Assisting the Private Sector in processing Documents in Compliance with

State Law

Goals and Strategies

» Develop and Maintain a Stable and Responsible State-Chartered Financial
Institution System to Serve all of Alaska's Communities, Especially Where the
institutions Draw their Deposits and Support

* Provide Effective Investor Protection Against Financial Loss Due to Fraudulent
and Other lllegal Activities in the Securities Business, and Efficiently Serve the
Alaska Business and Finance Community Legitimately Seeking to Raise Capital

» Create and Maintain a Friendly, Helpful Service for the General Public and
Business Organizations of All types and Origins that Want to Organize and Do

Business in Alaska

DArc | Alaska Department of Community and Economic Development
pace 6 OVERVIEW



Contact: Richard Urion, Director (907) 465-2538

Mission

» The mission of the Division of Occupational Licensing is to ensure competent
professional and commercial services are available to Alaska consumers.

Services Provided

Administer 37 Occupational Licensing Programs for over 130 Occupations
Provide Staff for 20 Boards Licensed by the Division

Directly Support 17 Licensing Programs without Boards

Issue Approximately 73,000 Business Licenses

Issue More than 1,600 Tobacco Endorsements to Allow Businesses to Engage in
the Retail Sale of Tobacco Products

Goals and Strategies

* Allow Qualified Individuals to Work in their Fields: Earning aliving, CreatingNew
Businesses and providing the Skilled Workforce Necessary for State Development

» Protect Public Health and Welfare by Safeguarding the Quality of Services
Provided by Alaska's Licensed Professionals

Alaska Department of Community and Economic Development | DAr[. 7
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’ DIVISION OF INSURANCE
Contact: Stan Ridgeway, Deputy Director (907) 465-2518

Mission

The mission of the Division of Insurance isto develop, interpret, and enforce the
iInsurance statutes and regulations to protect and educate the consumer, and to
enhance the insurance business environment.

Services Provided

» Consumer Services
» Licensing
 Investigative

* Market Examination
* Financial Examination
* Financial Examination
* Filings Review

® Actuaries Analysis

Goals and Strategies

® To Protect and Educate the Consumer and Enhance the Insurance Business
Environment
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